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BASIC DATA - MAIN
Product Information - Tax Administration Modernization Project (P163673)

Operation ID Product/Financing Instrument
P163673 Investment Project Financing (IPF)
Task Team Leaders
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Serbia Serbia
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[ ] Fragile State(s) [ 1 Fragile within a non-fragile Country
[ 1Small State(s) [ ] Conflict

[ ] Responding to Natural or Man-made Disaster
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Other Situations
[ 1Financial Intermediaries (Fl) [ 1Series of Projects (SOP)
[ ] Performance-Based Conditions (PBCs) [ ] Contingent Emergency Response Component (CERC)

[ 1Alternative Procurement Arrangements (APA) [ 1Hands-on Expanded Implementation Support (HEIS)

OPERATION STATUS

Development Objective (DO)

Development Objective (Approved as part of Approval package on 24-Apr-2019)

To improve effectiveness of tax collection and lower the compliance burden for taxpayers.

Key Information from Last ISR

Operation Ratings

NAME IMPLEMENTATION LAST ISR
RATINGS
30-Jun-2023 19-Dec-2023 06-Mar-2024 09-Dec-2024 15-May-2025
Progress towards Moderately Moderately Moderately Moderately Moderately
achievement of Satisfactory Satisfactory Unsatisfactory Satisfactory Satisfactory
PDO
Overall Moderately Moderately Moderately Moderately Moderately
Implementation Satisfactory Satisfactory Unsatisfactory Unsatisfactory Satisfactory
Progress (IP)
Overall Risk Moderate Moderate Substantial Substantial Substantial
Overall Safeguard Moderately Satisfactory Satisfactory Satisfactory Satisfactory
Rating Satisfactory
Financial Satisfactory Satisfactory Satisfactory Satisfactory Satisfactory
Management
Project Satisfactory Satisfactory Satisfactory Satisfactory Satisfactory
Management
Procurement Moderately Moderately Moderately Moderately Moderately
Satisfactory Satisfactory Unsatisfactory Satisfactory Satisfactory
Monitoring and Satisfactory Satisfactory Satisfactory Satisfactory Satisfactory

Evaluation
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Disbursement Summary (in USD million)

Source of Funds Net Commitment
IBRD 52.00
IDA -
Grants =

BASIC DATA — ADDITIONAL FINANCING
Additional Financing No. 1

Additional Financing Type

V1 anticipated at appraisal (Cost-overrun)

(]

Disbursed Undisbursed % Disbursed
14.99 36.27 29.24
-- -- 0
-- -- 0

The operation has incurred increased costs due to inflation, exchange rate changes, and factors that were not

The operation has experienced shortfalls in co-financing, counterpart financing, or cost recovery that were

anticipated at appraisal but did not materialize. (Financing gap)

Expected Approval Date
10-Jul-2025
Will consulting services be required?

No

IMPLEMENTATION MODALITIES — ADDITIONAL FINANCING

Review Type/Corporate Review Level
Regular Decision Meeting (DM)
Is this an Urgent Need or Capacity Constraint request?

No

Situations of Urgent Need of Assistance or Capacity Constraints

[ ] Fragile State(s)
[ 1Small State(s)

[ 1 Responding to Natural or Man-made Disaster

Other Situations
[ 1Financial Intermediaries (Fl)
[ ] Performance-Based Conditions (PBCs)

[ 1 Alternative Procurement Arrangements (APA)

[ ] Fragile within a non-fragile Country

[ 1 Conflict

[ ] Series of Projects (SOP)
[ ] Contingent Emergency Response Component (CERC)
[ ] Hands-on Expanded Implementation Support (HEIS)
iii

Official Use Only



@ The World Bank

Tax Administration Modernization Project (P163673) PROJECT PAPER
COSTS & FINANCING
Summary (Total Financing in USS, Millions)
Proposed
Total Operation Cost 52.00 30.80 82.80
Total Financing 52.00 30.80 82.80
Of which IBRD/IDA 52.00 30.80 82.80
Financing Gap 0.00 0.00
Financing Details (in USS, Millions)
Proposed
Source Last Approved Additional Total
International Bank for
Reconstruction and 52.00 30.80 82.80
Development (IBRD)
International Bank for
Reconstruction and 52.00 30.80 82.80
Development
Total Financing 52.00 30.80 82.80
iv
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SYSTEMATIC OPERATIONS RISK- RATING TOOL (SORT)

Last Approved Rating

Risk Cat
isk Category (ISR Seq. 012) Package - 15 May 2025

Proposed Rating

Political and Governance Substantial Substantial
Macroeconomic Moderate Moderate
Sector Strategies and Policies Moderate Moderate
Technical Design of Project or Program Moderate Moderate

Institutional Capacity for

Implementation and Sustainability Substantial Substantial
Fiduciary Substantial Substantial
Environment and Social Low Low
Stakeholders Low Low
Overall Substantial Substantial

CLIMATE

Climate Change and Disaster Screening

Has this operation been screened for short-term and long-term climate change and disaster risks?

Yes, it has been screened and the results are discussed in the Appraisal Document

Where risks exist, have potential resilience-enhancing measures been identified in the appraisal document?

No, significant risks were not identified

Does this operation address specific risks, vulnerabilities, gaps or needs with respect to Climate Change that are identified in
the SCD or the CPF?

No

POLICY COMPLIANCE

Does the operation depart from the CPF in content or in other significant respects? No

Does the operation require any waivers from Bank policies? No

TEAM
Core Team

Name Role Specialization ADM Responsible?
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BACKGROUND AND RATIONALE FOR ADDITIONAL FINANCING

The Tax Administration Modernization Project (TAMP, P163673) was approved on April 24, 2019, with an
original closing date of October 31, 2024. The TAMP was conceived as an institutional reform project focusing on
core tax administration functions and comprising four components: (1) Legal Environment, (2) Serbian Tax
Administration (STA) Organization and Operations, (3) ICT System and Records Management Modernization, and
(4) Project Management and Change Management. The objective of the first component was to address
constraints in the overall legal and tax administration policy environment in which the STA operates, and to
support a comprehensive approach to risk-based management and improve tax compliance. The second
component focused on functional areas such as taxpayer registration, risk management, audit, tax dispute
resolution, and overall operational effectiveness. The objective of the third component was to improve and
expand the services provided through the modernization of the ICT system and infrastructure. This included the
procurement of a Commercial-Off-the-Shelf (COTS) Integrated Tax Management System (ITMS). Finally,
component 4 covered the set-up and financing of a Project Implementation Unit (PIU) and a Central Fiduciary Unit
(CFU) as well as stakeholder communication, and the provision of change management support.

Overall, the project has made significant progress towards the project development objective (PDO). Out of four
PDO indicators, three are met (out of which two measuring the effectiveness of tax collection substantially
achieved their target). The fourth PDO indicator measuring taxpayer experience achieved one sub-target (call
center satisfaction) and is close to meeting the second sub-target (website satisfaction). The TAMP has
significantly advanced the STA’s Tax Administration Transformation Programme (TATP) for 2021-2025, focusing
on modernizing and enhancing the efficiency of tax administration. Additionally, TAMP has introduced a New
Business Model (NBM) that centralizes tax functions and enhances operational efficiency, aligning with Serbia’s
European Union (EU) accession efforts. This model emphasizes uniform business processes and robust ICT
support, ensuring compliance with EU directives and fostering interoperability. The automation of tax return filing
and processing, along with the development of electronic e-government registers, is crucial for real-time data
access and efficient tax functions, marking a pivotal shift towards a modern, responsive, and capable tax
administration.

However, the largest procurement under TAMP, the COTS ITMS, had to be retendered after a failed
procurement. The second tender was successful, and the contract can be signed following the approval of the
project extension and additional financing (AF) to secure the financing and time required to complete the COTS
ITMS and other ongoing activities. The AF is therefore necessary to cover the cost overrun for the procurement of
the COTS ITMS. The TAMP total disbursement as of June 3, 2025, stands at USD 14.99 million (29%). The lower
rate on disbursement is due to the cancellation of the COTS ITMS procurement, which represented around 51.5
percent of the original project budget. The original procurement of the COTS ITMS was launched in June 2023 and
cancelled in March 2024 because all technically responsive bids submitted financial offers well above the USD 26.8
million cost estimate (ranging from USD 35 million to USD 93 million).

Official Use Only Page 1



For Official Use Onlv

@ The World Bank
Tax Administration Modernization Project (P163673)

4. In order to resolve this, the Bank, the STA and the Ministry of Finance (MOF) agreed on an action plan in
September 2024 for the procurement and implementation of the COTS ITMS? and successful completion of the
project. This action plan entailed: (i) retendering and awarding the COTS solution for the ITMS, (ii) implementing
critical non-COTS activities, and, subsequently and based on success of the retendering process, (iii) considering
the provision of Additional Financing and the extension of the Project Closing date.

5. In October 2024, the Project was restructured to extend the closing date by one year, as agreed with the STA
and the MOF. The restructuring allowed the team to revise and update the Results Framework. Following the
restructuring, the PDO rating was upgraded to Moderately Satisfactory.? The PDO result indicators either met or
on track, with some end-targets being over-achieved. TAMP had also delivered the foundational elements of ICT
modernization (e.g., support to electronic fiscalization, electronic invoices to improve VAT compliance,
completion of business process re-engineering, including the adoption of a NBM with a timebound
implementation plan and an HR strategy for the STA).

6. Disbursements for activities other than the COTS ITMS have improved. As of June 2025, the disbursed plus
committed amount for non-COTS activities is EUR 14.6 million (including two remaining contracts about to be
signed). Approximately another 1 million EUR will be disbursed to procure hardware (e.g., servers) to support ICT-
related activities. As such, disbursements for non-COTS activities are expected to increase from EUR 9.7 million
(21.4% of total loan) in April 2024 to EUR 16.3 million in October 2025 (36.1%)3 This represents around 70 percent
of the project’s non-COTS budget allocation. The disbursement will increase further with the first payment of the
COTS contract estimated at USD 5.62 million upon effectiveness of the AF, expected in July 2025.

Table 1 - TAMP Non-COTS Activities Disbursement Report

Millions, Percent of
EUR Loan
Total Disbursed (Completed Contracts) as of May 1 2025 9.7 21.4%
Undisbursed (but under Active and/or Planned Contracts) 6.6 14.6%
Total to be Disbursed - Expected by October 31 2025 16.3 36.1%

7. The process of retendering for COTS ITMS was successfully completed and the STA has officially issued a
notification of award to the winning bidder on May 13, 2025. Two bids were successfully recorded on December
2, 2024. The technical and financial bids were duly evaluated (a technical evaluation report was submitted to the
Bank for review on February 13, 2025, and a revised version on February 27, 2025).

!, Government request for extension and AF dated September 25, 2024, and the Restructuring Paper approved on October 22, 2024.

2ISR Seq No 11, December 9, 2024.

3 Expenses are incurred in Euro. Given the exchange rate fluctuation over the lifetime of the loan, most of the figures are provided in Euro for ease of
reference and comparison.
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8. The project implementation performance has been upgraded to Moderately Satisfactory* as of May 15, 2025,
considering the important progress made by the STA with the implementation of the project’s critical non-COTS
activities aimed to improve taxpayer compliance and services and the issuance of award for the COTS solution.
These critical non-COTS activities include the strengthening of the tax audit services, the updating of the transfer
pricing database, SAPS/ PROFIL software upgrades, HRMIS upgrade, record management (e-archiving), big data
analysis, STA branding, taxpayer surveys, and support to HR initiatives and to the NBM. The STA has also
successfully carried out the procurement of the two remaining non-COTS contracts aimed at developing the Tax
ChatBot and a KPI Dashboard to monitor STA performance. Both contracts are expected to be signed by early June
2025 and thereby all non-COTS activities are expected to be successfully implemented by the current TAMP closing
date. The AF and project extension will allow to continue and expand these critical activities foreseen in the TATP
and complementing the COTS implementation.

Il. DESCRIPTION OF ADDITIONAL FINANCING

A. Description of the AF

9. The proposed AF and extension of the project closing date was requested by the Serbian authorities to finance
the COTS ITMS and successfully implement the project. Since the first extension of TAMP and as part of Step 1,
the STA revised the Request for Proposal (RFP) based on the lessons learned from the initial tender, market
response, and the revised ITMS scope and sequencing according to STA’s needs and capacity. In August 2024, the
STA/ MOF submitted the fourth revised RFP for a COTS rebid. This submission also included an updated market
assessment and the Project Procurement Strategy Document (PPSD). The re-bidding process was launched in
October 2024 and two bids were submitted by the December 2, 2024, deadline. The outcome of the technical and
financial evaluation led to the awarding of the contract to Fast Enterprises LLC with a contract award amount of
USD 56,191,000.

10. The proposed AF estimated at EUR 27.250 million (approx. USD 30.8 million equivalent) will address the cost
overrun to cover the cost of the acquisition and deployment of the COTS ITMS. TAMP is set to close in October
2025 and the implementation of the COTS ITMS solution requires at least 2.5 to 3 years for timely roll-out. By
October 2025 following the implementation of non-COTS activities on the parent project, the undisbursed balance
of TAMP is expected to be approximately EUR 28.9 million.> The requested AF and the undisbursed balance of the
TAMP will finance the COTS ITMS solution®, recurrent costs like salaries of the PIU and operating costs, and seven
non-COTS activities that will be repeated or extended (e.g., subscription to databases, taxpayer surveys, ChatBot
tool) approved under TAMP which are expected to continue as described below (Table 2).

11. Non-COTS activities, which are either recurrent or a continuation of past work, will be supported during the
extension period. The recurrent activities, which include taxpayer surveys and access to the transfer pricing
database, keep the same scope designed under the Parent Project but are renewed annually. Both activities are
of great importance and relevance to the work of the STA. The taxpayer surveys are part of citizen engagement

41ISR Seq No 12, May 15, 2025.
3 Balance reaches EUR 25.8 million after accounting for non-COTS activities that will continue during the AF extension.
¢ Including a contingency amount to cover change order requests.

Official Use Only Page 3



For Official Use Onlv

@ The World Bank
Tax Administration Modernization Project (P163673)

activities that also include a Grievance Redress Mechanism (GRM) and stakeholder workshops. The taxpayer
surveys - disaggregated by gender implemented under the parent project - have led to service improvements (e.g.,
establishment of a call center) and they will continue under the proposed extension period and enhanced taking
into account lessons learned from past surveys. Other activities (already initiated under the Parent Project) are
planned to continue during the extension period.” The nature of the activities is either follow-up support or
extension. Below is a brief description:

e Support to the New Business Model. The STA has made significant progress in its Business Process
Reengineering efforts, achieving key milestones such as the adoption of an NBM and the alignment of new
business processes with the NBM. To support this transition, STA staff received extensive training in the NBM,
new business process designs, and project management. In April 2024, STA signed a contract with a
consortium led by KPMG for technical support in implementing the NBM. KPMG’s role includes improving
regulatory frameworks to ensure compliance with new ICT systems and business processes, resolving data
inconsistencies in tax accounting and taxpayer registry data, and operationalizing business rules in line with
NBM objectives. During the extension period, the STA will continue to implement NBM-related activities,
focusing on drafting regulatory amendments, developing rules for assigning tax identification numbers, data
cleansing, standardizing taxpayer information, and ensuring compliance with personal data protection
regulations and operationalizing business rules to ensure a seamless transition to the new ICT environment.

e Record Management (or e-archiving). Under the TAMP Parent Project, the STA has designed, and will install
by October 2025, an electronic archiving system for e-filed withholding tax records — the largest by volume of
transactions. During the extension period, the STA will replicate the same task for another tax instrument and
train end users to ensure seamless access to archived data.

e Support to the HR Initiative. Under the TAMP Parent Project, support was provided to the HR Institutional
Development. Using the HR strategy as a baseline, the activity covered the organizational restructuring with
job description documentation and a workload analysis. Follow-up support (e.g., detailed functional
description, internal communication workshops, onboarding support to reassigned staff) is needed to embed
organizational changes. This includes finalizing the new Rulebook on Job Systematization, conducting
comprehensive workload analyses and shifts due to digitalization, and designing and implementing
customized training programs. This is expected to optimize workforce allocation, enhance accountability, and
improve employee satisfaction.

e ChatBot Implementation. Under the TAMP Parent Project, the STA piloted this tool for one tax. Its
implementation is expected by October 2025. The STA plans to design and launch the ChatBot tool for other
tax types during the extension period to improve the taxpayer experience and voluntary compliance.

o Data Warehouse Upgrade for Strategic KPIs. Under the TAMP Parent Project, a set of strategic indicators
were identified to develop reports and dashboards with data extracted from the data warehouse. During the
extension, the STA aims to expand the dashboard with additional strategic and operational indicators.

e COTS Implementation — Contingency for Change Requests. The COTS is implemented under an accelerated
timeline and over multiple years. As a result, features that would typically be implemented one after another

7 Activities such as support to the HR initiative and support to the new business model will continue following the amendment of the existing contract.
Other activities will have a new contract (using direct selection) such as conducting taxpayer surveys, renewing transfer pricing database subscription,
KPI Dashboard, or providing annual audit services.
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may need to be developed and delivered simultaneously. In addition, government policies® are likely to evolve
over the implementation timeline. This means new, unforeseen requirements might arise, forcing the
software to incorporate additional functionalities to remain compliant. These challenges are expected to lead

to change requests that has to be financed through the operation.

e COTS implementation — Quality Control. Delivering the COTS and in a reduced timeframe requires a skillset
that is outside of the normal project management of a tax administration. To ensure that the delivered
product meets the requirements of the client, the STA is expected to procure the services of a “quality control”

expert.

Table 2 - Activities Financed During Extension

9

EUR, million USD, million
COTS ITMS Solution 49.73 56.2
Salaries and Operating Cost 0.48 0.54
TAMP Non-COTS Activities (continuation/ renewal) 4.66 5.265
Annual Taxpayer Surveys 0.2
Transfer Pricing Database Subscription (renewal) 0.485
Further Support to the New Business Model 0.275
Support to the HR Initiative 0.4
Record Management 0.8
ChatBot Tool 0.2
KPI Dashboard from Data Warehouse 0.3
COTS Implementation — Change Request Contingency 1.75
COTS Implementation Quality Control 0.25

Note: The exchange rate of 1.13 as of May 31, 2025, was utilized for the calculations. The financial proposal for the COTS Solution

was provided in USD.

B. Rationale for AF and extension

12. The STA has made significant strides in its transformation and modernization goals. This progress underscores
the STA’s commitment to improving and modernizing its operations to create a sustainable, efficient, and
taxpayer-friendly institution. The successful implementation of non-COTS activities, such as strengthening tax
audit services and upgrading HR systems, further complements the STA’s transformation. Central to this
transformation is the implementation of the COTS ITMS, a critical tool that will enable the STA to efficiently cross-
reference and verify vast amounts of data to identify non-compliant taxpayers, thereby reducing tax evasion and
promoting fairness in the economy. The COTS ITMS is essential for ensuring the STA’s seamless integration into
the taxpayer environment and improving the STA’s capacity to meet its strategic objectives but also ensuring the

sustainability of public finances and the continued improvement of taxpayer services.

8 One likely example is a change in property tax billing regulations, which could affect how the system is designed. However, this policy shift is not

yet included in the current technical specifications outlined in the Request for Proposal (RFP).

% As disbursements with the Client are conducted in EUR, certain figures in this document are presented in EUR, to ensure the accurate amount is being

displayed (considering currency fluctuations).
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The rationale for the AF is to finance the cost overrun of the COTS ITMS solution. The original bidding process
for the COTS ITMS solution was canceled since the financial offers were significantly above the estimated budget
(with the lowest bid being 35 percent above the budget). Subsequently, the STA and the MOF conveyed that they
still would like to obtain a COTS solution under Bank procurement rules incorporating lessons learned from the
cancelled bid into a new procurement. A revised RFP was submitted, and a new bidding process was launched in
October 2024, which resulted in the winning bid which amounts to USD 56.191 million. As such, and in order to
finance the cost over-run, an additional financing of EUR 27.25 million is required to ensure the acquisition and
deployment of the COTS ITMS solution.

The Serbian authorities requested the AF to finance the COTS ITMS solution with TAMP for two main reasons:
the high cost and the complexity of implementation. The total cost of the COTS solution is significant, higher than
the initial TAMP budget and if financed solely by the state budget, it will crowd out or delay the implementation
of other national priorities. More importantly and given the size and the complexity of the operation, the STA and
the MoF were adamant to have the World Bank overseeing the roll-out of the COTS solution under the TAMP
operation to ensure its proper and timely implementation. The STA intends to sign the contract with the winning
bidder at the earliest opportunity, however, the Serbian authorities need assurances on availability of full
financing from the World Bank by the time of contract signing. Hence, the STA is waiting for Bank approval of the
AF before contract signing.

Implementation of the AF necessitate also an extension of the Project closing date and the closing date of the
original loan agreement (Loan 8936-YF) by 2.5 years until April 30, 2028. TAMP is set to close in October 2025
and the implementation of the COTS ITMS solution requires at least 2.5 to 3 years for timely roll-out. The proposed
timeframe by the winning bidder is 3 years and includes the main tax instruments, each implemented over three
main phases: Design, Pre-production, and Production (i.e., go live). Implementation is expected to start
immediately after signing the contract with the winning bidder. The Client has agreed to cover the additional cost
if the implementation exceeds the lifetime of the AF extension. The requirements for extension of the closing date
as set forth in paragraph 51 of the applicable Bank Directive are met. The PDO remains achievable, the Borrower’s
performance is currently satisfactory.

The AF will enable the STA to complete the modernization of its ICT infrastructure, resulting in faster compliance
processes, lower administrative costs and compliance burden, and enhanced tax revenue collection. Despite
increased investment costs, the financial and economic benefits indicate a positive return on investment, making
this a strategically sound expansion of the TAMP project. The updated economic analysis projects an Economic
Net Present Value (ENPV) of USD 141.3 million and a Financial Net Present Value (FNPV) of USD 165 million, driven
by reduced compliance costs, operational efficiencies, and better tax arrears management. The project is expected
to save taxpayers USD 303.8 million and reduce STA’s operational costs by USD 15.8 million.

Relevance

Reform of tax administration remains one of MOF’s top priorities, as evidenced in key strategic documents
adopted by the Government of Serbia. The Economic Reform Program 2024-2026, prepared annually as part of
the EU candidacy requirements, includes this endeavor as a key structural reform needed for the EU accession
process. The Public Financial Management (PFM) Reform Program 2021-2025 includes a pillar on Improving
Collection and Management of Public Revenue, which is largely focused on the tax administration reforms,
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including the implementation of the COTS ITMS. Improvements in tax administration will be aligned with the EU
acquis communautaire under Chapter 16 on taxation.°

18. The Serbia delegation confirmed at the Spring Meetings 2025 that the successful implementation of the
extended TAMP and of the COTS ITMS are a key priority for the Government. This commitment is evidenced by
the STA’s efforts and successful re-biding of the COTS, by the progress made in the implementation of critical non-
COTS activities as well as in the increase of disbursements - from EUR 7.9 million (USD 8.5 millions'?) in April 2024
to about EUR 16.3 million (USD 18 million'?) by October 2025. The TAMP AF is aligned with the Country Partnership
Framework (CPF) FY2022-2026,* which seeks to support Serbia to improve the efficiency of government for
better service delivery, integrating with other regional economies, and raising productivity and competitiveness.
The TAMP supports both the first and second HLO of the CPF, with a focus on fiscal sustainability and government
effectiveness, accountability, and efficiency. The project is fully aligned with the strategic orientation of the CPF
under Objective 1.1: Stronger macro-fiscal framework and structural reforms for greener growth, and Objective
2.1: Strengthened public finance management at the central and local levels.

19. The operation is complementary with other World Bank operations, such as the Second Green Transition
Development Policy Lending (P178115) and Improving PFM for Green Transition Program for Results (P175655).
These operations support the objectives of a stronger macro-fiscal framework and strengthened PFM on the
expenditure side, while TAMP is the key instrument to strengthen the revenue side.

20. The TAMP remains closely aligned with the World Bank Group’s twin goals of shared prosperity and poverty
reduction on a livable planet. The implementation of the envisaged tax reforms will reduce the tax compliance
burden for businesses and small businesses in particular and is thus conducive to jobs creation. Improvements in
transparency and accountability of the tax administration will contribute to improvements in the overall
governance environment. TAMP will contribute to the goal of reduced poverty and increasing equity, by
supporting more equitable and transparent tax collection and ensuring sustainable revenues to meet the social
obligations of the state to the most vulnerable groups. The reform will also have an effect on enhancing the
distributional equity of the tax burden by reducing tax evasion and promoting fairness. The introduction of a
personal e-portal will simplify compliance, particularly for small and medium-sized enterprises, by making tax
obligations clearer and more accessible, thus increasing compliance rates. Additionally, the e-portal will facilitate
easier access to services and information, benefiting remote individuals and businesses by reducing the need for
physical visits to tax offices. On the productivity front, the implementation of a COTS ITMS will streamline tax
collection processes, reducing administrative burdens and costs, while advanced ICT systems will utilize data
analytics to identify tax evasion patterns, optimizing collection strategies. Strengthening human resources by
hiring skilled staff will further enhance productivity, leading to more effective audits and improved service
delivery. TAMP also contributes to the World Bank scorecard indicators on increasing tax revenues and by
leveraging the digital transformation of tax administrations.

D. Implementation arrangements

21. Implementation arrangements remain unchanged. The STA is responsible for the day-to-day management and
implementation of the project. Implementation arrangements are designed to ensure cross-departmental

19 The STA Transformation Program 2021-2025 is also nearing completion with solid implementation results.
1 Exchange rate applies at the date of the disbursement.

12 Exchange rate applies at the date of the disbursement.

13 Report No. 166496-YF.
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coordination internally within the STA and externally with the MoF and other stakeholders covering high-level
policy and strategic direction, external coordination and accountability, project management functions, and the
management of specific project activities. The STA Assistant Director will continue to serve as the Project
Coordinator and the existing STA Management Committee that is led by the STA Director and includes the MoF
officials, and the STA senior management team will ensure that activities are coordinated across functions. There
is adequately staffed PIU, and the Project Coordinator is supported by the Project Manager who heads PIU
operations.

Monitoring and Evaluation Arrangements. The only changes to the monitoring and evaluation (M&E)
arrangements are an update of the indicators’ end date target (from October 2025 to April 2028) and the
adjustment of certain indicators’ new end values (Annex 1). For some scalable indicators, the target values have
been updated to reflect the continuous progress that is expected, even though the focus of the AF is on the COTS
ITMS. In most cases, the initial targets have already been achieved, but continuous improvement, or in some
cases, maintaining the progress achieved is expected. The project will continue to be subject to regular
implementation support missions conducted by the World Bank. The progress assessed during these missions will
be reported by the World Bank team to its management through Implementation Status and Results Reports
(ISRs), which will include a review of key implementation issues and performance indicators. At the completion of
the project, an Implementation Completion and Results Report (ICR) will be prepared. The task team lead (TTL)
will relocate to Belgrade to ensure closer implementation support.

KEY RISKS

The initial overall risk rating for the proposed project was Substantial. The political and governance, technical,
institutional capacity, and fiduciary risks were all assessed as Substantial. Political and governance risks were
assessed as Substantial, stemming from potential changes in government priorities, which could have impacted
tax administration reforms. Technical risks were assessed as Substantial because the associated reforms required
significant technical capacity and expertise. Similarly, institutional capacity risks related to the STA’s ability to
support comprehensive tax reform, including challenges with staff skills and resistance to organizational change.
Fiduciary risks were associated with the procurement of ICT systems, necessitating transparent processes and
experienced consultants.

The overall risk associated with the AF continues to be rated as Substantial. The political and governance risk is
Substantial based on recent political developments in the country and the large-scale demonstrations. Fiduciary
risk is Substantial based on the average Moderate Financial Management (FM) and the Substantial procurement
risk. Fiduciary risk is expected to be reduced to Moderate following the procurement of the COTS ITMS solution
and the finalization of ongoing non-COTS procurement. Institutional risk is assessed as Substantial. The risks are
detailed below.

Political and governance. The political and governance risk is assessed to be Substantial, due to past frequent
changes in government and recent political developments. This will be mitigated by continuous engagement with
the STA and maintaining a stable and well-staffed PIU. No changes in either STA Director or minister of Finance
positions are expected. There is a stable management structure in these institutions, and no personnel changes
have occurred in key management positions in the STA or PIU since the start of implementation of the parent
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project. All key project functions are fully and adequately staffed, there is STA Assistant Director for
Transformation as the project coordinator and PIU Manager who leads operational tasks.

E&S Safeguard. The environmental and social (E&S) risk rating of the AF is rated as Low and is moved to category
C. The Parent Project was rated as category B in regard to E&S safeguards due to the construction of the new Tax
Administration Headquarters which was assessed to be an associated facility. During the implementation, the
implementing agency has a good track record with implementation of E&S mitigation measures. The AF will not
finance new civil works and any activities different from the original operation. The AF will primarily support the
cost overrun for COTS ITMS purchase. No direct E&S implications of the AF are associated with the proposed
financed activities. The team will ensure that energy efficiency criteria and end-of-life management requirements
for hardware purchasing are thoroughly considered and integrated into the procurement process. As such, the
E&S rating of the AF is category C.

Fiduciary. Fiduciary risk is assessed as Substantial. The overall FM risk is Moderate. Unaudited interim financial
reports have been submitted to the Bank in a timely manner and were found acceptable. The unmodified audit
reports were issued and submitted to the Bank by the due date. There are no overdue unaudited interim financial
reports or audit reports under the parent operation. The procurement risk is Substantial. Procurement of complex
ICT solutions such as COTS ITMS pose significant fiduciary risks. The risk related to procurement is mitigated by
the experience gained by STA through previous procurement processes, during which they attended procurement
training organized by the Bank. The CFU has sufficient capacity to handle all projects in its portfolio, and the
coordination and cooperation between STA PIU and CFU staff is satisfactory. With the finalization of the
procurement process for non-COTS procurement and contract award for COTS ITMS the residual procurement risk
will be reduced to Moderate. The risk linked to the implementation of the contract within the AF closing date
remains High and will be mitigated by close monitoring of contract through a dedicated team at STA supported
by the IT department. Component 4 will continue to allocate resources for capacity building and will finance
international advisers for project management, ICT project implementation, and change management and will
contribute to financing the CFU as the fiduciary service provider for the project.

Institutional capacity. Institutional risk is assessed as Substantial. This is largely attributed to the institutional
capacity to roll out the COTS ITMS solution in case the implementation period exceeds the lifetime of the 2.5-year
extension period. The STA/ MOF are fully aware of the challenges and importance of the timely implementation
of the COTS ITMS and have allocated dedicated and qualified staff to ensure a timely roll-out of the COTS solution.
The Serbian authorities have the fiscal spacel® to cover any expenditures that may occur after the termination of
the AF timeframe. The authorities have invested a significant budget in the TAMP operation and undertaken major
and structural reforms - crossing the point of no return - and cannot but complete the implementation of the
COTS ITMS, even if this will require additional state resources to cover the period after the closing of the TAMP
AF. Moreover, an amount is allocated to cover the expenses related to change requests that are attributed to the
roll-out of the COTS under an accelerated timeline. Finally, the Bank task team (TTL, co-TTL, and team members)
will be both based in Belgrade during the AF providing continuous support and guidance to ensure timely
implementation.

14 In the current budget, the authorities earmarked USD 60 million for the TAMP AF, exceeding the actual AF envelope by around USD 30 million.
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APPRAISAL SUMMARY

Economic and Financial Analysis

The TAMP AF of USD 30.8 million brings the total project to USD 82.8 million. With its originally estimated value
of USD 52 million, it was designed to support a range of activities aimed at improving effectiveness of tax collection
and lowering the compliance burden for Serbian taxpayers. The AF will focus on purchasing and customizing a
COTS ITMS software for STA, improving records management, and developing automated data exchange with
other institutions.

The appraisal-level economic analysis of the TAMP project, covering 2019 and the next 15 years, including 5
years of implementation, considered investment costs of USD 52 million and associated implementation costs.
The benefits included reduced compliance costs for taxpayers and improved operational efficiency for the STA,
leading to better tax arrears management and more efficient operations. The analysis showed a positive ENPV of
USD 132.6 million and an economic internal rate of return (EIRR) of 175.7%, with a FNPV of USD 146.5 million and
a financial rate of return (FIRR) of 64.1%.

The updated economic analysis for the TAMP project, incorporating an additional EUR 27.25 million
(approximately USD 30.8 million) financing, evaluates both direct and indirect benefits and costs over a 10-year
horizon beyond the 3-year implementation period starting in 2026. The analysis includes updated fiscal and
macroeconomic data and considers the continuation of activities under Component 3, focusing on the
implementation of a COTS software for the STA. Significant benefits are expected for taxpayers through
streamlined compliance procedures and for the government through increased tax revenues and operational
efficiency. The ENPV is estimated at USD 141.3 million with a 7 percent social discount rate. Estimated economic
costs include the cost of investment (the amount of the loan plus associated fees and Government of Serbia
contribution), staff time expense for project implementation and incremental O&M cost of project
implementation (i.e. software maintenance). Economic benefits consist of less time spent on tax compliance by
businesses and individuals, and savings from operational cost reduction as a result of improved administrative
efficiency. The FNPV is USD 165 million at a 5 percent financial discount rate. Financial benefits from project
implementation will materialize through implementation of the new ICT system enabling the deceleration of the
nominal growth of tax arrears and increased tax revenues. Sensitivity analysis indicates that changes in tax arrears
growth and compliance cost reduction significantly impact these performance indicators. The input parameter
which bears the largest effect on FNPV is the deceleration of tax arrears growth, while ENPV is affected the most
by the magnitude of reduction in compliance cost. A 10 percent change in the assumed arrears growth trajectory
will bring 15.5 percent change in FNPV while a 10 percent change in the level of benefits coming from reduced
compliance cost would cause a change of 11.9 percent in ENPV.

Financial Management

The operation will follow traditional FM arrangements identical to the parent project. CFU within the MOF will
continue to oversee fiduciary responsibilities for the project, while the PIU within the STA will be responsible for
the technical and operational aspects of project implementation. The CFU will continue to provide financial
management support and service to the STA, the primary implementing entity.
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33. The FM arrangements in place at CFU and STA were reviewed during preparation of the AF, in parallel with the
implementation support and supervision mission for the parent project. Financial management capacity and
arrangements at CFU, including budgeting, internal controls, accounting, financial reporting, and external audit,
have been confirmed to be adequate and meet all requirements of the Bank’s policy and directive on investment
project financing. The project’s quarterly unaudited interim financial reports and annual financial statement audit
reports will be combined for the original and additional financing. The annual project financial audit will include
parent and AF.

34. Disbursement Arrangements. The Designated Account (DA) in foreign currency for administering the project
funds will be opened in the National Bank of Serbia (NBS) and will be managed by the STA, while the CFU will
process payments within the scope of their fiduciary role. The control environment in the NBS is acceptable. SOE-
based disbursement will be applied for documenting project expenditures, with advances being the primary
disbursement method, direct payments and reimbursement remaining as available methods of disbursement.
Disbursement procedures will be specified in detail in the disbursement and financial information letter (DFIL).

C. Procurement

35. Procurement activities under the AF will include finalization of the procurement process for COTS ITMS. A few
non-COTS activities will continue during the AF — as outlined earlier, either as repeated activities or an extension
of past activities. Contracts will be either amended (e.g., HR Initiative, Support to the Business Model) or procured
through direct selection (e.g., taxpayer surveys, e-archiving, audit services). Prior to launching the RFP in October
2024, a revised market analysis was conducted by STA and CFU, which indicated that there are qualified
international bidders capable of meeting the technical and functional requirements of the COTS ITMS. The
procurement approach is detailed in the supplementary PPSD prepared before the rebid. The new IT package for
the procurement of COTS ITMS was conducted as open international RFP, single stage, 2 envelope system using
rated criteria. Since this is a repeated procurement and the pre-assessment has already been completed, the
procurement process was conducted without initial selection. The procurement of the ITMS was governed by the
2018 revision of the Procurement Regulations (version of August 2018) which was indicated in the Original Loan
Agreement. To ensure uniformity, the same 2018 revision of the Procurement Regulations will also apply for the
AF (the COTS contract).

D. Environmental and Social

36. The TAMP AF will utilize the Grievance Redress Mechanism (GRM) established for the original Project. The GRM
system is functional, and communication channels are open. Grievance redress mechanism focal points have been
appointed at the PIU level and GRM channels, including relevant contact information, were disclosed. The GRM is
accessible through the STA website (https://www.purs.gov.rs/linkovi/medjunarodni-projekti.html) where all
relevant information on redress procedures is described.

V. WORLD BANK GRIEVANCE REDRESS
Grievance Redress: Communities and individuals who believe that they are adversely affected by a project supported by
the World Bank may submit complaints to existing project-level grievance mechanisms or the Bank’s Grievance Redress

Service (GRS). The GRS ensures that complaints received are promptly reviewed in order to address project-related
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concerns. Project affected communities and individuals may submit their complaint to the Bank’s independent
Accountability Mechanism (AM). The AM houses the Inspection Panel, which determines whether harm occurred, or could
occur, as a result of Bank non-compliance with its policies and procedures, and the Dispute Resolution Service, which
provides communities and borrowers with the opportunity to address complaints through dispute resolution. Complaints
may be submitted to the AM at any time after concerns have been brought directly to the attention of Bank Management
and after Management has been given an opportunity to respond. For information on how to submit complaints to the
Bank’s Grievance Redress Service (GRS), visit http://www.worldbank.org/GRS. For information on how to submit

complaints to the Bank’s Accountability Mechanism, visit https://accountability.worldbank.org.

Vl. PROPOSED CHANGES

Operation Information Proposed Changes Operation Information Proposed Changes
EA Category Yes Loan Closing Date Extension Yes
Disbursements Estimates Yes Implementation Schedule Yes
Components Yes Loan Cancellations No
Development Objective No Reallocations No
Safeguard Policies Triggered No Financial Management No
MFD/PCE No Procurement No
Results No Institutional Arrangement No
Legal Covenants No

Conditions No

Implementation Modalities No

Disbursements Arrangements No

Additional Regional N

Institutions

Clients No

Beneficiary Countries No

VIl. DETAILED CHANGE(S)

COMPONENTS
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Last Approved Proposed
Component Name Cost (USD) Action Component Name Cost (USD)
Legal Environment 810,000.00 No Change Legal Environment 810,000.00
ICT System and Records
ICT Syst dR d
Management 40,670,000.00 Revised ystem and Records 68,600,000.00
N Management Modernization
Modernization
STA Organization and STA Organization and
ganizat 8,200,000.00 Revised ganizat 10,590,000.00
Operations Operations
Project M tand Project M tand
roject anagement an 2,320,000.00 Revised roject anagement an 2,800,000.00
Change Management Change Management
TOTAL 52,000,000.00 82,800,000.00
COSTS & FINANCING
Private Capital Facilitation
Is this an MFD-Enabling Project (MFD-EP)?
Is this project Private Capital Enabling (PCE)?
LOANS
Loan Closing
. Original Revised Proposed Proposed Deadline
L T
F::‘\:I/ Credit/Trust Status Closing Closing(s) Closing for Withdrawal
Applications
IBRD-89360 Effective 31-Oct-2024 31-Oct-2025 30-Apr-2028 30-Aug-2028
Not
BRD-
IBRD-98530 Effective
DISBURSEMENTS
Operation Dates & Projection Details
Reasons to change the full Disbursement date and/or the projection
Implementation Start Date Operation Closing Date
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24-Apr-2019 31-Oct-2025
Projected Date for Full Disbursement

28-Feb-2026

Expected Disbursements (in US $) (Absolute)

For Official Use Only

Year Original Estimation at Preparation Revised Estimation Actual
(Approval Package — 24 Apr 2019)
FY2019 0.00 0.00 0.00
FY2020 4,742,000.00 1,443,780.00 1,443,780.00
FY2021 15,877,000.00 0.00 0.00
FY2022 12,014,000.00 3,734,940.00 3,734,940.00
FY2023 15,607,000.00 802,553.51 802,553.51
FY2024 3,760,000.00 5,080,803.97 5,080,803.97
FY2025 0.00 7,000,000.00 3,797,150.00
FY2026 0.00 33,937,922.52 0.00
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Monitoring & Evaluation Plan:

PDO Indicators by PDO Outcomes

PDO Outcome

Improve effectiveness of tax collection

Indicator Name

Increase in additional net taxes assessed per audit (Text)

This indicator is available on a yearly basis. The new business model and BPR are now in place. Their implementation together with the COTS ITMS are were

Description to contribute to further improvements in this indicator. The indicator measures improvement in the effectiveness of tax collection. Increased additional net
taxes assessed as a result of audit will measure improved effectiveness of audit planning process and quality of audit.

Frequency Annual

Data source STA

Methodology for Data
Collection

Additional net tax assessed per audit calculated by adjusting additional tax assessed for the amount of the reduction of assessed tax due to administrative
or court appeals.

Responsibility for Data
Collection

STA/PIU

Indicator Name

Increase in tax collection year-on-year (absolute terms) (Text)

This indicator will measure improvement in effectiveness of tax collection. Data will be measured on an annual basis and will be sourced from publicly

Description

P disclosed reports of TARS.
Frequency Annual
Data source STA

Methodology for Data
Collection

Total value of tax revenues collected

Responsibility for Data

STA/PIU
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PDO Outcome

Lower the compliance burden for taxpayers

Indicator Name

Increase in on-time e-filing rate for PAYE witholding tax (Percentage)

This indicator is available on a yearly basis. The indicator measures increase in on-time e-filing rate of PAYE withholding tax by employers. The new business

Description

P model and BPR are now in place. Their implementation together with the COTS ITMS are to contribute to further improvements in this indicator.
Frequency Annual
Data source STA

Methodology for Data
Collection

Number of on time e-filing as percent of total e-filing of PAYE tax

Responsibility for Data
Collection

STA/PIU

Indicator Name

Percentage of taxpayers reporting that the experience of taxpayer services: i) STA website; ii) STA call center, has improved (Text)

Description Source: Tax Payer Survey in Serbia.
Frequency Annual

Data source STA

Methodology for Dat

. E Surveys

Collection

Responsibility for Dat

esponsibility for Data STA/PIU

Collection
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Monitoring & Evaluation Plan:

Intermediate Results Indicators by Components

Results Area

Legal Environment

Results Area

STA Organization and Operations

Indicator Name

Separation of core and non-core tax administration activities (Text)

The indicator measures implementation of a crucial organizational change within the STA which are supported by the project. Target value has been

Collection

Description achieved as a commitment under the IMF Program.
Frequency Annual

Data source STA

Methodology for Data i

Collection

Responsibility for Data STA / PIU

Indicator Name

Decrease in tax arrears (Text)

This indicator is available on a yearly basis. Share of tax arrears at the end of the year in tax revenues collected during the year. The new business model

Description

P and BPR are now in place. Their implementation together with the COTS ITMS are to contribute to further improvements in this indicator.
Frequency Annual
Data source STA

Methodology for Data
Collection

Standard method of calculating arrears (collectabled tax arrears out of total tax revenues collected)

Responsibility for Data
Collection

STA / PIU
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Decrease in uncollectable tax arrears (Text)

This indicator is available on a yearly basis. Share of uncollectable tax arrears in total tax revenue. The new business model and BPR are now in place. Their

Description . . . . . . S
implementation together with the COTS ITMS are to contribute to further improvements in this indicator.

Frequency Annual

Data source STA

Methodology for Data
Collection

Standard method of calculating uncollectable arrears (uncollectabled tax arrears out of total tax revenues collected). STA and MoF to define what is
considered uncollectable as per local rules and regulations

Responsibility for Data
Collection

STA / PIU

Indicator Name

Percentage of taxpayers reporting satisfaction with their interaction with the tax administration (Text)

Description Source: Tax Payer Survey in Serbia
Frequency Annual
Data source STA
Methodology for Dat
. E Surveys
Collection
R ibility for Dat
esponsibility for Data STA / PIU

Collection

Results Area

ICT System and Records Management Modernization

Indicator Name

Case management system implements the risk indicators for enforcement and collection and prioritizes the activities based upon the associated risk
factors (Yes/No)

Description This indicator measures the application of a risk-based approach to collection and enforcement.
Frequency Annual
Data source STA
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Methodology for Data
Collection

Responsibility for Data

Collection STA/PIU

Indicator Name Tax-to-GDP ratio (Text)

Description This represents General Government Revenue as a percent of GDP indicator from the World Economic Outlook database.
Frequency Annual

Data source STA

Methodology for Data

. Standard metholdogoloy. Total tax revenues collected divided by GDP
Collection

R ibility for Dat
esponsibility for Data STA / PIU, MoF

Collection

Indicator Name Establish protocols for digital records management (Yes/No)

Description This replaces the original indicator of increase in the number of offices with cleared paper records.
Frequency Annual

Data source STA

Methodology for Data
Collection

Responsibility for Data

Collection STA/PIU

Indicator Name Improved case management process for enforcement and tax collections (Text)

P This indicator me?sures the es.ta.blishment of.a comprehensi've case management process for enforcement_ and tax coIIect.ions.. The .new business model
and BPR are now in place. Their implementation together with the COTS ITMS are to contribute to further improvements in this indicator.

Frequency Annual
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Data source STA
Methodology for Data
Collection
R —

esp0n_5|b|I|ty for Data STA/PIU
Collection
Results Area Project Management and Change Management
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Annex 1. Results Indicators

PDO Indicators by PDO Outcomes

Indicator name Baseline Actual (March 2025) October 2025 Closing period (April 2028)
Value Month/yr Value Value Value

Increase in additional net | RSD882,823 Dec/2017 RSD 3,293,454 Keeps improving Keeps improving

taxes assessed per

audit (Text)

Increase in tax collection | RSD1,575,072, | Dec/2019 RSD2,593,384,283,000 Keeps improving Keeps improving

year-on-year (absolute | 969,000
terms) (Text)

Indicator name Baseline Actual (March 2025) October 2025 Closing period (April 2028)
Value Month/yr Value Value Value
Increase in on-time e-filing | 86.94 Dec/2017 94.50 95.60 Keep above 95%

rate for PAYE withholding
tax (Percentage)
Percentage of taxpayers | Website: 48; Dec/2017 Website: 52.1; call center: 60.2 Website: 57; call center: 49; | Website: 60; call center: above

reporting that the | call center: 41 survey results are posted on the | 50%; survey results are posted on
experience of taxpayer STA website and an Action Plan | the STA website and an Action
services: i) STA website; in response to survey results is | Plan in response to survey results
i) STA call center, has developed and implemented. is developed and implemented.

improved (Text)
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Intermediate Results Indicators by Components

PROJECT PAPER

STA Organization and Operations

Indicator name Baseline Actual (March 2025) October 2025 Closing period (April 2028)
Value Month/yr Value Value Value

Separation of core &non-core tax | Identification of core | Sep/2018 Achieved - Separate work streams | Separate work streams for core | Maintaining separate work

administration activities (Text) and non-core tax for core and non-core tax | and non-core tax administration | streams for core and non-core
administration administration activities within | activities within STA established | tax administration activities
activities completed STA established and operational and operational within STA operational

Decrease in tax arrears (Text) 61.00% Dec/2017 17.07 Stays below 30.00% Stays below 28.00%

Decrease in uncollectable tax | 31.00% Dec/2017 15.10 Stays below 25.00% Stays below 23.00%

arrears (Text)

Percentage of taxpayers reporting | 70.8 (survey results | Sep/2018 713  (survey  results are | 85 (survey  results are | Stays above 85 (survey results

satisfaction with their interaction | are disaggregated by disaggregated by gender and not | disaggregated by gender and | are disaggregated by gender

with the tax administration (Text) | gender and not published on the STA website) published on the STA website) and published on the STA
published on the website)
STA website)

ICT System and Records Management Modernization

Case management system | No Sep/2024 No Yes Yes

implements the risk indicators for

enforcement and collection and

prioritizes the activities based

upon the associated  risk

factors (Yes/No)

Tax-to-GDP ratio (Text) 42.025% Dec/2019 43.80 Stays above 40% Stays above 40%

Establish protocols for No Dec/2017 No Yes Yes

digital records

management (Yes/No)

Improved case management | New automated case | Dec/2017 New business model for tax | All enforcement and compliance | Enforcement and compliance

process for enforcement and tax
collections (Text)

management system
is used to direct

actions in
enforcement and
collections

administration has been adopted
and the implementation of the
COTS ITMS are expected to
achieve the target

and
case

activities are initiated
tracked  using  the
management system

activities continue to be
initiated and tracked using the
case management

system
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