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EXECUTIVE SUMMARY

Introduction

1. Centrally Sponsored Schemes (CSS) areifespg@urpose transfers from the
Government of India (GOI) to states to influencependiture in areas that are the
constitutional responsibility of the states. Thase formulated and largely financed by the
GOl, with implementation responsibility resting withe states. The objective is to address
issues of national priority with focus on human elepment, poverty alleviation and rural
backwardness. The GOI's budget outlay in the y@@5206 towards such schemes is close
to Rs 500,000 million. This represents approx 24%he total transfers from GOI to the
states from various sources including devolutiota@es based on recommendations of the
Finance Commission and allocation of central amscs for state plans by the Planning
Commission. The budget outlay for CSS has showigrfisant increase in 2005-06 as
compared to the previous year figure of Rs 395@l0on with increased allocation for
rural roads, rural employment, education and natrisupport for pre-school children. At
present there are more than 200 such schemes natiope of which about a dozen account
for more than 2/3rd of the outlay. Given the lirditecope for the states to significantly
raise their internal resources within the existiisgal framework and coupled with a high
wage bill in many states crowding out developmemteaditure, CSS are likely to remain
relevant and an important source for developmeamisu

2. Given its nature and design many of the lar§S @re characterized by a large
number of implementation units, including Panchiay@tj Institutions (PRIs) and
Community based organizations (CBOs) which havatikedly low capacity and awareness
of the schemes. CSS are also characterized by flowlsonstraints as funds have to pass
through many intermediate level institutions. Irdiéidn while GOI provides the funds it
does not have direct control over implementationcivinests with the states and lower level
implementing units, leading to diffused accounigbilAll these factors contribute to
significantly increase the inherent financial magragnt risk

3. The Comptroller and Auditor General (CAG) ireaf the performance review of
a rural self employment CSS identified that outhef amount test checked the expenditure
on the program was only 47 percent, while 53 pdreems excess reported diverted,
misused or irregularly spent. Various studies andita by Comptroller and Auditor
General of India (CAG) have identified numerous rgtmmings with the formulation,
design and implementation of CSS. The overview WGCUnion audit report 1999
summarized the major constraints in CSS as destgcts, no co-relation between inputs,
outputs and outcomes, absence of criteria for etialn, benefits either not reaching the
target population or unsubstantiated claims of beneexcess reporting of financial and
physical performance by the states and failurehef ministries in verification of their
correctness and almost total absence of accouitygiibcedures.
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Objectives, Scope and Approach of the study

4. The objective of the study is (i) to provide ettbr overall understanding of the
financial management issues and identify areasini@rovement in the existing Public
Financial Management and Accountability (PFMA) femork and systems governing
CSS; (ii) identify good practices across projeetsg (iii) summarizing issues relevant in
the context of increasingly greater reliance soughtbe placed by the Bank on
government’s own financial management arrangemeni$ the use of Sector Wide
Approaches and pooling of funds by various develapnpartners in their support of
different CSS schemes. It is hoped that the stunlyld also contribute to the initiatives of
the GOI to improve the accountability arrangememts CSS. As the design and
implementation arrangements of CSS have a signifibaaring on the PFMA, the study
also attempts to identify issues and suggest reandations on the above two aspects,
which can contribute to improving the PFMA framekor

5. The study focuses on identifying areas for improent/ strengthening The
PFMA in the context of the existing arrangement£8IS and it does not seek to address
the issue of whether CSS should continue or nato Al does not seek to suggest the
preferred mode of transfer of funds i.e. treasury society, though the financial
accountability issues relating to both modes oflenm@ntation have been discussed.

6. This study has been carried out through a coatioim of desk review of reports
and studies that have been undertaken on CSSyvigtd covering a sample of three Bank
funded projects across three states which incliubdedluberculosis Control Project (TB),
Women and Child Development Project (WCD) and tlepr@ductive and Child Health
Project (RCH). Understanding of the issues has b@developed, from the practical
perspective of implementation, discussions withcadfs implementing the CSS, both in the
ministries and in the states and discussions witbias in the Ministry of Finance (MOF),
Planning Commission, Controller General of Accouf@$&A), CAG and the Institute of
Chartered Accountants of India (ICAI).

Current PFMA arrangements. Challenges and some evolving good practices

7. Design of Schemes: (a) a top down approach withtited flexibility: design
plays a critical role in determining ownership, @aatability and performance of any
program. In the context of CSS, the traditional igles suffer from the following
limitations: a) a top down approach with developmehuniform cost norms applicable
across the country, b) limited flexibility to amenthe norms in light of actual
implementation experience and c) focus on adheréme®rms rather than outputs. This
has tended to reduce the ownership and accouyatfilihe states and created a ‘principle’
and ‘agent’ relationship rather than one of paghigr between the GOI and the states. In
addition small schemes tend to loose sight of thexall program objectives. This has also
resulted in the down stream issues like implemeantatfinancial management and
monitoring and evaluation failing to get adequateerdion. (b) inadequate focus on
accountability issues during formulation and apprasal of schemesThe guidelines
issued by MOF for formulation and appraisal ofesules do not provide for PFMA issues
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to be explicitly assessed and appropriately addcedsiring project formulation, appraisal
and approval process. There are, however someivgogievelopments with certain
ministries consolidating/ merging smaller CSS iattarger and integrated programs, SSA
and RCH-II being good examples, giving states kxalility to design programs reflecting
the state specific needs. The ministries, in tara,focussing attention on appraisal of state
plans, agreeing on outputs/ targets and strengtgerthe program and financial
management framework.

8. Implementation Arrangements — management capacityTwo basic models of
funds flow and implementation, which also impaat #FMA arrangements have evolved
in CSS: a)treasury model where the funds flow through the state treasumg project is
implemented through the state departments; andobjety model where funds flow
directly from GOI to designated societies at statedistrict level by passing the state
treasury. The society model has evolved due talfistess faced by many states resulting
in delays in fund release and is now appears t@téterred mode for many large CSS. In
certain projects the society has been used eslgrtsaa funds flow mechanism and not
necessarily an implementing unit. Such societies saffed with a limited number of
consultants resulting in inadequate controls anekrsaght. While creation of society as a
‘funds flow’ mechanism may be a necessity, bus ihot a sufficient condition for effective
program implementation and for utilisation of funds

9. Budget and Annual Work Plans:The states and districts are largely unaware of
the annual allocation and the quantum of funddylike be received from GOI. This makes
the planning and budgeting exercise at state,iclistind the PRI largely an academic
exercise with disconnect between the budgets alodatibn from the GOI. Under the
treasury model inadequate provision in the statigburesults in funds flow bottlenecks to
the implementing units even when funds are trarsdeoy GOI to the states. However with
certain projects moving to state annual work plased financing which are approved by
GOl at the beginning of the financial year theres@ne certainty in the likely resource
transfer to the projects.

10. Funds Flow constraints: One of theprimary focus in GOI has been to
streamline the funds flow to the implementing ynétinost in detriment to other financial
management issues. The funds flow in CSS is impduaye the approval process, a large
number of implementing units, including PRIs, imediate levels that the funds have to
flow though and the physical mode of transfer. WHhihe creation of state and district
societies in many projects has addressed the eddiszal stress faced by certain states and
consequent delay in release of funds, it is stifistrained by the approval process at GOI,
the lack of adequate financial delegation, espigcialstate societies to process transfers to
districts and the failure to take advantage ofdagilvances in banking, information and
communication technology to speed up the trandféurmds. The issue of fund release to
bank accounts of societies in two instalments l&slad to concerns on idle funds and the
lack of systems to track and monitor the level wérsfunds. Certain projects in the rural
development sector e.g NFFWP have developed a sttanf conditions to be complied
with, for release of funds, which links releasesfitmncial and physical progress. The
Ministry of Rural Development (MORD) has also depdd IT based systems which
enable tracking the funds position. In the RCH-gghdl program there is an on-going
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initiative to develop an e-banking model which wilbt only facilitate faster transfer of
funds, but also provide information, in real tirtlge funds position at various levels.

11. Gaps in Accounting framework: Fund releases by GOI to the states for CSS
are recognised as “Grant in Aid’ in the account&@fl and is reported to the Parliament as
expenditure. The down stream financial managemspéeds, such as funds utilization,
financial reporting and audit assurance essentiedines under the realm of financial
monitoring, which have received inadequate attenfithis accounting policy coupled with
the risk of lapse of budget has created an in-lodéntive for ministries tospend’ the
budget. Similar policy of accounting releases gscexriture, pressure to spend and report
expenditure to GOI is faced by projects under thasury model. Such projects are also not
required to prepare financial statements, but @nlstatement of expenditure which are
often not reconciled with the accounting recordshef state Accountant General leading to
concerns on the accuracy of the reported expergitlwnder the society model there is no
clear institutional framework either in the GFR863 or in the Societies Registration Act,
which governs the accounting policies, format afaficial statement and disclosure
requirement for projects implemented through theiesp model. These appear to have
evolved more by practice and experience and varysacprojects and states/ districts in
terms for accounting policies and disclosures. U$e of the society model has also meant
that the state budgets and financial statemenioteeflect these ‘off budget’ transfers.

12. Internal Control, Internal Audit and progress reporting: Compliance with
internal control procedures is not robust. While 8tate financial rules and accounting
manuals of societies provide a framework for indroontrols, the actual compliance
remains weak. The internal audit function, botl@partmentally implemented projects and
by state societies is either weak or non exist€he quality and timeliness of periodic
financial reports is also variable with the inheérgsk of over-reporting due to a) the cash
basis of accounting followed by the states underttbasury model and b) the lack of clear
accounting policies distinguishing between expemditand advance under the society
model; and c) the pressure to attain certain mimmexpenditure levels to obtain
subsequent releases. The development and usel#sEd accounting packages has been
mixed with successful implementation linked to dgeeawnership with the line ministries
and staff capacities in the states and districke Utilization Certificates, as required per
the GFR, 1963, only serves the purpose of a cowirdiduciary document and not one
which could be a basis for financial monitoring.efé are however many initiatives in
newer generation CSS to build a framework for irhejfent management reviews such as:
independent management audit with elements of puitpenditure tracking irsarva
Siksha AbhiyarfSSA), a risk based approach to audit or interedlews based on a set of
financial management indicators in RCH — IlI, indagent monitoring by district level
monitors of physical progress, which includes ptgisi verification of projects/
beneficiaries in the rural development projects amgwbod quality monitoring mechanism in
the Prime MinistersGrameen Sadak Yojanaroject (PMGSY). These initiatives reflect
some of the recommendations of the steering comenth monitoring and evaluation of
social sector projects.
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13. External Audit, external reporting and transparency- absence of
performance reporting mechanism: The framework for external financial audit,
performance reporting and transparency in CSS &kwdnder the treasury model CAG is
required to provide an audit certificate on statets@f expenditure submitted by the states
to the GOI. However the CAG reports indicate adabgcklog (52%) in the issue of such
audit certificates due to failure of the implemagtidepartments to provide statements of
expenditure. Under the society model the weaknesssafrom a) the lack of independence
in the appointment of chartered accountants ast@sgdib) auditors often preparing the
financial statements due to lack of staff capattigreby undermining their audit function
and c) absence of ‘terms of reference’ for audie Tollow up mechanism on audit
observations is almost non-existent both at the @l the state level. The performance
audit by the CAG is often the only independent repwailable to the Parliament and the
state legislature. There is no systematic perfoomareporting framework for CSS. The
ministries do prepare performance budgets, butettege required to be tabled in the
parliament along with the demand for grants. Gitlem inherent time-lag between funds
transfer, utilization and reporting this time frantees not permit the actual results
(financial and physical outputs) to be reportedregjahe planned targets. Similarly there is
no performance reporting to the state legislatmek the state and district societies are also
not required make public their annual report américial statements. The efforts by the
MORD on putting information of various programs tie website including fund release
and sanctions, staffing vacancies, financial angsighl status, backlogs in reporting with
details of defaulting districts etc is a good etiitte. Some of the projects such as NFFWP
and SSA have instituted a mechanism to track goarreompliance on audit observations.

14. PRIs in the context of CSS:Specifically from a CSS perspective the
conclusion that can lrawn from the PFMA study on PRIs is that thereaal@ge number
of schemes which require the PRI's to maintain sgpabank accounts at the Gram
Panchayat (GP) level and submit audited separats. Blowever these UCs are issued and
audited in isolation of entity accounts; are oftsabmitted on a provisional basis,
particularly at year-end, to comply with requirertgefor drawing the second instalment
under the CSS even though expenditures may not e incurred. There is inadequate
capacity for financial management (skills and nurepand controls weaknesses. There is
also a low level of awareness among the rural @djmnd about various development
schemes including CCS and regarding the releasendfs. This state of affairs adversely
affects the level of fiduciary assurance. To stteeg financial management and
accountability in PRIs, there are a series of omgaitiatives at the central and state level
which have the potential for altering the accouititgblandscape. Furthermore there are
several success stories notably in Rajasthan anthkka giving the community access to
information and introducing social audits at tam Sabhawhich help to ensure
transparency. Two fundamental tools, the Rightnt@rimation Act, now passed in many
states and social audits at the Gram Sabha lewslider the framework for increasing
community awareness.

15. Lack of financial management capacity The role of financial management in
CSS has been traditionally been one of accountudgcantrol function rather than one that
can support and facilitate effective program impatation. This is best amplified by the
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wordings in rule 151 (2) in the GFR 1963 which &d.... the ministries willwatch for
utilization certificates’. At the state and distrievel also it has been limited to accounting.
There is a distinct lack of capacity to effectivetanage financial management aspects of a
project in the districts and more so at the PRellevhich has a bearing on the fiduciary
assurance. The 2 Finance Commission has also commented on the reed
professionalize the accounting function within tgevernment system. This however
appears to be changing: in certain ministries angnams e.g. RCH-II, a role for financial
management at the design stage and the need fguatddinancial management capacities
at all levels to support program implementation am$ure effective control is being
recognized. There are on going initiatives to bukpacity in PRIs through extensive
training and hiring of accountants.

Some recent Developments and Initiatives of the Gemnment

16. In addition to the initiatives of individual piertments there are certain on going
initiatives to improve the monitoring of CSS. Theselude a) a review by the Planning
Commission of the CSS schemes to merge schemescamtimon focus or small outlays
and transfer of schemes to states; b) creating parae division in the Planning
Commission called ‘Programme Outcome and Responseitdfing Division’ with the
objective of monitoring performance of governmembgosams including CSS; and c)
recommendation of the task force for review for GRRat CSS be designed with focus on
outputs rather than on expenditure and giving statkequate powers to change the details
of the schemes.

Way Forward

17. The way forward identifies certain initiativegiich the Ministry of Finance,
GOl, can build on, in consultation with the varicugistries and the CAG to strengthen
the financial management and accountability arrareges in CSS. The suggestions are
built on certain ‘good practices’ already beinddualed in individual scheme which need to
be institutionalized within the overall framewotk. addition suggestions to address gaps
identified in financial reporting, audit assuranaed performance reporting have been
highlighted.

18. Design of schemesa) reduce the number -expedite the process of review by
Planning Commission for merger and closure of snaid unviable schemes; b)
decentralize planning - ensure that the design principles recommendeithenproposed
GFR for CSS are adhered to i.e CSS are based tm ata eventually district plans
reflecting their priorities with the role of the GBeing broad policy formulation, resource
allocation, appraisal of state plans with agredsmem output/ outcomes, setting up
mechanisms for monitoring financial and physicabgoess. To facilitate this transition,
GOl could set up a facility/ funding mechanism famoviding technical and capacity
building support to states and districts; angh@yvide a framework for PFMA issues at
appraisal stage -incorporate, in the MOF'’s ‘Guidelines for Formulatiand Appraisal of
projects’ a requirement that PFMA arrangementseapdicitly addressed during the design
and appraisal of CSS.
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19. Implementing arrangements- address management capidy: the program
design should not encourage the creation of socredyely as a funds flow mechanism,
more important is to assess and ensure that mamageapacity and financial framework,
including financial delegation are appropriate aswinmensurate with the size of the
program to ensure effective implementation.

20: Budgeting and Annual Work plans-communicate likely allocation and
decentralize the likely resource allocation based on budgeimedes should be
communicated to the states. This would enablestidie plan and prioritize activities which
are dovetailed to the quantum of funds likely toreeeived from GOI and prevent plans
from being a wish list. Over time such an approsichuld be devolved to the districts and
eventually to the PRI in line with their increasicgpacity to plan and manage projects.

21. Funds Flow: streamline approval process and adoptew technologiesGOl
should: a) review the sanction and fund releasega® within the ministries in order to
reduce the time taken for fund release. CSS shdalelop clear guidelines for funds
release to states to bring in transparency andctwgmess in the review and approval
process; b) states should also be encouraged ft ailar guidelines for CSS projects
where funds flow though the treasury and develoarfcial delegation for state and district
level project implementing units; c) develop a roaap for use of e-banking facility, which
is increasingly available for transfer of fundsstates and districts and eventually to the
PRIs and for costs effective Management Informa8gatems (MIS) through which funds
could be monitored.

22. Accounting Framework: address gaps in institutiond framework a)
develop, in consultation with the CGA and ICAI, mrhework for standard financial
reporting, with uniform and consistent accountimiigles and disclosure requirements for
the state and district societies; b) require ptsj@oplemented through state treasury also to
prepare financial statements (a statement of seumod uses of funds) with appropriate
disclosures of the accounting policies used to gmepghe financial statements and on
pending UCs etc; c¢) in the medium to longer ternrmseder amending the Societies
Registration Act, 1860 to incorporate provisiongamling: maintenance of accounts and
disclosure requirements, compliance with IndianAgting Standards, filing of accounts,
appointment of auditors and constitutions of awdinmittee; d) consider creating a non
lapsable fund orkosh’for major CSS which could reduce the pressurg@émd the budget;
and e) request CAG to address the issue of off éutlgancing and commodity grants from
GOl in the process of developing government acéogrdgtandards, which would provide
for appropriate disclosures both in the budget ianthe annual financial statements of the
states.

23. Strengthen Internal Control, internal audit and reporting: build on these
initiatives of various ministries and: a) considerlinking release of funds to achievement
of certain minimum expenditure levels. Releasesighbe based on projected requirement
of funds and review of the progress against theayaol work plan ; b) consider having a
system of management audit or a risk based audihamessm as an integral part of the
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design of the scheme; c) the use of low cost ddfghelf accounting package, which can
also be web-enabled must be encouraged for uskeirsdcieties which would not only
enable uniform and consistent reporting, but asilifate monitoring of cash balances; and
d) make the proposed rule in GFR for preparatio®J6f for central autonomous bodies
(which requires distinguishing between physicaldsiavailable and advances which do not
constitute expenditure at that stage) also apgdbcétr CSS- both treasury and society
model. c¢) build in greater transparency in the nasimg and in ‘action taken mechanism’
on lines similar to the arrangements in the PMG &)egt;

24. Strengthen the audit assurance and external reparig framework: in view

of risk of diversion of funds of CSS by states ahlighted in the CAG audit reports, GOI
should address a) the issue of backlog in submmsefoaudit certificates and set up
mechanisms for monitoring timely submission audittificates from the states; b) in
consultation with the CAG, strengthen the procggsomtment of auditors for state and
district societies to bring in an element of indegence and develop a standard ‘Terms of
Reference’ for auditors of state and district seseand d) de-link performance report on
CSS from performance budget which will enable aften of actual outputs and fund
utilization achieved. This would not only providereechanism to report to the parliament
but also shift focus from fund release to actuahficial and physical outputs and also
provide an impetus to improve the quality of monitg; Similar report could be submitted
to the state legislature on the performance of288 relating to the state; and e) require the
state and district societies to prepare an anreirt reflecting the performance for the
year; All such reports should be made public anddsted on the web sites.

26. PRI's and CSS: Going forward, it is important build on variouscsaessful
initiatives in states like Rajasthan, Karnataka ttcincrease the awareness of rural
populations regarding the usage of public fundsm@anities need to be made familiar
with the importance and procedures for social audiid their right to information and
transparency.

27. Strengthening capacity for financial managementthe perception about the
role of financial management needs to change, foam of accounting to one essential to
support program delivery; this is also increasinglievant in the context of decentralized
planning and budgeting. In addition capacity budiand training of the finance staff
should seen as an integral part of any progranmaoré particularly at the PRI level where
increasingly larger resources are expected to flow.

Conclusions:

28. CSS by their nature with a large number of am@nting units at central, state
and PRI level, each having its own constitutiomad &nancial management framework,
varying quality of governance, low capacity in fiicéal management, especially at the
district and PRI level and diffused accountabilinherently carry a high level of fiduciary
risk. The top down planning, with uniform normsa@as the country has tended to reduce
the level of ownership and accountability of thepiementing entities. As implementation

12
Policy Note on Public Financial Management and Awctability in Centrally Sponsored Schemes (CSS)



DRAFT- PLEASE DO NOT CIRCULATE

responsibility largely rests with the states, tbevd stream PFMA issues have also not
received adequate attention.

29. There are however some positive changes wheesirprograms have
consolidated various small schemes into largernarog, especially in the education and
health sector. These are also moving to a deceadgblanning with focus on outputs and
outcomes, with GOI providing technical and manag&mapport to the States with lower
capacities. For such an approach to take root arcksd GOI needs to provide active
support to the states by way of capacity buildmg¢echnical, managerial and financial
management.

30. There is a need to address the critical gafiseimstitutional framework
relating to financial reporting and external awdisurance and enhancing transparency by
way of improved performance reporting.

31. As the PRIs play a significant role in many C&$hancing their capacity, in
terms of increasing awareness of the developmegtrams, their right to information and
social audit and capacity building in financial mgement, as part of the decentralization
agenda of the GOI will also play a critical rolesinengthening the overall Public financial
Management and Accountability Arrangements in CSS.
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I. BACKGROUND AND APPROACH

1. Centrally Sponsored Schemes (CSS) are spguifijgpose transfers from the
GOl to states to influence expenditure in areas dhe the constitutional responsibility of
the states. These are formulated and largely fedy the Government of India (GOI),
with implementation responsibility resting with tiséateS. The objective of CSS is to
address issues of national priority with focus amhan development, poverty alleviation
and rural backwardness. The GOI's budget outlayatda/ such schemes in the year 2005-
06 is close to Rs 500,000 milliGnThe GOI transfers resources to the states viaethre
routes; devolution of state’s share in central sakbased on recommendations of the
Finance Commission (FC), central assistance fde gians by the Planning Commission
(PC), and the Centrally Sponsored Schemes (CS®)Qif Ministries. The table below
gives the approx share of the three sources igghe2004-05 and 2005-06.

Table |
Resources Transferred to States and Union Territogs
Rsmillion
Source of Funds 2004-05 2005-06
(Revised Budget) (Budget Estimates)
Finance Commission 934,450 (50%) 1,289,120 (61%)
(incl grants for non plan expenditures)
Central Assistance to state plans 548,580 (29%) 331,120 (16%)
Centrally Sponsored schemes 395,000 (21%) 0800(24%)
Total 1,878,100 (100%) 2,120,240 (100%)

As is evident from the above table CSS is a forinabde part of the resources transferred
to the states in the form of tied funds. At pregbaete are more than 200 CSS in operation,
of which about a dozen account for more thar’2/Bthe budget outlay. A list of CSS with
budget outlays for the year 2004-05 is given inexne | and a list of large CSS is given in
annexure Il. In addition to CSS, part of the futdssferred by the PC is in the form of
Additional Central Assistance (ACA) where the dimition amongst various schemes is
determined by the nature of the schemes and shany common features with CSS as
these entail control over flow of funds with thental ministries. Considering limited
scope for the states to raise their own resouncéganerate funds of this magnitude within
the existing fiscal framework and a high wage Imllmany states which crowds out

As per the Baijal Committee Report, April, 1987, <i8ave been defined as those schemes which aredutiectly by
the central ministries/departments and implemehiestates or their agencies, irrespective of thaftern of funding. In
most CSS, states are also required to make vacgingibution to individual CSS.

2 Based on budget estimates for the financial yeas26. GOl's budget document on resource trasstestates (pg 15
of the budget at a glance) only reflects CSS teasdb state consolidated fund (account code 36613602) and not CSS
where the funds are transferred directly to stdistfict societies. Quantum of transfers to stdigttict societies has been
arrived at based on budget provision in individiednand for grants for large CSS and has an eleofi@pproximation.

3 The data has been extracted from the budget dotuforethe year 2005-06. The Central assistancstiie plans has
decreased in the year 2005-06 pursuant to the Ge@pting the FC recommendations that the statéviea the

flexibility to raise the loan component of centagbkistance for state plans.
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development expenditure, CSS are likely to remalavant and an important source for
development funds, especially for the poorer andnee strapped states.

2. The World Bank is currently supporting ten Cg&marily in the health, family
welfare and the education sectors aggregatingatabcredit of USD 2.3 billion. The Bank
funded CSS have in general, been affected by ldizatton of funds resulting in extension
of the implementation period. Other financial magragnt issues have been delays in
submission of audit reports leading to periodicpension of disbursements by the Bank,
varying quality and inconsistency in financial rejpmy and audit assurance.

3. The objective of the study is (i) to provide ettbr overall understanding of the
financial management issues and identify areasinfi@rovement in the existing Public
Financial Management and Accountability (PFMA) feamork and systems governing
CSS; (ii) identify good practices across projeats] (iii) summarising issues relevant in the
of context of increasingly greater reliance sougtte placed by the Bank on government’s
own financial management arrangements and the tisgector Wide Approaches and
pooling of funds by various development partnerstheir support of different CSS
schemes. It is hoped that the study would alsdribote to the initiatives of the GOI to
improve the accountability arrangements in CSS.

4. The GOI has indicated its commitment to CSS m@mg through significant
increases in the budget outlays for the year 2@5Farough various pronouncements the
GOl has also indicated its focus on improvementhie implementation of CSS. In his
budget speech, the Finance Minister stated “outlimysot necessarily mean outcomes. The
people of the country are concerned with outcomids”further added the Prime Minister
has repeatedly emphasized the need to improveudl@yqof implementation and enhance
the efficiency and accountability of the delivergechanism”. Some of the recent initiatives
also convey the GOI's commitment in this regard. &mample, the Planning Commission
is currently reviewing rationalization of CSS sclesnby way of merger of schemes with
common focus or small outlays, transfer of schetnestateS Also a Program Outcome
and Response Monitoring Division is being createdhie Planning Commission with the
objective of monitoring performance of C8S.

5. These initiatives of the GOI also recognise abrcerns voiced by the office of
Comptroller and Auditor General of India (CAG) dmetperformance of the CSS. The
CAG, which regularly reviews different governmembgrams, has been highlighting the
weaknesses in CSS. In one of its reports, it sumedrthe major constraints as design
defects, no co-relation between inputs, outputs anttomes, absence of criteria for
evaluation, benefits either not reaching the tapggiulation or unsubstantiated claims of
benefits, complex execution structure, excess tegprof financial and physical
performance by the states and failure of the nrieistin verification of their correctness
and almost total absence of accountability procesifirA summary of the findings from

4 Report in the Economics Times, Delhi Edition 2it.Jan’05

° Report in the Economics Times, Delhi Edition dt.Apr'05

% Overview in Comptroller & Auditor General’s Unigkudit Report 1999
(http://cagofindia.delhi.nic.in/cag/reports/unicap000/civil_performance/overview.pdf)
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two performance audit reports issued by the CAGcatd a high incidence of irregular
expenditure, large unutilized funds, inflated rejmgy and funds retained as deposits.

Table 1l
Details of Irregularities identified in CAG audits
Scheme Amount | Irregularities Percentage breakup of irregularities ldentified
test identified Deposits Inflated Irregular Diversion
checked reported as| reporting | expenditure | , etc.
expenditure
Rsin % % % % %
million
SGSY(1999-02) 9,884 53 23 20 43 14
Rural Housing | 36,857 31 58 26 1 5
(1997-2002)

7. The study brings out the areas for improvemete existing PFMA framework
governing CSS. As the design and implementaticaingements of CSS have a significant
bearing on the PFMA, the study also attempts tontifle issues and suggest
recommendations on the above two aspects, whiclt@ainibute to improving the PFMA
framework.

Approach & Methodology

8. This study has been carried out through a coatiim of desk review of a reports
and studies that have been undertaken on CSSyvigtd covering a sample of three Bank
funded projects across three states- Rajasthani| Neadu and Uttar Pradesh. While most
of the existing studies do not focus on Financiansigement aspects per se, various
conclusions reached in these studies are quitevareleand have been considered. In
addition, audit reports of different CSS, GenelialaRcial Rules, 1963 (GFRs) of the GOI
and other publicly available material on a numbdeotber projects have also been referred
to. A complete list of studies and reports refetied given as Annexure Il

9. The basic principle in the selection of the pet§ for field visit5 was to be able
to cover different implementation arrangementsfurels-flow arrangements, through state
treasuries and societies which are impact the gishmrmanagement arrangements and
accountability framework. Another key determinahfinancial accountability in CSS are
the Panchayati Raj Institutions (PRIs) which aneoimed in the implementation of many
CSS in the rural development sector. Currentlyankosupported CSS project funds are not
flowing to the PRIs, except in the Sarva Siksha iy (SSA) program where funds flow
to Community Based Organizations (CBO’s) like \gkaeducation committees. Since the
field visit was limited to bank funded projectsetfinancial management and accountability
arrangements in PRI has been based on secondaramhifrom a parallel synthesis study
by the Bank on PFMA in PRI's. The three Bank pctgecovered in the field visits were:

" Field visits were limited to Bank funded projects.
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Table Il
List of projects covered in state visits
S.No | Project Funds Flow
1 Women & Child Development Through State Treasury.
2 Tuberculosis Control Project State and DistrmtiSty
3 Reproductive & Child Health Project I/ Il Statedsuries and State/ District Societies.

10. Understanding of issues so identified was dper from the practical
perspective of implementation, discussions withcadfs implementing the CSS, both in the
GOl level and in the states and discussions wificials in the Ministry of Finance (MoF),
Planning Commission, Controller General of Acco@&A), and CAG and the Financial
Advisors (FA) and the Chief Controller of Accou@CA) in the ministries.

Scope Limitations

11. The study primarily focuses on the financiahagement framework to identify
areas for improvement/ strengthening in the contektthe existing implementing
arrangements of CSS. It does not attempt to adtinesssue of:

» whether CSS should continue rather than being fieenesl to the states or devolved
to the PRI entities by dissolution of the existimgchanism such as the District
Rural Development Agencies (DRDA'’s) and other siiesecreated at the state &
district levels.

» the preferred mode of transfer of funds i.e. whettumds to the states should
necessarily be routed through the state treasurgooieties, though the financial
accountability issues relating to both modes oflem@ntation have been discussed.

12. The findings and suggested way forward to impréinancial accountability
systems in CSS needs to be viewed in the lightaofimg diversity in the quality of the
governance across states and the fiscal stresd fgceertain states both of which have an
overarching influence in the performance of anyaggomnent program, including CSS.
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[I. INSTITUTIONAL FRAMEWORK

1. The Institutional Framework for the CSS is facbmplex as funds flow through

various tiers of the government i.e GOI, state goweents, state level implementing
entities and the rural local bodies, each of whias separate institutional framework.
These consist of the following:

General Financial Rules, 1963 A large number of rules have been formulatedhy
Government under powers vested in it through thes@wition. The General Financial
Rules, 1963, the Fundamental Rules and SupplenyeRiales form the basis of all
main activities that the various central ministriggdertake. Other important rules are
the Delegation of Powers Rule 1978, which providearicial powers to various
Government officials. Main rules which formulatewh@overnment accounting should
take place are included in the Government AccognRales 1990, Accounting Rules
for Treasuries and Account Codes. Similar rulesehaeen made separately by each
State Government which also govern the CSS.

Guidelines for Formulation, Appraisal and Approval®. The Plan Finance Il Division

under Dept. of Expenditure of Ministry of Financashprepared guidelines for
formulation, appraisal and approval of the planrethemes / projects by the
Expenditure Finance Commission (EFC) and the Ungtrinet. All CSS are subject to
these guidelines. The approval of the CSS by th€ Eifms the basis of norms for
expenditure, new posts/ positions that can be edeainder the project, financial
delegation and guide the IFD within each ministryheir sanction of release of funds.

Societies Registration Act 1860In many of the CSS the funds are routed through a
mechanism of state societies, which are legal iestitreated under the Societies
Registration Act 1860 which is an all India Act. fdw States such as Karnataka,
Andhra Pradesh, Tamil Nadu and West Bengal haveteth#heir own Acts, on lines of
the Central Act, to register societies being couttd under their respective
jurisdiction. The Society Registration Act 1860 ahd related state acts have minimal
financial management obligations; however eachetpds registered under its own
bye-laws, which have certain financial managememmhéwork. Normally these include
preparation of financial statements, audits andra@ of the audited accounts in
General Body Meeting. The societies also need tmpty with certain financial
management obligations to obtain tax exemptions.

Accounting Standards As mentioned above the accounting and finanepbrting in

GOl and the states is based on rules; however A kas constituted the Government
Accounting Standards Board. (GASAB) with the intentto move from a rule based to
standards based financial reporting. GASAB hasasgld a few Exposure drafts and is
in the process of finalising its first accountingai®lard. The Institute of Chartered
Accountants of India (ICAI) is the other body whiskts accounting standards for the
private sector. A number of Accounting Standardveh&een issued which are

8 Ministry of Finance (2004): Formulation, Appraisaid Approval of Plan Schemes and Project — Guidsli
and compendium of Important circulars, Dept of Exgiture, GOI
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mandatory. It has also issued a Technical Guiddarounting and Auditing for Not-
for-Profit Organizations. There is however an araltigon the applicability of the
accounting standards to not-for-profit organizasi@md morespecifically the state and
district societies implementing C&SSee annex IV for the full text of the clarificati
provided by the Institute.

Audit Framework and standards: Under section 13 of the Duties and Powers of the
CAG Act, Section 13, it is the duty of the CAG tada the expenditure from the
Consolidated Fund of India and of each State andagh Union territory having a
Legislative Assembly. In addition under Section(1% of the DPC Act the CAG shall
audit any body or authority which is substantilijnanced by grants or loans from the
Consolidated Fund of India or of any State or Unterritory having a Legislative
Assembly. The CAG carries out audit as per stargdavdich are in line with the
standards by the International Organization of tBepreme Audit Institutions
(INTOSAI). Chartered Accountants are required tchead to the Auditing and
Assurance Standards (AAS) issued by the ICAI.

2. Legislation relating to the Panchayati Raj Institutions ( PRIS): the Rural
Local Bodies: In many CSS especially those relating to ruratettgpment and
poverty alleviation, the actual implementation m@sgbility rests with the PRI's. The
three tiers of PRIs got their legal status aftez #tates enacted their respective
Panchayati Raj Act$and related Rules] in conformity with the 73rd Gbtutional
Amendment in 1992. These Acts provide for instioél mechanisms such as the
holding of Gram Sabhassetting up of State and Central Finance Commmssio
District Planning Committees and the jurisdictiovep 29 subjects specified in the
Constitution. States also set Banchayati RajDepartments as the administrative
department for PRIs in the State. The legal anttuti®nal framework has thus far
made PRIs function as extensions of the State ah@sindependent self-governing
bodies in the true sense. In 2004, a new Ministrianchayati RafMoPR) has been
set up as the nodal agency to exclusively deal paticy matters relating to PRIs. A
parallel study has been carried out by the BankhenPublic Financial Management
and Accountability in PRf$. The key conclusions of the synthesis study are
documented in section XI of this report.

The implications arising from the multiplicity intttional framework for CSS is
discussed in the relevant sections of this report.

° para 3.29 on page 31 of the technical guide on émting and auditing for not-for-profit organizatictarifies that the
Accounting Standards issued by the ICAI do notappla not-for-profit entity if no part of the aitly of such entity is
commercial, industrial or business in nature.

1% substantially is defined as grant or loan not taas Rs 2.5 million or not less than 75% of thalto
expenditure of the body or authority.

" World Bank study on Public Financial Management Ancountability in PRIs
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[ll. DESIGN OF SCHEMES & IMPLEMENTATION ARRANGEMENT S

1. The design of CSS has significant bearing on financial management

arrangements of the scheme.

Appraisal Framework of a CSS Scheme

2. The Department of Expenditure, Ministry of Finan(MoF) has prepared
guidelines for formulation and appraisal® of Govt. schemes and projects including a
Generic Structure of Detailed Project Report (DPR)e guidelines are quite detailed and
lay a lot of emphasis on how to arrive at projecstc internal rate of return (IRR),
sensitivity analysis on IRR, financing arrangemgeats

The guidelines, per se, do not requi
the financial managemen
arrangements, which are more releve
in the context of CSS, as opposed
financing, to be addressed during tl
formulation and in the appraisal note
the Expenditure Finance Committe
(EFC) and the Cabinet for approvg
While in Bank funded projects th¢
financial managements risks a
assessed, the lack of an ‘in buil
mechanism to address the financ

Box 1
Need for Fiduciary Risk Assessment
A recent example from National Food for Work
Program- NFFWP
The recently launched NFFWP has a condition wh
requires the submission of non-diversion and n
embezzlement certificate for subsequent releasenais.
This probably reflects the inherent fiduciary rigkthe
program, but is not necessarily a risk mitigatingaisure.
Incorporation of a fiduciary risk assessment as pfthe

MOF Guidelines for formulation and appraisal wi

provide a framework for explicitly identifying risk
during formulation of CSS programs and buildi
appropriate mitigating measures such as enhan

ich
on-

ng
cing

transparency at local level.

management issues during formulatic
and approval process, means that inadequate atiestpaid to these issues.

3. Appraisal procedures lay down detailed framewodn who all need to be
consulted on detailed DPR, which includes the mevad the scheme by the Financial
Advisors (FA) within each ministry. The expectatia that the financial management
issues would have been reviewed by the FAs. Dismusawith the FAs in the ministries
indicate that that their focus during review, priorconcurrence of the proposal, is more on
the broader aspects, mainly the financial envelpfs® provisions, etc and not necessarily
on the adequacy of the financial management arraeges such as existence of standard
accounting policies, financial reporting standarddequacy of finance staff and audit
assurance mechanisms. In CSS it is the managermaotuse, implementation, financial
management and procurement arrangements that hawgartant bearing on the effective
implementation of the CSS.

Large Number of Centrally Sponsored Schemes

4. Currently there are more than 200 CSS out whlwbut a dozen accounts for over
2/3° of the budget outlay. Refer annexure | and llddist of schemes. There are a large

12 Guidelines for Formulation, Appraisal and ApprogélGovernment funded plan schemes / projects®6-2003,
issued by Plan Finance Il Division, Ministry ohince

13 Time Frame for appraisal and approval of projéstshemes — Annexure Il to the above Formulatiqupraisal
Guidelines
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number of schemes with small budget outlays. Smsallemes have the following
limitations:

* The amount allocated to each state is negligibleetwbombined with uniform and
rigid cost norms for implementation prevents thates from taking adequate
ownership and commit resources and manpower forlemmgntation of such
schemegd?

* tend to get crowded out and may receive inadegaténtion of the state and
district administrators as compared to larger sa@sem

It is not cost effective to justify independent ieypenting and financial
management arrangements and these have to depdimel iomplementing entities of
other programs or projects. For e.g the Food & BrGgpacity Building project
depends on State AIDS Control Society for fundsvfend financial management
arrangements.

» Benefits of synergies and consequently cost savingstivities such as Information
education and Communications (IEC) across simdheses may not be achieved.

6. Certain ministries have redesigned the projectn effort to reduce the number
of schemes and reduce fragmentation/ duplicatitre $SA and RCH-1f programs are

two examples where the ministries ha Box 2
adopted a programmatic approach & 12" Finance Committee comments on CSS
various schemes have been clubb (extract from para 4.70 of the report)

; ihili J CSS are characterized by large numbers, duplicatior
together with greater flexibility to states and lack of monitoring. The CSS have been the stibje

The Plan_nlng Cc_)mmISS|on Is current of study by many committees. The general consensus
engaged in a review of the schemes W| has been towards reducing their number, but theviol
a view to rationalize the number of CSS| up action has been weak. A state should be gigen it
The Ministry of Health & Family Welfare entitlement and allowed to select its own mix ofSCS

: : floated by different ministries, within the limif the
Erl\l/IOHFV\t/) IS also. ptropOSItngzhto mtertge R total grant. The CSS would then start competingragmo
€ existng societies a e sStale al fhemselves and pressure would come on the mirsstrje

district level into one integrate( to design schemes that are in demand.
implementing unit to derive the benefit of

synergies from various programs under the Nati®uabl Health Mission (NHRM).

Lack of Flexibility in Design

7. Most schemes, when formulated identify cost reofar various activities based
on which the program cost is arrived at. These sotover many areas including cost of
each activity, number of additional persons/empésy@hich a scheme can engage and the
cost for each of the identified positions, the pamy management costs, etc. These
subsequent to the EFC approval, are also draftedhe guidelines or administrative orders
issued to the state level implementing units. Wthke purpose of the norms is presumably
to facilitate preparation of overall project codtese become inflexible and the programs

1% 1n most of the Bank supported disease controkgtsjit has been observed that the state levekofiin charge of the
project normally holds the position as additiorntzdige.

151n RCH-II the number of schemes has been redwctass than 20 from a level of 54 under RCH —I. The
budget of the department has also been reorgattigedect this in the year 2005-06.
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are constrained to work with the same norms dutiegentire period of implementation.
This often makes the program very rigid and reduttes level of ownership and
consequently accountability of the states. It asods to create a principal and agent
relationship rather than one of partnership, betw@®I and the states.

8. More importantly there is a need to move awaynfrthe central norm based
programs to a state and eventually district plasetaprograms, which will address the
specific needs and issues in the states and disdtlter than a ‘one size fits all’ program
driven by the GOI. GOI thinking on such norm-basetiemes already appears to have
changed with many newer programs such asSaesa Siksha AbhiyafSSA) and the
National Aids Control Program -1l (NACP-II) movirtg a State Annual Work Plan (AWP)
based financing. This is in contrast to the Repctida and Child Health (RCH), Phase |
project which commenced in 1997, wherein norms wWaie down for each activity and
funds were released by GOI for each activity sdpgravith limited flexibility to use idle
funds of one activity for another. This resultedstaff at the field level also concentrating
on their specific activities with no real ownersbipthe project as a whole at the state level.

9. However within RCH phase | project a concepirancial envelope was evolved

wherein selected states were allowed a flexiblatita
The state of Tamil Nadu used this flexibility toctie Box 3
program strategy and financial norms for 4 différen _ Impact of flexibility
activities under RCH project. Implementation o2& hour ga”."' I ETETEER [ (RO

. ) . , eliveries at PHCs covered under
delivery care services in PHCs' under such strategy the scheme went upto 15.53 ger
achieved impressive results. Such successful exampl | PHC per month as compared [to
indicate the importance of allowing flexibility to 4.22 deliveries per PHC per month
accommodate local needs and initiatives. Suchd¢fpe | for those not covered under the
decentralized planning enhances the ownershipeof th ~ -SChéme (2003-04)
project, as the team can identify better with g@lan and is likely to take that extra
initiative to make the plan successful.

Box 4:
RCH-II - Building on the Experience
Increased Flexibility to states
The RCH program, phase Il has built on this apgn@aw has also moved to an annual work plan based
financing for the entire program. The role of thimistry is one of working out the resource envelégesach
State, review, appraisal & approval of the annuaikwplans of the states and regular monitoringhef t
performance against the plan by the states. ThHegirbas sought to move away from a ‘norm based’
approach with the ministry only identifying a nagatlist of activities. The ministry is enteringtina
Memorandum of Understanding (MoU) with the statgi®aing on state specific output / outcome inditato
The GOl is also providing program and financial mgement capacity building support in selected state
assist them in this new approach.

10. For this approach to take shape and for statescept the new way of doing
business, many of the states and more so thectsstill need hand holding and capacity
building support, to help in formulation of the ptaand the ministries will need to reorient

18 |n Tamilnadu this consisted of Rs 27 million (F8®-01), Rs 18.7 million (FY 2003-04) and Rs 10iftiom as first
installment (FY 2004-05).
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their approach to one of monitoring and evaluatather than one of fund release. This will
also necessitate training and development of prognaanagement skills for effective
implementation of the plans. In the RCH-II prograscognizing this constraint, technical
and management support has been provided by thed3®¢ states with lower capacity to
(a) help them with the preparation of the statenpland (b) provide support during the
implementation. The review and support from GOlimgiimplementation is also geared
towards the states with lower capacity.

11. The task force set up for review of the GenEmhncial Rules, 1963 (GFRSs)
has also made recommendations on similar lineshane proposed a new rbfewhich
suggests the principles to be kept in view whilsigieng CSS. Some of the salient features
of the proposed rule are:

» each CSS to be treated as a project with time bdarggbts for monitoring, mid term
evaluation and detailed impact studies.

» designed with in-built flexibility for states to k@ changes,

* to have monitoring and effective control,

* to establish mechanisms to ensure that the fundisregeleased have been effectively
utilized and the data reported is correct,

» to focus on attainment of the objectives and nsit @xpenditure,

* mechanism to be included in the scheme to avoehsel of large part of funds towards
the end of the year

* mechanism to be built into the project for concotneviews and applying mid-course
corrections.

12. Considering that there are no specific prowisim the existing GFRs, this is a
laudable step and will help in design framework guakitively impact the financial
management and accountability framework on CSS. édew while the proposed rule
addresses the design and formulation issues GHRshéat of addressing the critical down
stream financial management issues such as stanftar@éccounting, financial reporting
and audit assurance mechanism. These are disdasseith the section VIII to XI.

13. Program Management Costs Given the scale of implementation of CSS and
the focus on outcomes, there is a need to prowida fminimum program management or
support costs in each program. Currently

In most schemes these are provided Program Support Cost’i%xp?c:)ach in SSA program
way of specific posts with fixed salar The SSA program is a good example in flexibilitglan

struc_ture approvgq by the EFC. Th adequacy of funds for program support costs wheze|t
restricts the ability of the progran States have been allowed to spend up to six peoéent

managers both at the GOI level and t| the approved Annual Work Plan as program
state level to engage program supptManagementcosts.

staff including finance staff with the requisiteilslsets in line with the needs of the
program. Some projects, such as RCH-II and Tubescyl which have support from
agencies such as the World Health Organization (Whk@ European Union (EU) have

17 Rule 215(2) General principles for award of Grantaid for Centrally Sponsored Projects
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the flexibility to engage consultants, both at teatral and state level through the funding
mechanisms of these agencies. However projects sschthe Women and Child

Development (WCD) have suffered on this count, hees ihitial proposal of the project

approved by EFC did not envisage the need for Gi@mnd procurement positions in the
CPMU and the subsequent need for such skills dymegram implementation could not

be addressed due to lack of EFC approval. The DRasinistration guidelines provide

for a fixed amount for each DRDA as program adntiatgn cost.

14. The increasing process of devolvement of ifledtfunctions, functionaries and
funds to the PRIs in line with the "#3onstitution Amendment in many states will also
have a significant impact on the overall financialanagement and accountability
framework of CSS which should be considered andesded during the design stage.

Externally Aided Projects — Multiple Agencies finarting the same sector program

15. In many projects, especially in the health@edhere are multiple development
partners financing a part of the same program. §liake the form of financing certain
identified activities across the country or finargthe activities in specific states. For e.g in
the NACP-II there are six development partnersrianag specific activities of the program.
Similarly in family welfare sector, in Uttar Pradesthere are three large development
partners supporting separate CSS projects. Thisssgates the CPMU, states and districts
having to maintain different sets of accountingords, separate bank accounts, staff
dedicated to and identified with one developmentnea, different reporting and audit
requirement¥.

16. Way forward: Adherence to key design principles plays a a@itimle in
determining ownership, accountability and perforoenf any program. Going forward
GOl should consider taking the following actions:

a) complete the process of review by Planning Commis$or merger and closure of
small and unviable schemes

b) ensure that the design principles recommended enptioposed GFR for CSS are
adhered to during formulation of new schemes i.e5CGfe based on state and
eventually district based plans with the role oé t8OI being policy formulation,
resource allocation, review and appraisal of staweual work plans with agreements
on output/ outcomes, setting up robust mechanisonsnfonitoring financial and
physical progress of schemes in the states anddiernmpact evaluations. Such an
approach should allow appropriate flexibility, withoverall budget ceilings, to the
ministries, project directors in the GOlI, stated districts to make changes in the plan/
costs to address actual implementation experiendecanstraints. To facilitate this
approach to take shape, GOI could set up a fadiitging mechanism for providing
technical and capacity building support to statas districts and assist the ministries
to reorient their approach to one of financial gigsical monitoring and evaluation

18 |n Uttar Pradesh, the USAID project has indepenieplementation arrangements with separate state a
district societies and independent reporting stmacst
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rather than one of fund release. This would enstales to take greater ownership and
accountability, for the outputs/ outcomes.

Incorporate, in the MoF guidelines for formulati@nd appraisal of projects a
requirement that the financial management and antabiity arrangements are
assessed and documented / reflected in the inteppadisal note of the GOI. This will
provide a framework for these issues to be adddedseng the design stage.

review the implementing arrangements, especiallpatstate and district level with a
view to merge smaller implementing entities i.eistes in the same sector into one
integrated society. This will facilitate developmei robust management structure and
effective financial management arrangements withimch different schemes can
implement their programs. Such a merger should kemkave a change management
strategy to reflect and appropriately address #dezla of various programs.

With the merger of small schemes into larger prog,aCSS are very amenable to a
programmatic approach and pooling of finances yw#rious development partners to
support one integrated program. GOI should congaléng a policy decision that all
development partners should finance a GOl led miogStrengthening of the financial
management framework will facilitate this to a kargxtent and reduce the burden of
developing and maintaining parallel systems.

25

Policy Note on Public Financial Management and Awctability in Centrally Sponsored Schemes (CSS)



DRAFT- PLEASE DO NOT CIRCULATE

IV. IMPLEMENTATION ARRANGEMENTS

1. Just as the design, the implementation arrangesmeso have an important
bearing on the financial management arrangememntarfp CSS. It impacts planning and
budgeting process, funds flow, reporting, staffirag,counting policies & procedures,
internal control and audit assurance mechanisms.implementation arrangements in CSS
vary from relatively simple vertical structuresdik uberculosis Control project to complex
arrangements like RCH, Sarva Shiksha Abhiyan (S@Agrams where funds flow to a
significantly large number of implementing agendmesuding various CBOs. In most of
the rural development programs a significant ineabent of the PRIs either directly in
managing the program or in beneficiary selectioth@mmunity mobilization.

2. Implementation arrangements at the GOI Level:At the GOI level, CSS are
normally coordinated through a CPMU within the matry and is generally headed by a
project director. Unlike states which have createdeties, all CSS are managed within the
line ministries in GOE® While the project directors are responsible fer ithplementation,
all fund releases from GOI have to be approved H®y EA in the Integrated Finance
Division (IFD) within each ministry. The program nagers at the CPMU have little or no
financial delegation. The lack of financial delegatto the project directors creates
bottlenecks in the day to day management of thgrpro, especially for small activities
such as training, consultation workshops etc.

3. Implementation mechanisms at the State & DistrictLevel: Implementation
responsibilities in CSS largely rest with the St&teThere are two models: Treasury model
and Society model, for implementation or the fufid& arrangements, which in turn have
a bearing on the financial management arrangements.

4. Treasury Model: In this model, the funds are routed through tlspeetive state
treasury. The funds to the implementing units & $itate and district units are made
available through the budget of the respectiveestéhere is no separate legal entity and
CSS project is implemented by the respective depant, though most CSS have separate
Project Management Units (PMUs) headed by a prajeettor or co-ordinator at the state
level.

5. Society Model Under this model, a society (a special purposeicle) at the
state level and/ or district level is formed. Thacisty is registered either under the
Societies Registration Act 1860 or the relevantessacieties act. Under the society model
the funds flow directly to the state or districcedy by- passing the Consolidated Fund of
the state. This practice was started by the MmisfrRural Development, when District
Rural Development Agencies (DRDAs) were created donsultation with state
Governments. Other ministries have since appliésl dpproach to many of the schemes
administered by them. The members of the societyarmally the senior state government

9 For implementing the NACP-II program a separatityeNational Aids Control Organisation (NACO) has
been created, but it is not a legal entity and damt®njoy financial powers.

20 |n most CSS in the health sector major procureroedtugs and equipment is managed by GOI and Wiged as
commodity grant to the states. The procuremenaiiglled through central level procurement agents.
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officials, in their ex-officio capacity. Many prajts in the health sector initially followed
the DRDA model of district societies with funds mgitransferred directly to the districts,
but as the span of control was too wide and unneatsdg, GOI requested the states to
create a state society which now has control ardsioyht over the district societies.

6. Reasons for creation of Society:he reasons that led to the adoption of such a mode
was:

» toinsulate the program from the fiscal stress #natfaced by many states and often
resulting in ‘restrictions’ being imposed on relead funds

» the attended risk of funds meant for programs beisgd for purposes other than
those intended eg payment of saldfies

* delay in the approval of the release of funds frtora state treasuries and in
providing sanctions for expenditures.

7. Concerns on such off-budget transfers and carsggveakening of the financial
management control framework have been raised &ysthte governments. The finance
departments in the states do not track the amduatsferred by the GOI directly to the
societies and nor are these reflected in the btadget or accounts of the state. In January
2003 the MoF, GOl issued instructions that all ibal states would flow through the state
treasuries which in turn was to make funds avaldbl the implementing units within 3
weeks. This was however reversed after six momtldsine 2003.

8. The society model has become more prevalent gmanous CSS and the trend
is continuing. Many projects have moved from treasury model to the society model in
subsequent phases of implementation eg the NACHRe wiany states moved to the society
model during the implementation itself e.g. RCH s#h&project. The table below gives the
mode of implementation in some of the large CSS.

Table IV

Implementation mode in some of the large CSS Scheme
Program Implementation Mode
Sampoorna Gramil Rojgar Yojaf8GRY) *
Rural Housing : mainlyndira Awas YojnglAY) District Rural Development Agency
National Food for Work Prigram (NWFFP) (District Societies)
Swarnajayanti Gram Swarozgar Yoja(BGSY)
Prime Minister's Grameen Sadak YojafRMGSY) State Societies
Sarva Shiksha Abhiygi$SA) incl. DPEP State & District Societies

Integrated Child Development Scheme including tr@nlB| Treasury **
funded Women & Child Development Project(WCD)
Reproductive and Child Health(RCH) State andridisBocieties ***
National AIDS Control Programme (NACO) State AlBBntrol Society
Various Disease Control Programs such as Natiphadlependent State and District Societies
Tuberculosis Control Programme, Vector Borne Disgas
Control program etc
* this project is implemented through the 3 tief$RI’s
** Under the WCD Project Uttar Pradesh has opteddcSociety model
** Tamil Nadu and Karnataka follow the treasury nebd

%L The CAG in its various state audit reports foafinial years 2000-01 to 2002 -03 has indicatedrsiioe of
CSS funds by states for other uses.
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9. While direct transfers ensures that funds retaehstate level implementiffy
units faster and saving on efforts to obtain redeasom the state treasury, efficiency in
implementation and utilization of funds by an ongation depends upon a number of
factors such as the existence of an adequate sejmm and management structures,

appropriate financial delegation to approve AWPRS activities, adequate

manpower with appropriate skill levels and clg
guidelines especially on procurement process to
followed. In the RCH phase | project the societysw
more in the nature of a funds flow mechanism rat
than an implementing entity which reflected in t
slow pace of implementation. What is equally, o n
more important, is to recognise the needs of
program and enable the societies with adequ
management capacitids and well laid down
administrative and financial framework an
establishing a line of control for the state ley
implementing entity over the district levd

Box 6
Instance of inadequate managemen
structure at state level
In Rajasthan Reproductive and Ch
Health project (RCH-I) was under th
charge of a Commissioner, who al
held other charges. Financi
management responsibilities of t
entire state project unit were beir
managed by one financial consulta
Similarly in the Sikar District only ong
person, the RCH officer wa
managing entire project. Financi
responsibilities were managed by

Id
e

S0
al
he
g
nt.

D

S
a
a

Statistical Assistant

implementing entity. This is illustrated by t
following table which compares the implementatiogripd of the RCH and the WCD
projects:

Table No: V
Comparison of implementation period of two bank furded projects

S.No | Project Funds Flow | Credit Planned Actual
through Amount Implementation implementation
(USD Mill) period period **
1 Women & Child| State 240 5yrs 6 Yo yrs ***
Development * | Treasury
2 Reproductive &| State Society 240 5yrs 7yrs
Child Health- |

*  Project scope expanded to include additionatest and funds also allocated to other projectediCr

amount is net of reallocation to other projects

** poth the projects have also been faced with éssisuch as over estimation of costs and other
implementation delays

** * considering the proposed extension till Margh, 2006.

10. Way forward: program management capacity at all levels igcatifor the
successful implementation of the project. The eneadf society as a ‘funds flow’
mechanism may be a necessary, but not a suffi@endition for effective utilisation of
funds and for program implementation. Going forw&@l should, during the appraisal of
the new CSS programs ensure that :

2 District level in case of DRDAs

% The GOI has launched a new program NFFWP targéfiigoackward districts of the country. The budget
outlay for the program in 2005-06 is Rs 54,000ionilland is to be implemented by the DRDAs. The pang
guidelines do not address the need for augmertimg@itogram management capacity of the DRDA to handl|
a new project.
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* implementation arrangements are assessed at @l$ fr adequacy of the
management capacity, and that the administratidefiaancial framework,
including financial delegation are appropriate anthmensurate with the size of the
program to ensure effective implementation. Thisusth also be reviewed
periodically during implementation. New program$lemented through existing
implementation structures or increased allocatioarnt on-going program should
provide for enhancement of management and impletientcapacity.

* Society mechanism should create an enabling envieobhand is not adopted
merely as a funds flow mechanism.

» project directors in the ministries are given sdewel of structured financial
delegation and built into the design of the scheme.
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V. BUDGETS & ANNUAL WORK PLANS

1. Budget Estimates Annual budget exercise in GOI for CSS programsads a
bottom up approach. Estimates of the resource rameints are prepared, without taking
inputs from the States or recognizing their abseeptapacity. Projects like NACP-II have
also not benefited from additional funds commitbgdvarious development partners due to
overall budget ceilings, which has meant that theres of each development partner within
the overall annual budget for the program has redand the implementation period of the
project has been extended. The states are alsonfuwined of the indicative budget
allocation for the year. This is particularly reden in case of projects which have adopted
the treasury model, as similar budget provisioesraquired to be made in the State budget
and approved by the state legislature before furassbe released. The lack of adequate
budget provision at the State level can affectftimels flow to the implementing agencies.
Alternatively excess provisions in the state budgetld result in under utilization of
budgets and inviting audit references in the ateport of the CAG. The following tables
from two projects illustrate this:

Table VI (a)
Mismatch in Fund Transfer from GOl and budget provision in the state Women and Child
Development Project - Rajasthan

Rs. million
Financial Year | Fund Transfer by GOI Budget Provision in the State
Budget Estimate Revised Estimate
1999-2000 90 49 3
2000-2001 150 666 342
2001-2002 350 580 625
2002-2003 335 403 527
2003-2004 320 383 328
2004-2005 401 250 314
Table VI (b)
RCH- Compensation for sterilization for one state**
Rs. million
Financial Year Fund Transfer by GOI Budget Provision in the State
Budget Estimate State Release
2001-2002 93 26 9
2002-2003 126 30 7
2003-2004 175 36 11
2004-2005 @ 41 36 nil

@ upto August 2004
Source* data provided by Rajasthan project, ** AF FergaasTreasury report on RCH

2. Annual Work Plans: Certain projects such as the AIDS Control Progr&®A
and more recently the RCH-Phase Il programs haveethdo a concept of state based
plans, wherein the states are required to submitPAWSimilar AWP are also being
prepared by the states and district in the Tubesisilproject. The districts identify the level
of performance that they would like to achieve addntify activities that are to be
performed and the budgets required for the sammstgahich funds are made available.
The concept of mid year review of progress agafdtP by GOI is however yet to
develop. Also the time frame for preparation amoinsission of AWP by States is such that
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it does not form an input to annual budget proashe GOI level. Given that these are
recent initiatives, it would take time to build eajties and advance the time frame for
submission of such AWP. Also in the absence of campation of the indicative resource
envelope from GOl to states the AWP at times tendet a wish ‘list?* However as social
sector projects have a lower absorptive capacity laave tended to under utilize their
approved allocation this has not been a serioustcnt. In the projects involving PRIs
also budgeting is done at local level without aeference to the overall resource envelope
resulting in variation between budget, sanctionqeeaditure and fund release.

3. Conclusions and way forward: the change from top down to bottom up
approach to budgeting in certain projects is ire lwith the state based planning as
discussed in section Il of this report. Howeveiftsto decentralized planning based on
state AWP and its appraisal and approval by GOlbvihg some degree of certainty in the
likely resource transfer from GOI. Going forward Bould:

e communicate to the states and state societiesikbly lannual allocation for the
previous year based on provisional budgets estgndtieis would enable the state
plan and prioritize activities which are dovetaikedthe quantum of funds likely to
be received from GOI. Such an approach will alsevent the annual work plan
from being a wish list. The allocations should kgiewed at mid year based on
actual progress by the states against the plardaaidions on re-allocation across
states could be made.

* Such an approach should be further devolved taligtects and eventually the PRI
in line with their increasing capacity to plan andnage projects.

2 AWP of Andhra Pradesh in the NACP-II project h&een highly ambitious and faced cuts during the
appraisal by GOI.
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VI. FUNDS FLOW & FUNDS MANAGEMENT

1. Given the multiple layers through which the fsnflow in CSS and the
consequent delays before it is available to thelampnting units, ensuring timely
availability of funds has been one of the primasgus of GOI. The funds flow is affected
by

» the approval process for the transfer; and,
* the physical mode of transfer.

Transfer of funds by GOI to States

2. Approval for transfer & release of funds at GOI level: The approval process for
transfer of funds from the GOI to the States isetioonsuming especially when files are
referred back by IFD to the CPMU. The typical psc#llowed is depicted below:

Chart 1: Flow chart for approval Process for fundsrelease

Central Project UnitH Js 1_> | IFD | _>| Budget Cash/ PAO

Proposal
Prepared

Issues
raised by
IFD?

Approved Review
by Project by Joint Sec. >
Director

A 4

Remove issu;h

& Return to IF[Q

> Autr;;nsed ¢

IFD

File -
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videJS

Is proposal fc
a North
Eastern State?

Y File sent to
JS/secty Budget for
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A 4

_Send file for Certificate
issue budget issued
certificate

v

ﬁéﬁg&:r:nzaggggn DD/Instruction issug
for transfer

to US (Cash) of fund to RBI
Nagpur
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3. Normally funds are transferred in two installiseto the States. The first transfer
is normally effected in May/ June of each finangiear and the second, based on the actual
utilization of fund is planned for November/ Deceanbin the normal course the approval
and the release process takes 20 days to a morghrélbase of the first installment
normally is not affected by the need for utilizaticertificate confirming the utilization of
the earlier installments, while prior to the rekeasf the 2% installment a utilization
certificaté” (in case of transfers to autonomous societies)Sattments of expenditure (in
case of transfers to State treasuffeis)required. In some cases details on physicajrpes
has also been sought by IFD. However numerousnostahave been observed where
approvals have taken longer than a month. In theDVp@ject, following chart illustrates
that approval of sanctions for funds release aiGf# level has taken more than 2 months
in 30 % of the cases for sample states. Certaiaratees have even taken 4-6 months.

Chart 2:
Percentage-wise time taken in processing fund relsas over 1999-2004 at GOI, @D Project
for 3 sample states

35%

30%

25% 1+— —1

20% +— —

15% +— —1

Cases of Fund Transfersin %

10% — —

50 +—| —

0% T T -
2 weeks or less 1 months of less 2 months or less above 2 months
Time Taken

4. Based on the discussions with various projectagament units, the perception is
that the IFD is not consistent with the informatitmat they seek or require prior to
approval. However as IFD perform a critical tas&, checking if funds are being utilized in
an adequate manner and not lying unused, this p@voeis perhaps unjustified. The
guidelines for various programs in the MORD cledaly down the process and documents
required for release of the first and second ittt and a recent NWFFP links fund

% Rule 151(1) of the GFR, 1963 requires that utiieacertificate should be submitted within oneryegthe
close of the financial year by the institution cerme=d. The Task Force for review of the GFRs 1963 h
recommended that the period be reduced to 9 months.

% There is no specific provision in the GFRs whiebuire State Governments to submit a utilization
certificate to the GOI, but in case of externailyeal projects, where reimbursement has to be cthiS©E
are insisted upon from the States. Audit certifisadre expected to be submitted by the statess¢stien on
external audit for backlog in furnishing of audértificates)

33

Policy Note on Public Financial Management and Awctability in Centrally Sponsored Schemes (CSS)



DRAFT- PLEASE DO NOT CIRCULATE

release to financial and physical progress. Sitgilam the RCH phase Il, the fund release
function within the program unit has been vestethwhe FMG, which has developed a
checklist on issues that need to be available ensdnction file, prior to submission to the
IFD. This mechanism has helped in reducing theydelapproval of sanctions by the IFD.

Box 7:
Guidelines from NFFWP- Conditions for release of %' installment
(para 4.4, chapter V)
* 60% of the total available funds should have bedgzed.
e Opening balance of the district and all implemegtigencies should not exceed 15% of the funds
available during the previous year.
e Submission of audit reports, action taken repamntthe comments made in the audit report of the
previous year and a certificate from the auditat tdvances have not been treated as expenditure.
Submission of utilization certificate.
Submission of non-diversion and non-embezzlemenificate.
Submission of all pending progress/monitoring régpor
Submission of a statement about number of inspesticonducted by officers at Block, sub-
divisional, district and state level.

5. Mode of transfer: While all fund transfers to the State Treasury eiffected
through Reserve bank of India Nagfurfunds to the State Societies are sent through
‘Demand Draft?® which also contributes to the delay in transfefunids.

Transfer of funds from States to District Blocks

6. Approval process Once funds are transferred to states, these toeled transferred
to the district / block§’Since CSS are implemented by the states the agpymeesses in
the state plays an important role in funds flowinghe lower level implementing units. It
has been found that these processes vary fromtstatate. One of the reasons for lower
pace of utilization of funds is the rather cumberscsystem of providing approvals. In the
states/ project visited, it was observed that atney®ry proposal mooted by a project
management required approval not only by the sagretf the concerned department, but
often also by the concerned Minister. This is ohdhe main reasons for delay in the
implementation of projects. While GOI has no cohtreer this aspect under the treasury
model, it is marginally better under the societydelowhere some level of financial
delegation have been provided to the project dirscin some states. Under the WCD
project in Tamil Nadu an Empowered Committee wasipevhich consists of a number of
secretaries of different depts. Such a step, idstéaeducing delays in the approval process
has resulted in further delays, which is demonstraty the following instances:

" A recent study submitted by the National Institté\dministrative Research to the Planning Comiaiss
on Funds Flow monitoring has indicated that theeemaany instances of delays in RBI effecting cretht

state consolidated fund..

% Funds to the DRDA'’s except North East States amehdu and Kashmir is transmitted through telegraphic
transfers.

29 Exceptions being the DRDA’s which receive fund®dily from the GOl and there is no State leveitgnt
and the State Aids Control Societies which in ngiates do not have District Societies.
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» To streamline and expedite expenditure utilizatroldisha project, GOI asked the
state to form a Designated Committee for approugb@ses. It took the government
of Tamil Nadu more than a year just for formatidrite committee, thus defeating
the very purpose of the exercise.

* A proposal of Rs 44,200 for organising a PavillmnTrade Fair was initiated on
Sept 4, 2002 and was approved on October 7, 20@2thle Government Order
(GO) however was issued only on October 30, 2088.a result the project was
able to participate in the exhibition, not in theay in which it was proposed, but in
that of the following year.

* A Rs 1.4 million proposal for initiating a monitag study was initiated on may 30,
2001 for which the GO was approved in May 2002. fg@son for the delay was
attributed to certain queries raised by one ofcthramittee members on the cost
aspects.

7. In Bihar all proposals of more than Rs 25 lakbed to be approved by the Cabinet,
is another example of how excessive centralisatf@uthorisation process can stall all
activities. The long and circuitous route, involyifile to travel to Chief Minister at least 3
times before any activity can be approve&uch delays in approval at the state Govt.
level, ultimately delay the project implementatiéom Andaman & Nicobar, for example,
Finance dept. had to give around 1900 concurrentagi2003-04 on various proposats.

If Finance Dept. of a small Union Territory (UT)si provide more than 1900 approvals,
one can consider number of approvals that the latgées may be required to provide.

8. The society model, on the other hand, allowsenflexibility as the funds are
available in the bank account of the state so@atycan be transferred to the district by the
state societies. However delays are experiencetiodaek of delegation to the project
directors and the need for approval by the chairofdhe society i.e. the secretary of the
concerned department, in most cases which at timesake up to a morth

9. Mode of Transfer: Under the treasury model the normal practicelloications
to block is decided upon by the state unit andmated to both the district/block unit as

well as the state treasury, which allocates fur Box 8-
accordingly. The project units at the blocl  Exemption from expenditure control
accordingly obtain fund release from the treas restrictions on CSS

based on submission of bills and subject Tamil Nadu has recently issued a GO which

budgetary discipline inherent in the treasy SX€MPIS certain schemes, including CSS from
the operation of quarterly expenditure contrpl

restrictions®®

%0 Based on a report published in Indian Express6s8-05 by Vargheese K George. Similar conclusions
have been given in a study by Dr NC Saxena on @eRinancial Transfers to Bihar.

3L Circular dt. 24-8-2004 issued by Chief Secret&&N Administration

%2|n the Malaria Control Project in Orissa, all apyals for fund transfer have to be given by ther&ecy
(Health) and the project director had no finandigllegation, which often delays the transfer form th
integrated state society to project bank accourdrg/month.

% G0 167 dated March 31, 2004 exempts CSS, prajbeted between GOl and GoTN, externally aided
projects (EAPsand schemes funded through loan assistance frandial institutions from the operation of
quarterly control of appropriations.
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system. Fund releases could also be subject tggaieStates facing a tight fiscal position
and running overdraft with the Reserve Bank of an@RBI).

10. Under the society model the delay is primaaityibutable to the physical mode
of transfer, i.e by demand draft and delays inreleee of cheques. The delay in fund
transfer is more acute in the case of rural devet schemes where funds flow to the
three tiers of PRIs and the use of localized roaalks and delays in inter- bank clearance.

11. A recent study conducted by the Planning Casimin on monitoring of funds
flow in CSS has also concluded that (a) there igréfecant delays in transfer of funds to
and from state treasuries to the implementing wamtsthe delay has a close co-relation to
the fiscal stress and quality of accounting indtages; (b) At central level, schemes with
an ability to enforce greater adherence to conastiaf prior expenditure by the states
before making subsequent releases, clearly shomates time lags in releases at the
intermediate level. See annexure V detailed corarhgsof the study.

Issue of Idle Funds

12. One of the downside of the Society model, wienes are normally transferred
twice a year is the issue of idle funds. A fundsiflanalysis for the year 2003-04 of the TB
project, a small project relatively, indicates tha level of idle funds across various states
and district societies could be approx Rs 250 amilliThis works out to approx 40% of the
total utilization of Rs 626 million by the stategrohg the year. Similar situation is likely in
schemes with significantly larger outlays. The aueports of the CAG have also regularly
highlighted the issue of large funds lying idle bank accounts or as deposits in PL
accountd’. Given the nature of the CSS and the large nurabenplementing units (at a
minimum of 600 districts) while some minimum lewglcash float is necessary to maintain
smooth operations, the large amount of idle fusdgerhaps the main cause for concern and
possibly attraction for state governments whiclefadight fiscal position and run overdraft
positions to insist that funds be routed throughdbnsolidated fund of the state. Under the
RCH phase | project the Government of Rajasthampgtearily utilized the idle funds
aggregating to Rs 240 million lying in the stateisty in the year 2000-01 by transferring
the surplus from the RCH society into the Publicéunt of the Stafa

Use of E- Banking Facilities

13. Most of the CSS have not been able to devatoeffactive MIS which would
enable the CPMU and the FA to know on a periodgisothe actual level of physical funds
and the advances/ deposits at various state amdcdiSocieties. The Ministry of Rural
Development (MORD) has developed an on line datyesystem for updating the
financial status based on which the funds availabtk each DRDA could be tracked, but
this is undermined to some extent by the backlog$ata entry by many distriéls Some
other recent initiatives in this direction are RE€H, phase Il program where an e-banking

3 para 3.5.2 and para 3.5.4 — CAG report 3 of 2003
% RCH - project audit report for the state of Retjas the year 2000-01.
% The website of the MORD indicates that 187 distriave not updated the data in the system.
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solution is being piloted which could address gwmie of funds flow, as well as availability
on-line, of the status of fund utilization at ealevel. Similarly thePrime Minister’s
Grameen Sadak Yojan®MGSY) project has also developed an on-line atttog and
monitoring system with the assistance of CenteiDfevelopment of Telematics (C-DAC).
There have also been some simple but effectivaiivies to reduce delays in fund transfer
at the state and PRI level. For e.g. in Bihar untther ICDS program all the scheme
accounts in a district with a single bank, whiclcilftates cheque clearance and in
Karnataka funds are remitted electronically taG#Hls.

14. Way forward: There is a need to address constraints in apppreakess, both at
the state and central level and adopt the opparegmprovided by improvement in banking,
IT and communication to further streamline the firfldw process. Going forwards GOI
should:

* Review the sanction and fund release process withenministries in order to
reduce the time taken for fund release. Line miieistshould have clear guidelines
for funds release for all CSS projects. This wohtthg about transparency and
objectiveness in the review and approval processvemuld also reduce the time
taken for approval. States could also be encourtmedopt similar guidelines for
CSS projects where funds flow though the treasury.

* Require states to incorporate appropriate finartgédgation for state and district
level project directors managing CSS as part otidgsagn.

* Develop a road map for use of e-banking facilithiah is increasingly becoming
available for transfer of funds to states and distand eventually to the PRIs. Also
with the improvements information technology andvéoing of communication
costs effective Management Information Systems (Mi8st be developed through
which funds can be tracked.

* With the combination of improvement in the approyabcess, less number of
schemes, appropriately skilled finance personndlllathe levels, use of IT based
systems, a plan to move to a quarterly funds fro@ Gould be envisaged in the
medium term. This will address the incidence ogifiinds. Given the opportunity
cost of such idle funds, the pay back on investnrehl systems could be even less
than one year.
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VII. ACCOUNTING FRAMEWORK

Accounting Framework

1. Government accounting system in India is rulsedd. Basic principles of
Government accounts are enunciated in the GovermAmounting Rules. The Accounts
Code, the Financial Code and the Treasury Coddsrall part of Government accounting
structure.

Basis of Accounting

2. All fund releases by GOI for CSS, both to the Stat@reasuries and to the
state societies are recognised as “Grant in Aid’ ithe accounts of GOI and is reported
to the Parliament as expenditure The down stream financial management aspectsasich
utilization, financial reporting and audit assurargssentially comes under the realm of
financial monitoring.

3. The risk of un-utilized budgets lapsing at the ef the financial year creates the
pressure tospend the budget at GOI level. This often results i tministries pushing
funds out, particularly in the last quarter of fesar, despite instructions from the ministry
of finance to restrict fund transfers in the lasader to not more than 193f the budget
allocation. Similar pressure is also faced in tiages where the CSS funds flow through the
treasury. CAG reports regularly identify this preet both in the GOI and the audit reports
of the states. The following table as reported me ©f the CAG reports highlights this
practice of transferring funds not only in the lgetirter but sometimes even during the last
month.

Table No Vi
Instances of large fund release in the last quartesf the Financial Year
Year Total funds disbursed Disbursed during the Disbursed during March
during the year (Rs in last qgtr.
million)

1997-98 900 23 % 13%
1998-99 59 100 % 100 %
1999-00 700 100 % 100 %
2000-01 609 100 % 100 %
2001-02 92 24 % 24 %

Source: CAG’s Audit report 3 of 2003 for Natiosmheme of Liberation and Rehabilitation of Scavenge

4. An analysis of the of the fund transfers for heample states over 5 years in the
WCD project indicated that on an average 47 %aidfers have taken place in during the
last quarter, with 53% of that taking place in thenth of March.

37 With a view to move from a rule based to a Stagislased accounting and financial reporting the CAG
has constituted the GASAB, which is developing actimg standards for the government sector.
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Accounting Practices & Policies at State Level

5. The accounting practice and policies is deteechion the basis of whether the project
at the state level is departmentally implementeblyostate or district societies.

6. Treasury model: Accounting in the state government is on the bakitbe existing
treasury system and the accounts are compileddgtdte Accountant General (Accounts
& Entitlement). AG (A & E) The state financial rslend procedures are applicable to the
CSS project also and GOI has no control over tging administrative processes and the
effectiveness of the internal control in individggdtes. A uniform account code structure is
followed across the country, both in the GOI and states. This ensures that the broad
budget heads used by states implementing CSS amnaeo across the country and
normally for externally aided projects (EAP) a sapa budget line is used. However the
limitations of the treasury model however are:

* As states also follow a cash basis of accountelgases from the state treasury are
accounted as expenditure.

* CSS projects, includin?ﬁ EAP are normally budgeted eonsequently accounted
under a single line iterh in the accounts with the exception being a disitimc
between revenue and capital. It is, therefore possible to obtain financial reports
activity wise from the regular accounting systemta# treasury and AG (A & E)
which could facilitate monitoring on a periodic ksas

* The departmental accounts are often not recon¢demetimes not reconciled for
years on) with the accounting records of the AG(E), leading to concerns on the
correctness of the reported expenditures.

* No financial statements are prepared by the statdsconsequently no opinion on
the financial statements is provided by the CRG.

* In the states of UP it was observed that the finatgpartment does not track fund
receipts for CSS and it is left to the departmemilementing the project.

Some states have initiated efforts to improve fthancial management and internal
control aspects by linking fund release to settieimef advances, reconciliation and
submission of Utilization certificates.

3 An Expert Group has recently published a reppmp@sent Govt. structure of account codes and its
suitability to display the nature and objectiveGaivt. expenditure. The Group has recommended axopfi
a computerised multi-dimensional classificationeddajor benefits of proposed scheme are expeoted t
improved data extraction, in the form required amaild allow transfers to functions and programsvilt
also facilitate transition to accrual accounting.

39 CAG provides an audit certificate confirming tHigigility of the expenditures incurred
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Box 9:
Example of Linking fund release to adherence to fiancial discipline
The Andhra Pradesh Government has issued a GO (@ Wwhich is an important step in setting the
framework for financial accountability. The GO tatg key accounting controls which affect the timesis
and reliability of the accounts, being: repliesaladit observations, settlement of abstract contingebills,
submission of expenditure statements and utiliratirtificates and links release of further fundpayments
of bills to compliance with enforcement via theassary departments

7. Society model The accounting framework, which governs the antiag policies,
format of financial statement and disclosure rezaent for projects implemented through
the society model is weak. These appear to havivexyonore by practice and experience.
The accounting framework of the state and distioetieties is impacted by the following:

 The Societies Registration Act, 1860 or equivalenstate act that they are
formed under: These acff only require that accounts be prepared by theespci
and be audited by a chartered accountant; then® iseference to the accounting
standards that are to be used.

» The GFRs 1963 of the GOl The GFRs on Grants in aid and loans indicate that
Utilization Certificates (UC) and audited accoumte to be furnished by the
autonomous agencies receiving the grant from th& @ithin one year of the close
of the financial year. The recommendations of #sk force for review of the GFRs
have incorporated a clause under the rule 20%({®) Which states that the standard
formats for presentation of financial statementsnidated by the MoF shall apply
to all for Central Autonomous Organizations. ThisMever does not cover the state
and district societies, as these are state bodidsttee GFR of the GOI does not
apply to them.

* The Accounting Standards Issued by the ICAlI The ICAI' Technical Guide on
Accounting and Auditing in Not-for-Profit Organigats which clarifies the
applicability of accounting and audit assuranceddads to such entities. The ICAI
has issued clarifications that the Accounting Ssadsl issued by the ICAdo not
apply to not-for-profit entities, if no part of the activity is commercial, industrial
or businessin nature™. (see annex 3 for the extract) There is an amlyiguitthe
applicability of the Accounting Standards to thatstand district societies.

8. In practice most of the state and district steseare following a cash accounting
systenf?. In most cases it has been observed that thedimastatements are prepared and
audited by the Chartered Accountants not only undeng the audit but significant
variations have been noticed in the accountingcgsiadopted, in the format of financial
statements and the disclosures. During transaetimit by CAG and MoRD, the DRDA

0 The Societies registration Act, 1860 does notlspelany requirements but subsequent acts enagtée
states require a receipt and payment and balames ghbe prepared.

*1 The ICAI has however recommended that even ifaivigy of commercial, industrial or business natis
carried out, the Accounting Standards be used sntities.

2 The DRDA accounting manual requires accounts tmaimtained on an accrual basis
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accounts were found lacking in depth and sédp@lease see annexure VI for
inconsistencies in application of accounting pekcifrom various audited financial

statements received in Bank funded projects. Margjepts have prepared accounting
manuals, which seeks to address this issue, bu¢ tisea clearly a need for uniform

accounting policies distinguishing between expemditand advance, standard format for
financial reporting and disclosures. For e.g. th&GCaudit report no 3 of 2003 on the

SGSY scheme indicates that out of the expendituRs®884 million test checked there is
a over reporting of expenditure to the extent of2R40 million (approx 25%).These relate
to outstanding advances, deposits in personal ftedgmounts, term deposits in banks etc
being reported as expenditure. A clear set of atog policy and disclosure requirement
could help in addressing this issue either in tbeoanting process itself or during the
course of audit.

9. Ministry of Finance appointed a Committee of &stp in May 1999 which
finalised a Uniform Format of accounts for Cen#altonomous Bodies and suggested the
use of accrual accounting. The format is a vastravgment on non-standard accounts
being prepared by most such organisations. Howdwerformat is more in line with
financial reporting for a commercial entity. Théseno requirement for functional reporting
or disclosure by activities, which is more relevanthe social sector. Also there is a lack of
awareness within the ministries implementing CS&stes of this format and none of the
ministries have adopted the Uniform Format of Actsuas finalised by the Expert
Committee.

10. A review of some international accounting stadd and practices for the not-
for-profit entities indicates the following:

* In the United Kingdom the Accounting Standards BQ#@SB) has issued a
Statement of Recommended Practices (SORP) for Wuoog and Reporting by
Charities’ in 2005. It is an exhaustive documert provides guidance on the
format of the financial statements, policies orogggtion of resources expended,
additional disclosures requirement and the conteintise annual report which
focuses on achievement and performance. In addhte®SB has issued a
discussion paper on Statement of Principles foamiéral Reporting for ‘Public
Benefit Entities’.

* In the United States of America, the Financial Agtiing Standard Board (FASB)
has issued FASB- 117 which provides for the formfafinancial statements for
Not-for-Profit Organisations which also providesr féinancial reporting by
functions i.e activities.

11. While strictly the international practices amet directly applicable to this
unique model of state and district societies, teednfor standard financial reporting is
something that needs urgent attention. This istilaied by the extract from the financial
regulations clause 7.10 (i) of tiMaharastra Prathmic Shikshan Parish@idhplementing

“3World Bank synthesis report on Public Financialndigement and Accountability in PRIs- para 4 in
external auditing section.
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the SSA program) which reads “ the Parishad shaintain an annual statement of
accounts including the Balance Sheet in such fartha Central Government prescribes”.
The state societies thus look to the GOI to spettigy financial reporting and disclosure
requirements.

12. Conclusions and Way Forward:the institutional framework for accounting and
financial reporting is unclear, with no clear matedaither in the GFR or the Societies
Registration Act. This has led to application ofyilag accounting policies by each project.
The use of the society model has also meant tleasttite budgets an financial statements
do not reflect the ‘off budget’ transfer. With satalso following a policy of accounting
releases as expenditure, expenditures get reptotatle GOl even if no activity has
happened on the ground. There is clearly a needdéweloping uniform formats of
financial reporting and disclosure for both the istes and state departments.Going
forward GOI needs to:

* in the near term build on the initial initiativeg tbe expert committee and develop,
in consultation with the CGA and ICAI, a framewof&r standard financial
reporting, with uniform and consistent accountingligges and disclosure
requirements for the state and district societidss should reflect the specific
needs of the social sector where the traditionabaat classification may be less
useful and relevant. These would also be relevarthé broader context of many
societies receiving funding exclusively from thatss. These would also need to be
elucidated in the GFRs of both the GOI and of thtes.

* in the medium to longer term should consider amandie Societies Registration
Act, 1860 to incorporate provisions regarding: nemance of accounts and
disclosure requirements, compliance with Indian dActting Standards, filing of
accounts, appointment of auditors and constitutadresidit committee.

* Require projects implemented through state treagupyepare financial statements
(statement of sources and uses of funds) and tmuatng policies used to prepare
the financial statements.

» Consider creating a non lapsable fundlarsh’ for major CSS which could reduce
the pressure to release funds especially closeangnd and spend the budget.

* GASAB to consider and address the issue of off bufigancing and commodity
grants from GOI while developing accounting staddamwhich would provide for
appropriate disclosures both in the budget anthenannual financial statements of
the states.
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VIIl. INTERNAL CONTROL & AUDIT, REPORTING & MONITOR ING
Internal Control

1. While the funds flowing through the state tressuare subject to the normal
budgetary and internal control framework and rutésthe state, the internal control
framework in societies is driven by the programdglines & administrative guidelines,
scheme formulations and the accounting manual ofi ed the project prepared by the
CPMU. In some of the societfdsin which states are also required to contributhare,
the financial regulations of the society have bapproved by the finance dept of the state.
This creates a sense of ownership and respongibilithe state. The actual compliance
with such internal controls is however is weakradidated in selected management letters
of the auditors. For a list of such instances redeannex VII.

Internal/Management Audit

2. The need for a regular review and monitoringtlod program can not be
overstated. Such a review can include financial phgsical progress, accuracy of the
reports being submitted, adequacy and effectiveridsshe internal controls in the
implementing units, identifying operational botteks & constraints in flow of funds or
implementation, vacancies in staff, shortages daydein delivery of books or drugs etc.
This can be achieved through a mechanism of marageon internal audit. However the
internal audit system which can periodically revigw@ adherence to such internal controls
and procedures is either not in existence or ttegnal auditor is from within the society or
agency compromising on its independence. The Sfram has state level internal
auditors, while in the MORD, the CCA carries outliaueviews which covers approx 40 to
50 districts in a year Some new initiatives for mg@ment audit and states review based on
financial management indicators are given below.

Box 10:
RCH-II: Use of Financial Management Indicators as aasis for review of states and districts
A set of financial management indicators, clasdifieto staffing and empowerment related and finalnc
performance relatéd been developed by the MOHFW in the RCH, phaserdgram. This along with
output and outcome indicators will be used to deieing the frequency of state reviews by GOI,
additional performance allocation to states andidientifying additional capacity support for states/

districts

Box 11
SSA — Independent Agency for Management Audit
The SSA program has appointed an independent pgdrecinstitute of Public Auditors of India (IPAi)
carry out a management review, which is a combinatif management audit and PER of selected states
and districts. This review focuses on the physaal financial progress, quality and accuracy ofdata
submitted by the field to the district units, ploaiverification of the assets, identifying opevatl delays
etc

** Maharastra Prathmic Shikshan Parishéithplementing the SSA progrgm

*5 This looks at the quality and adequacy of finastedf, adequacy of financial delegation, the plarses
actual expenditure, quality and timeliness of fitciahreports, financial statements & audit repaatsgit
observations and settlement of audit observatitms e
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3. Under the treasury model the states also haredtvn internal audit departments
but the focus is more on checking compliance wht procedures. In the WCD project in
Rajasthan, it was observed that the project inwlite internal auditors to undertake
reconciliation with the AG (Accounts) and in UPetimternal audit normally follows up on
resolving audit objections that the audit maderdythe annual audits. A recent review by
the CAG of the performance of the internal auditchion across states has concluded that
there are significant delays in internal audit, rdge of staff in the internal audit
departments and lack of compliance or responsetéonal audit observatiori8.

Monitoring Reports — Financial and Physical

4. In most of the programs the financial reportstatements of expenditure (SOE)
are submitted on a quarterly basis. The timelir#ssubmission of financial reports is
linked to the quantum of funds released. For ir#gaim the WCD project the states
receiving larger financial assistance (called prbjetates) are reasonably regular in
submission of the SOE’s, while there is a backlogubmission of SOE’s by the states
receiving funds for training component under whrehatively less quantum of funds are
transferred’. Similarly under RCH-I where funds were releasetivity wise, there were
delays in submission of UC and SOE’s. In 2001 teptDof Family Welfare (DOFW) had
to engage a firm of chartered accountants to th&tstates to collect UC/SOE from the
states. Also given the lack of clear accountinggoed which distinguish expenditures and
advances/ deposits and the cash basis of accoufatiogved under the treasury model
expenditures tend to be overstated, For e.g in WHeD project releases from the
departments to DRDAs/ Zila Parishads for constamctf Anganwadi CentergDay care
centers) are recorded as expenditure at the timeledse of funds and reported to the GOI
as expenditure. However the system of monitorirggrdteipt of utilization certificate for
such transfers is not very effectffeSimilar observations abound in the audit repofthe
CAG on various programs of the rural developmeee (§able I). To some extent the issue
of excess reporting is driven by the fact that sghent fund release by GOI in rural
development programs are linked minimum level afngjing. District units have to spend
at least 60 percent of the available funds to abtlae second instalment, thereby putting
pressure on them to transfer funds to lower lewgblémenting units and report it as
expendituré’. Some recent initiatives which require the auditiar verify a reconciliation
statement between the expenditures as per theegyafinancial reports/ SOE and the
expenditure as per the audited financial statemestsbeen useful in the NACP-II project
to identify any excess or short reporting.

“8 various state audit reports of the CAG for the ymaded March 31, 2003

47 As per the quarterly progress report (Sept 304260the WCD project eight states had not subhi8©E
for the quarter ended June 30, 2004 and 16 statékd quarter ended Sept 30, 2004..

“8 Various Audit reports of project States of the W@iDject by the CAG which indicate that UCs are
pending.

9 A recent Bank study Public Financial managemeiivar indicates that in order to demonstrate aation
of at-least 60 %, funds are transferred from DRDA&nk accounts held by junior engineers or Gram
Panchayat secretaries and others. This gives aadislg picture of actual achievement and also teBuloss
of control and increases the risk of misuse of fysihce there is no systematic process for mangand
controlling the creation and use of such accounts.
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5. The projects covered in the field visits areoasibmitting data on key physical
outputs achieved, based on information receivednfrthe field level workers or
implementing units who maintain registers to recaudh information. This does not come
along with the financial reports and co-relationwsen financial and physical progress is
often not possible. While financial information taimed in the report is normally subjected
to some degree of check by way of audits, the physispect of information is normally
not subjected to any regular checks. In this regardias observed that TB project has
provided guidance notes to its state units on uakiexg regular monitoring of quarterly
reports and some evidence for undertaking distvise monitoring of quarterly reports was
generally seen. WHO consultants, based in the sstatethe TB project provide good
support in this regard.

6. In the year 2000 GOI constituted a working grdop suggesting measures to
strengthen  monitoring  ang’ Box No 12:
evaluation systems for th PMGSY: Quality Assurance Mechanisni’

social sector developmen
schemes. See annexure VI
for a summary of
recommendation. The MORL
has, about a year ago appoint

Under the PMGSY a 3-tier quality monitoring arramgst has been
set up wherein National Quality Monitors (NQM) haveen
appointed to monitor the quality of works. The glides provide
for minimum qualifications for appointment of maomi$, clear terms
of reference and actions to be taken on the repbittee NQM at the
district, state and national leveMore importantly the guidelines

district and national leve
monitors to periodically review
the progress of various rurg
development programs. Th
reports are submitted to th
MORD. Synopsis of these reports along with evatuatieports and impact assessment
studies are also complied and published by the tmiang and evaluation department of the
MORD. We understand that the scope includes firsreond physical monitoring. The
MORD in the PMGSY project has instituted a good hagism to monitor the quality of
the works carried out.

provide that writing a letter to the contractor or a subordinate does
not constitute action taken and should not be treated as action
taken. The on line accounting and physical progress tnackystem
enables comparison of financial and physical pregreThis

information is also available on the website of pheject

Information Technology

7. The experience with developing computerized roi@ management systems
(CFMS) in Bank funded CSS projects, which would én@nabled monitoring of funds
position as well as generation of financial repdotsmonitoring purposes, has been mixed,
with more failures than successes. The CFMS dewdldipr the NACP-II has been
implemented with reasonable success. The reasorsufzessful implementation were a
strong level of ownership within the project, adatguand appropriate finance staffing
structure both in the CPMU and in the States anmtbgbie training and upgrading of the
software to address the new needs of the projeuilas initiatives for developing a CFMS
in the Leprosy Control project and the WCD projeetkich started in the year 1999 did
not succeed as these were seen as initiativeseaoBaak’s reporting requirement and there
was a lack of ownership of the initiative. Howewdrere the initiatives have come from the

0 Pmgsy.nic.in
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line ministries themselves, such as MORD (PMGSY #r@DRDA) the success rate has
been better.

Utilization Certificate

8. The GFRs 1963 only require the state societiegibmit a utilization certificate

(UC) wunder rule 151 (1). The curref Box 13
requirement of the UC which is only | UC reconciled to audited financial statements:
confirmation on the quantum of funds utilize TB Project

: T In the TB project a consolidated UC reconciled
and that it has been spent in intended purp with the expenditure as per the consolidated

iny_serves the purpose of a control or audited financial statements for the state is.sent
fiduciary document rather than a document
which could enable monitoring of the financial gtd/sical progress of the project.

9. The task team for the review of GFR 1963 hasmeuended that in case of
Central autonomous bodies, the UC clearly distisiglietween the physical funds available
and the advances or deposits pending with supptiersstruction agencies, staff etc, which
do not constitute expenditure at that stage

Conclusion and Way Forward

10. Through the framework for internal control byywof state financial rules and
accounting manuals is adequate, the compliance sutth procedures internal control
procedures especially in projects implemented thjinostate and district societies is not
robust. There accounting policy followed by thetestand the pressure to spend money to
obtain future releases leads to over-reportingxpleaditures. The internal audit function,
both in departmentally implemented projects andstage societies is either weak or non
existent. GOI should build on various initiative$ individual ministries to improve
monitoring and oversight and:

» consider de-linking the subsequent release of fuldschievement of certain
minimum expenditure levels. With a shift to statel @ventually district based plans
fund releases should be based on the projectedreamgnt of funds and review of
the progress against the approved work plan. Thisr@duce the pressure to over
report expenditures.

* require the ministries, states and district urotsdt in place mechanisms to monitor
progress of the progress in line with the recomragads of the steering committee
on monitoring and evaluation of social sector ptgevnith transparent mechanism
for taking actions on the reports on lines simitathe arrangements in the PMGSY
project.

* require line ministries to develop a system of ng@maent audit or a risk based
audit mechanism as an integral part of the desigheoscheme.

*1 Proposed rule no 212 (1) note 2 on utilizatiortifieate

46
Policy Note on Public Financial Management and Awctability in Centrally Sponsored Schemes (CSS)



DRAFT- PLEASE DO NOT CIRCULATE

* encourage the use of low cost off the shelf acengmiackage, which can also be
web-enabled should be considered by GOI for usthensocieties. Most of such
packages permit maintenance of accounts of mulppbgrams and consolidation.
The use of such accounting packages would not emdyple uniform and consistent
reporting, but also facilitate monitoring of casdldnces.

» consider making the proposed rule in GFR for praf@n of UC for central
autonomous bodies also applicable for CSS- bo#stng and society to address the
issue of excess reporting i.e. clearly distinguigtween physical funds available
and advances or deposits with suppliers, constmucigencies, staff etc which do
not constitute expenditure at that stage.
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IX: EXTERNAL AUDIT & LEGISLATIVE OVERSIGHT

1. The independence of the auditor from the exeewind the Legislature and the
auditors powers are well established in the Carigiit, well recognized and adequate.
Under the CAG’s Duties and Powers of the CAG Aettdn 13, it is the duty of the CAG
to audit the expenditure from the Consolidated Foibhdia and of each State and of each
Union territory having a Legislative Assembly. CA€arries out certification audit of
expenditures for CSS projects and also performaucht of selected CSS on an annual
basis

2. Treasury model - Audit Certification: under the Treasury model all CSS,
including externally aided are audited by the CAGis audit is in the form of an audit
certificate to confirm the eligibility of the expeitures incurred by the projects. The report
of the CAG? indicates a high level of backlog in the issuswih certificates.

Table No: VI
Backlog in submission of audit certificate by state for CSS
S.No | Schemes No. of schemes for which audit certificates were
Due to be| Actually Outstanding as on| Percentage
issued issued March 31, 2003 Outstanding
1 Central Plan Schemes 1339 860 479 36
2 Centrally Sponsored 4654 2257 2397 52
Schemes
Total 5993 3117 2876 48

3. The reasons for the delay in audit of accounthhe CSS are attributed to the
delay in submission of the Statements of Expenglitur the project implementing units.
This is also probably due to a lack of follow up e GOI for the audit reports. As the
projects do not prepare any set of financial stat@s) the audit opinion also takes the form
of a certification of the eligibility of the expemares incurred under the CSS rather than an
opinion on the financial statements.

4. In bank funded projects, where reimbursemerdgsnade on the basis of actual
expenditures incurred and not fund release, haslteds in the CAG disallowing
expenditures for which proof of utilization is nawailablé®. Such disallowances are
considered for recertification only during the sedpsent year's audit. The fact that states
continue to receive funds from the GOI, despiteassidentified in the audit reports of the
CAG means there is little incentive for the statesake action on the observations in the
CAG audit reports.

5. Society model: A society being a legal entity needs to prepareariomal
statements. The GFRs, 1963 require that thesaubmitted within one year from the close

2 Chapter 3 of Activity Report of Indian Audit ancc@ounts Dept for the year 2002-03
3 The WCD project has faced the problem of largaltismzance which has been partly recovered by the
Bank.
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of the financial year of the sociéfy As per section 14 (1) of the DPC Act the CAGlisha
audit any body or authority which is substantidilyanced by grants or loans from the
Consolidated Fund of India or of any State or Untemritory having a Legislative
Assembly However most societies are audited by chartereduatants appointed by the
governing body of the state or district societyeTdhartered accountants are required to
adhere to the Audit Assurance Standards issuetidbyQAI and provide an audit opinion
on the financial statements.

6. Quality and independence of private auditors While an opinion on the financial
statements is provided by the chartered accounthatguality of the financial statements
suffers on the following counts:

* lack of independence of the auditors as they argoiafed by the entities
themselves® Also most auditors prepare the financial statemehte to lack of
capacity of the staff, thereby undermining theleras auditors.

* given the large number of firms of chartered actanits adherence to the Audit
Assurance Standards issued by the ICAI is not adveagytain, though the ICAI has
started initiatives on peer review mechani¥ms

» there is no assertion or confirmation required tina funds have been used for
intended purposas

7. The follow up mechanism within the ministriestire GOI on the qualifications,
observations and internal control weaknesses, yif @entified in the audit report of the
state and district societies is also weak. The MaRdlelines for recent schemes have
incorporated a requirement of submission of adiiden report on audit observations.

8. In the United States the Office of the Managens Budget issued a circutr
which require auditors of not-for-profit entitiedieh receive federal grants to make certain
specific assertions in addition to providing anndgn on the financial statements which
include a report on the internal control relatedtie financial statements and major
programs, a report on the compliance with the laagulations and provisions of the grant
etc. Similarly certain additional assurances arplired to be provided by the auditors of
private sector companies in India under the Stat¢érna Companies (Auditors) Report
Order, 2003 u/s 227 (4A) of the Companies Act, 19%éditors of public sector banks in
India are also required to provide a Long Form tretiort (LFAR).

** The task force for review of the GFRs has recontedmreduction of the period to nine months. Most
projects require audit reports to be submitted iwiehto 9 months.

5 In the RCH project the GOI obtains a list from &G and circulates it to the state societies. Bhisgs in
some element of independence.

%% In recent bank funded projects one level of filias been introduced which requires that only ehedt
accountants empanelled with the CAG be appointedidiors and appointing one auditor per state has
shown improvement in the quality and consistenctheffinancial statements.

*"In bank funded projects an additional opinion o ¢ligibility of the expenditures incurred andimiad in
the SOE is provided by the auditors.

%8 Circular A-133 of the office of the Management &djet , Govt. of USA.
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Legislative Oversight

9. Performance audit: In addition to theegular audit certification the CAG carries
out performance audits of CSS. It is understootl dbaut three schemes are identified for
performance audit each year. These highlight differaspects of the scheme, including
design defects, programme performance, both fie&maeid physical, fund outlays, release
and utilisation, efficiency and effectiveness o¢ tlise of funds, institutional mechanisms
and adequacy of monitoring arrangements, etc. En@mnance audit report of the CAG is
also incorporated in the audit report of the statesn if no contribution is required to be
made by the staté3n the absence of any other formal reporting onpixéormance of the
CSS to the parliament or legislature this is oftemonly independent information available
to the parliament and the Public Accounts Commitie¢he performance of the CSS.

External reporting and Transparency

10. Each ministry is required to prepare an annegbrt covering all its activities,
including all CSS undertaken by the concerned riisluring a financial year. This is a
gualitative in nature and is required to be suleditto the parliament along with the
demand for grants.

11. Each ministry also submits along with the dednéor grants a Performance
Budget to be placed in the Parliament. The Perfoo@aBudget report is a collective
summary of activities proposed to be implementedthiy ministry. A review of the
performance budget of a few departments showsittima&inly contains the budget details
by various schemes and write-up about the schemeitias. It does not contain any
physical targets or outputs expected to be achiesedng the financial year. The
performance budget also contair Box 14-

details of the expenditure i.g From expenditures to Outcomes:

funds released by GOI to th{ Comments of the 12 Finance Commission on Performance
states towards CSS. Given tf Budgets

inherent  time-lag in CSS (para 4.61)

A critical part of budgetary reforms must incluséormation on
between transfer of fund§ to stay the relationship between expenditures and the sporeling
and the actual expenditure, th{ performance in producing real results as in deteingithe size
timeline does not permit the¢ of the budget and its allocation among differerddse Although
actual results (financial ang in the past there have been attempts at introdysertprmance
physical outputs) to be reporte budgets, such endeavours have receded in import@iheee is g

. need to bring back performance budgeting as awmgralttgart of
agalns_t the planned .targets. Th preparation and evaluation of budgets, both for dbetre and
there is no systematic and anny states.

feedback mechanism on actual
performance of the CSS to the parliament in GG, |#gislatures in the states. The absence
of such a mechanism reduces the incentive to sedffipent systems and standards for
reporting.

¥ The PMGSY which is a 100% financed by the GOI asels the society model has audit findings included
in the state as well as the report of GOI (year3200)
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12. The state and district societies are alsoempiired by the Societies Registration
Act to publish their accounts. In practice a fewjpcts are publishing the annual report
together with the audited financial statements # daqy the state society in Gujarat
implementing the SSA program and the state sodretyttar Pradesh implementing the
WCD project publish an annual report together \lign audited financial statements.

13. Way Forward: the framework for external financial audit, perf@mce
reporting and transparency in CSS needs considesat@ngthening. While the quantum of
funds in CSS has grown the audit assurance mechdms not been received adequate
attention. GOI should:

* In view of risk of diversion of funds of CSS by t&s as highlighted in the CAG
audit reports, GOI should address of backlog innsabion of audit certificates
from the states and set up mechanisms for mongotimely submission audit
certificates from the states.

» Given that large amount of public funds are routedugh the society route, approx
Rs 300,000 million per annum (based on budget estisnof financial year 2005-
06), the process of selection and appointment aftehed accountants as external
auditors for state and district societies requatesngthening to bring in an element
of independence. Alternatives could be a procesgasito the appointment of the
audit of Public Sector Units (PSUs), where the mudiare appointed by the CAG
or a selection of auditors by a panel, as createdhe appointment of auditors of
Pubic Sector banks.

» develop a standard ‘Terms of Reference’ in consaftawith the CAG for chartered
accountants auditing societies to cover a list dditboonal issues such as internal
control, control over assets, inventory, recontidia of reported expenditure with
actual expenditures, physical verification of a plarof projects/ beneficiaries and
on which specific assurances may be sought.

» consider de-linking the performance report for G the performance budget to
reflect the inherent lag between the fund releas® the actual expenditure. The
performance report could be submitted to the paeiat after a period of six-nine
months after the close of the financial year whd@ormation on actual outputs and
fund utilization achieved as compared to the pldntagets is available. Similar
report could be submitted to the state legislatmethe performance of the CSS
relating to the state. The performance report gshaldo include the action taken on
observations of the CAG performance audit repdrss would not only provide a
mechanism to report to the parliament but alsdéonedia and other stakeholders
and will provide support to a shift in focus froomfl release to actual financial and
physical outputs and also provide an impetus taravg the quality of monitoring.
In addition additional disclosures can be maddeannual accounts of the GOI on
the status of financial performance of the CSS.
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* Require the state and district societies should &aks require prepare an annual
report reflecting the performance for the year tbge with audited financial
statements within a specified limit frame after these of the financial year. Such
reports should be made public and could be hostedeweb sites.

* The MoRD should consider putting findings and déleéon taken on reports of the
district and national Level monitors also on thebgite. Other ministries to be
encouraged to follow the transparent mechanisnmugdab monitor quality in the
PMGSY project.
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X.IMPACT OF THE INVOLVEMENT OF PRIs IN CSS

1. The MoRD has the largest budget among all the ministries in the GOI for
CSS. It finances various programs in the area okpy alleviation, rural employment,
housing and roads. A large number of these progeamemplemented by the three tiers of
PRIs. Currently PRI are not playing a significaaterin most CSS which the Bank is
currently supporting in the health and educatiariass. However with the decentralization
agenda of the GOI in conformity with the¥8onstitutional amendment, the likely trend is
one of increasing involvement of PRIs in all thetees. Karnataka has taken the initiative
to devolve functions, functionaries and funds te tARIs and other states like MP,
Rajasthan and UP have also made significant predgreachieving devolution of powers.
This will increasingly need to be reflected in thesign of the CSS and the public financial
management and accountability framework in PRI$ aldo critically impact the overall
financial accountability framework for CSS. The CAG its report has consistently
reported the issue of diversion and over-reporthgxpenditures in projects of the rural
development. (See table II) This study draws ondbeclusions of a parallel synthesis
study on Public Financial Management and Accoutitglin PRI’s:*°

2. The synthesis study on PFMA in PRI indicatest tttee accounting and
accountability framework in PRI is still evolvingéthere are several weaknesses; the need
to strengthen the framework for accountability,exsally mechanisms to ensure adherence
to basic financial controls, putting more trainet@ntants on the ground to match the
increased levels of financial responsibility. Thesee however a series of ongoing
initiatives at the Centre and State levels thatehdke potential for altering the
accountability landscape in PRIs. Furthermore, eéhare several success stories. All
stakeholders, especially other states, need to nake of these initiatives and consider
emulating them. The conclusions on specific aspadisancial management are:

3. Planning and Budgeting: While the state Acts and Rules contain elaborate
provisions for the preparation and approval of BRdigets, there is a lack of information
about the progress of projects at the village ledsl the flow of funds is unpredictable
from the higher tiers, budgeting in all three Payelt tiers becomes a top-down rather than
bottom-up and demand driven. In addition, sincedetidg is done in an unrealistic
manner, there is no serious attempt to forecastness and expenditures. Budgets are pro
forma, they are prepared only to comply with statytrequirements; they are not used as a
tool for financial control or long-term planning.

4. Fund Flows: The flow of funds to the three tier Panchayats igatonsist of

Plan assistance from the Central and State govensmidowever, the timing and amount
of these funds varies considerably from one statnbther and is generally unpredictable.
What further complicates the situation is that ¢hésnds come through many different
paths and banking arrangements and clearance quebdakes a long time. Also CSS
funds typically move from MoRD to DRDA accountsethto the three respective tiers of
PRIs. In Rajasthan, the ZP receives these funésttlirand then it moves sequentially to
the Panchayat Samiti and then to the Gram Panchayat

% World bank report on Public Financial Managememt Accountability in PRI’s

53
Policy Note on Public Financial Management and Awctability in Centrally Sponsored Schemes (CSS)



DRAFT- PLEASE DO NOT CIRCULATE

5. Internal Control and Internal Audit: In general, the Panchayati Raj Act and
Rules of States provide for a tight set of intercanhtrols on the use of PRI resources.
However, these controls have not curbed the thalssaof reported frauds and
embezzlements at the PRI level. The various StatnEial Accountability Assessments of
the Bank (SFAAs) have documented that internaltaadiither non-existent or inadequate
at the PRI level.

6. Accounting: The accounting practices adopted by the Panchasats, of which

is an accounting unit, do not reflect the financedources entrusted to them. Their registers
and books of accounts have not been upgraded tieetieem to account for the increased
and diversified flow of resources in the presentedéralized system. There are no
accounting standards or uniform accounting codesPnchayats. Variation exists even
within the same State. Furthermore, the accouetsfaen late and unreliable. However, the
lack of reliability is changing as a result of @&emmendation put forth by the Eleventh
Finance Commission, namely it entrusted the Teethriiziidance and Supervision (TGS)
of PRI accounts to the CAG. To fulfil the TGS matejathe CAG has prescribed
accounting formats for PRIs, as well as auditirrmagards, guidelines for certification audit.
Eighteen states are in an advanced stage of implamgethese formats; several others are
modifying the formats in keeping with local requirents. PRIs are also constrained by lack
of capacity particularly GPs. In Uttaranchal onerstary is allotted five to six GPs and it is
the responsibility of this person to maintain tieeaint books.

7. External Reporting and Transparency: Organized financial reporting is scant
in any of the three PRI tiers. Each PRI tier subrfitancial and physical performance
reports to the next higher tier. The frequencyegfarting, the level of detail and quality
of information contained in them varied significgnacross the states and also within
the same state. To improve accountability, the @érnd State Governments have
issued many directives that focus on enhancingspamency in the use of funds. One
outcome has been to create a ‘fourth tier of togtbns/ Community-Based
Organizations (CBO) below the GP. The goal is teue@ more participation by people
closest to project execution and to expect greateountability from them. Giving the
electorate access to information and introducingas@udits at th&ram Sabhdevel
help to ensure transparency. Good practices woethtioning are:

* Right to Information Act (pioneered in Rajasthaawnintroduced in seven other States)

* The posting of GP accounts for public display (kdaka, UP and Kerala amongst
others)

* Televising Gram Sabha proceedings (Karnataka)

» Vaarta Boards at ward headquarters display daflyrimation regarding the names of
workers, material costs, etc (Kerala)

» Citizen's charter specifying responsibilities ofckaPRI tier (Andaman & Nicobar
Islands)

» Jan Sunvai or public hearing (Rajasthan)
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8. External Audit: The statutory auditor of Panchayats in all threestis either the
Local Fund Audit (LFA) or the CAG. Chartered acctants are engaged by the District
Rural Development Agency (DRDA) audit CSS fundslthdugh there are many audits,
they tend to be late. Moreover, audit proceduredauoking or deficient. For example, PRI
auditors are not required to verify assets nor dbesaudit encompass the existence,
completeness, valuation, presentation and dis@asiuthe financial statements. In addition,
there is no mandate for PRIs to publishing theinuah performance reports or their
certified financial statements. However, the TG$hef EFC has made recommendations to
improve the accountability of PRIs; the CAG hasspribed an audit methodology and
procedures for LFA.

9. The monitoring and evaluation reports of the NdSRalso indicate a low level of
awareness in the community regarding schemesbéikigicriteria, eligible benefits, details
of works and the types of works that could be utadken under the schemes. The reports of
the District Level Monitors (DLM) also indicate tasices of wrong selection of
beneficiaries especially in the rural housing schem

10. Conclusions and the way forward: More than a decade after the 73rd
Constitutional Amendment, PRIs are still evolvirhere is a need to strengthen the
framework for accountability at PRI level, espdgiahechanisms to ensure adherence to
basic financial controls, putting more trained asdants on the ground to match the
increased levels of financial responsibility, enting awareness, transparency and public
involvement. From a CSS perspective the conclutiah can be drawn is that the state of
affairs adversely affects the level of fiduciarysasnce in projects where funds flow to
PRIs. There are a large number of schemes whiadhreethe PRI's to maintain separate
bank accounts at the GP level and submit sepaudieed utilization certificates (UC). In a
sense, these UCs are issued and audited in isolattientity accounts; are often submitted
on a provisional basis, particularly at year-emdcomply with requirements for drawing
the second instalment under the CSS even thougimedkpres may not have been incurred.

11. To strengthen accountability, the Central &tate Governments have issued
many directives to enhance transparency in thet&ends. Two fundamental tools which
will help to improve this situation are giving tleectorate a right to information and
introducing social audits at the Gram Sabha |elkére are various initiatives to improve
the financial management capacity and scope, cgeeemnd independence of external
auditors.

12. Going forward, it is important build on variogaccessful initiatives in states
like Rajasthan, Karnataka etc to increase the awaeeof rural populations regarding the
usage of public funds and the importance of andquores for social audits and their right
to information and transparency.

®1 Report on Monitoring and Evaluation of Rural Deghent Programs, MoRD, GOI , 2004
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XI. FINANCIAL MANAGEMENT CAPACITY

1. The role of financial management in the minestyiin the context of CSS, has
been largely confined to one of fund release atidvioup for utilization certificate (UC)
and audit reports and not on the broader aspedtsasfcial management such as planning
and budgeting, internal control, monitoring of stgirogram units, training, financial
reporting and audit assurance. This is primarilg thuthe perception of the role of financial
management i.e. one of a control and accountingtifum rather than one that can support
and facilitate effective program implementation.isTts best amplified by the wording in
the GFR — rule 151 (2) which reads “......... the minegriwill ‘watch’ for receipt of
utilization certificates’. Similarly the state orsttict societies the role of finance staff is
limited to accounting not on the broader aspectiahcial management and certainly not
one of oversight and monitoring of lower level implenting units.

2. The responsibility for the financial managemevithin the line ministries
implementing CSS also appears to be fragmentedeeetthe CPMU, the IFD and the
CCA within each ministry. To illustrate the CPMU rissponsible for financial monitoring
of the program, the IFD has responsibility for adong sanctions for fund release and the
CCA for accounting and internal audit. In addititme sensitivities with center- state
relationship, often preclude the core financial agament issues from being adequately
addressed, both during formulation and implememtatif CSS. These have a bearing on
staffing the finance function with people of theuesite skill set at all levels, GOI, states
and districts. The 12 Finance Commission has also commented on the &fck
professionalized accounting personnel and the needpgrade the skills of accounting
personnel particularly at the lower and middle lsva the accounting hierarchy and has
recommended the setting up of a National Institditeublic Financial Accountarfts

3. GOI Level: In most of the Bank funded projects the finanoection within the
CPMU is looked after by consultants, with a feweptons like the AIDS Control project
where the GOI decided to create a position of Dare@Finance) during the inception of the
phase Il project. In the WCD project (USD 240 roit), the finance functions in the
CPMU is being managed by only one officer with sapfrom two clerical level staff. This
has restricted their ability to effectively monititre financial management performance of
the project in the states. In RCH-I, for a larget plae project was handled by one finance
consultant. The IFD and the CCA also appear todmstcained by staff capacity to have an
effective oversight over various CSS programs

4. State Level:There is a lack of capacity, both in terms of nemaf staff and the
skill set§® in the states and districts. The existence of nsmngll programs also does not
justify deputation of staff from the state goverminer for engaging a full time finance
staff on contractual basis. In DRDAs out of the @48imber of sanctioned positions of
finance staff in approx 250 district 657 positicare vacant are vacéhtin the projects

%2 para 14.18 of the ¥Finance Commission Report

83 Often the finance staff in the district implemegtiunits are not familiar with double entry accongiand
basics of internal control and the financial stagets are prepared by the auditors.

% Information from approx 250 districts as availaiiéhe website of MORD (rural.nic.in)
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reviewed during the field visits generally finarstaffing was found to be inadequate e.g. in
the Tuberculosis (exception of Tamil Nadu) and R@idjects, financial management
aspects at the state level and more so at thectlistvel were being ‘managed’ by persons
who have had little skill sets and experience imaging the finance function. At one
district in the Tuberculosis project the accouneravbeing maintained by a technician.
Similarly in RCH phase | project district level #tavas also found to be inadequate, and
often persons undertaking finance related respuitigi® had to take help of personnel from
other projects. The WCD project on the other hamuich at the state level is integrated
with general Integrated Child Development Progrd@DS) program was found to be
relatively better staffed in the states. SimilaHg NACP-II project has put together a good
staffing structure for the finance function at gtate level and is one of the reasons for the
successful implementation of the computerized fnginmanagement system. One of the
constraints has been the low cost norms approveddoountants’ by the EFC.

5. The bank study on PFMA in PRI has concluded that lack of capacity
(adequacy and skills) as one of the critical cansts which needs urgent attention (see
section XI)

Box 15:
Recognition of Role of Financial Management in progam support
RCH-II Approach

This mindset however is showing some signs of ceang the RCH, Phase Il program the MOHFW,
recognizing that program and financial managemeatcaitical to program implementation is augmentjng
such capacities in the state and districts and ®mpong them with qualified finance staff. A Finaac
Management Group (FMG) headed by a Director (Fiepmdth support from qualified finance consultants
has been created within the MOHFW with overall cespbility for all the financial management aspeuts
the program. This frees the technical professidmatoncentrate on technical review and support.uReg
training of financial management staff is also@tegral part of the RCH-Il program

6. Way forward: the lack of financial management capacity affeitts control
environment and impacts the implementation of tteg@mams. Going forward GOI should:

* recognize the need for skilled finance staff toprpthe effective implementation
of CSS. It should review the experience of cer@85, where a position of Director
(Finance) with appropriate support team has beeated within the ministries, to
provide financial management support and considédibg this into all programs
in the design stage itself.

* The GOI could consider agreeing with the statespaadcribing certain desired skill
sets (e.g. minimum qualifications, IT literate eat)d the job description for the key
finance functions in the state and districts. Tdoslld definitely be feasible if the
number of CSS and implementing units are merged.

» Capacity building and training of the finance stffall levels should be an integral
part of the program and more particularly at the BRel where increasingly larger
resources are expected to flow. In the near teen@®I| could consider engaging
various national institutions such as the Institofe Pubic Auditors, National
Institute of Financial Management etc to devel@ning modules and impart for
finance staff.
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ANNEXURE |

Compiled list of CSS as of Financial Year 2004-05

Name of the Scheme

DEPARTMENT OF AGRICULTURE AND CO-OPERATION
Technology Mission on Cotton/Intensive Cotton prog
Technology Mission on Horticulture for NE Regions
Agriculture Census

Macro Management

Integrated Scheme of Oil Seeds, Pulses, Maize, Oil Palm
Comprehensive scheme for collection of Agricultural
Statistics/improvement of agricultural Statistics/

On-Farm Water Management(New)

DEPARTMENT OF ANIMAL HUSBANDRY AND DAIRY
National project on Cattle and Buffalo Breeding
Assistance to State Poultry/ Duck Farms (includes)
Livestock Health

Integrated Dairy Development Project
Development of Inland Fisheries & Aquaculture
National Welfare of Fishermen

Development of marine Fisheries, Infrastructure
Conservation of Threatened Livestock Breed
Strengthening Infra. For quality & Clean Milk
Fisheries Training & Extension including HRD
Integrated Sample Survey

Livestock Census

Strengthening of Data Base & Infrastructure

Feed and Fodder(old)

Assistance to States for Establishment & Improvement of abattoirs
carcass by Products Utilization Center

MINISTRY OF COMMERCE
Assistance to States for IDE

DEPARTMENT OF DRINKING WATER SUPPLY
Accelerated Rural Water Supply Programme
Central Rural Sanitation Programme

DEPARTMENT OF ELEMENTARY EDUCATION AND LITERACY
National Programme of Nutritional Support to Primary Education(MDM)
Sarva Shiksha Abhiyan(including DPEP)

Kasturba Gandhi Swatantra Vidyalaya

Literacy Campaigns and Operation Restoration

PL & CE (Conti. Education for new literates)

Support to NGOs in Adult Education (including National Population
Education Project)
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FY 2004-05
Budget
Estimates

(Rs in crores)

50.00
200.00
13.83
1034.94
152.75

24.76
50.00
1526.28

55.00
8.67
102.50
41.50
27.00
24.50
46.00
6.00
38.42
2.50
7.50
68.39
15.00
15.50

0.00
458.48

425.00
425.00

3148.00
400.00

3548.00

1675.00
3725.23
100.00
26.00
157.24

26.25
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Restructing & Reorganization of Teacher Education

MINISTRY OF ENVIRONMENT AND FORESTS

Common Effuent Treatment Plant

Environment Management in Heritage,Pilgrimage and Tourist Centres
including Taj Protection Mission

Biosphere Reserves

National River Conservation Plan (NRCP)

NRCP (EAP)

National Lake Conservation Plan

Project Tiger

Eco-development around Protected Areas (EAP)

Project Elephant
Conservation and management of Mangroves, Coral Reefs and Wet
Lands

Development of NP & Sanctuaries
National Afforestion Programme (NAP)
Integrated Forest Protection Scheme (IFP)

DEPARTMENT OF ISM & H(now AYUSH)
Development of Institutions

Hospitals and Dipensaries

Drugs Quality Control

DEPARTMENT OF HEALTH
National Leprosy Eradication Programme
National Tuberculosis Control Programme

National AIDS Control programme including Blood Safety Measures and

National S.T.D. Control Programme

National programme for Control of Blindness

UNDP Pilot Initiatives for Community Health

Integrated Vector Borne Disease Control Prog

National Cancer Control programme

National lodine Deficiency Disorders Control programme
National Mental Health programme

Hospital Waste Management

Assistance to states for Capacity building (drug quality)
Assistance to states for Capacity building for drug & PFA
Drug De-addiction Programme including assistance to States
Disease Surveillance Programme

DEPARTMENT OF INDUSTRIAL POLICY & PROMOTION

Growth Centre Scheme

Central capital Investment Scheme-NER to be transferred to DONER
Central Interest Subsidy Scheme-NER to be transferred to DONER
Comprehensive Insurance Scheme

Package for Special category States J & K

Transport Subsidy Scheme

Capital Investment Subsidy Scheme (old)
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4.00

1.00
8.00
254.20
62.00
45.00
30.00
7.25
13.00

11.00
43.00
230.00
100.00
808.45

26.20
20.02

7.03
53.25

55.00
140.00

476.00
88.00
0.00
296.00
60.00
8.00
33.00
5.00
20.00
23.50
7.00
50.00

1261.50

25.00
0.01
0.01
0.01

70.00

36.00
0.25
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MINISTRY OF LABOUR

Rehabilitation of Bonded Labour

Estt. Of new ITls in Northern Eastern States & Sikkim & J & K (100%
assistance)

Testing and Certification of skills of Workers in the informal sector

DEPTT. OF LAND RESOURCES

Integrated Wasteland Development Programme (IWDP)
Drought Prone area Programme (DPAP)

Desert Development Programme (DDP)

Modernization of Revenue and Land Admn.

MINISTRY OF LAW AND JUSTICE
Development of infrastructure Facilities for the Judiciary

MINISTRY OF NON CONVENTIONAL ENERGY SOURCES
Small Hydro Power

SPV Demonstration

National project on Bio-gas Development (NPBD)

Integrated Rural Energy Programme (IREP)

MINISTRY OF ROAD TRANSPORT & HIGHWAYS
Roads/Bridges of Inter-State and Economic Importance
Model Driver Training School

MINISTRY OF RURAL DEVELOPMENT
Rural Housing/IAY

SGSY

DRDA Admn.

SGRY

Training

PMGSY

Food for work

DEPARTMENT OF WOMEN AND CHILD DEVELOPMENT
Integrated Child Deveplopment Services

World Bank Assisted ICDS Projects

Integrated Women's Empowerment Programme (Swayamsiddha)
Training of ICDS functionaries

Balika Samridhi Yojana

Rural Women's Development and Empowerment Project (Swashakti)

MINISTRY OF TRIBAL AFFAIRS

Scheme of PMS, Book banks and Upgradation of Merit of ST Students
Research and Mass Education, Tribal Festivals and Others

Ashram School in TSP areas

Scheme of Hostels for ST girls and boys

DEPARTMENT OF SECONDARY & HIGHER EDUCATION
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Integrated education for Disabled Childern (IEDC)
National Merit Scholarship Scheme

Area Intensive Modernization of Madarasas program
Vocational Education & Training

Access and Equity

Information and Communication in Schools (ICT in Schools)
Quality Improvement in Schools

Development of Sanskrit Edn.

Appointment of Language Teachers

Education in Human Values

National Scholarship Programme

MINISTRY OF SHIPPING
Inland water Transportation Scheme implemented by States

MINISTRY OF SOCIAL JUSTICE AND EMPOWERMENT
Scheduled caste Development Corporation (SCDCs)
Implementation of PCR Act, 1955 & the SC/ST (POA) Act, 1989
Post matric Scholarships and Book banks for SC students

Merit based scholarships for OBC and minority students

Scheme for prevention and Control of Juvenile Social Mal-adjustment
Pre-Matric Scholarships for Children those engaged in unclean
occupation

Hostels for SC & OBC boys and girls

Coaching and Allied scheme for SCs/OBCs & other weaker sections
Employement of the handicap

Up-gradation of Merit of SC Students

DEPARTMENT OF TOURISM

Product / Infrastrucrure and Destination Development
Computerization and Information Technology
Integrated Development of Tourism Circuits

Revival of Tourism in J & K (J & K Package)
Assistance for Large Revenue Generating Projects
Market Research including 20 years perspective plan

DEPARTMENT OF URBAN EMPLOYEMENT & POVERTY
ALLEVIATION

SJSRY

Valmiki Ambedkar Awas Yojna (VAMBAY)

Integrated Low cost Sanitation Programme (ILCS)

Night Shelter

National Scheme of Liberation & Rehabilitation of Scavengers & their
Dependants (NLSRS)

Solid Waste Management and Drainage in 10 Selected IAF Airfield

DEPARTMENT OF URBAN DEVELOPMENT

Accelerated Urban Water Supply Programme for Small towns with
Population less than 20000
Mega City
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Integrated Development of Small & Medium Towns (IDSMT)

MINISTRY OF WATER RESOURCES

Command Area Development & Water Management Programme
Rationalization of Minor Irrigation Statistics

Critical Anti- erosion works in Ganga Basin States and

maintenance of flood protection embankments in Kosi & Gandak
Critical anti-erosion works in coastal and other than Ganga basin States
Improvement of Drainage in Critical Areas of the Country

Flood proofing Programme in North Bihar

YOUTH AFFAIRS AND SPORTS
National Service Scheme
Scheme Relating to Infrastructure

MINISTRY OF TEXTILES

Handloom Export Scheme

Deen Dayal Hathkargha Protsahan Yojana

Cotton Technology Mission (Mini Mission iii & iv)
Apparel Park for Export

Textile Centres Infrastructure Development Scheme
Weavers Welfare Scheme

Workshed-cum-Housing Scheme

Catalytic Development Programme (Sericulture)

MINISTRY OF AGRO & RURAL INDUSTRIES
Cooperativization

DEPARTMENT OF FAMILY WELFARE
Sub centres

Urban FW Services

Direction & Administration

Area Projects (IPP Projects)

Basic Training for ANM/LHVs

Free distribution of contraceptives(l) Conventional contraceptives 35.00
(1) Oral Contraceptive 18.5 (ii) IUP 24.2
Sterilization

Immunization

Pulse Polio

Maternal Health

Training

Other Projects under RCH

Maternity Benefit Scheme

Information, Education and Communication
Empowered Action Group

Family Welfare Link Health Insurance Plan
Contractual Services /Consultancies
Adolescent Health

MTP services (Manual Vac. Aspirator for safe)
Child Health
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USAID Assisted Area Project

EC Assisted SIP Project

Maintenance & Strengthening of HFWTCs
Basic Training for MPWs Workers (Male)
Strengthening of Basic Training Schools
Role of men in planned Perenthood
Routine Immunization Strengthening
Other RCH Interventions and services
Logistics Improvement

RTI/STI prevention and management
Urban Slums Projects

Maintenance of vehicle already available
District Projects

Community Incentive Scheme

Supply of Mopeds

F.W. Training and Res. Centre, Bombay
NIHFW, New Delhi

IIPS, Mumbai

Assistance to IMA

Population Research Centres

CRDI, Lucknow

ICMR and IRR

National Population Stabilization Fund
Social marketing of contraceptives
Testing Facilities

NGOs and SCOVA

Travel of Experts/Conferences /Meetings etc.
International Cooperation

Social Marketing Area Projects

Jan Shikshan Sansthan

Policy Advocacy/Seminars/Melas

Other Research Projects

DEPARTMENT OF CULTURE
Setting up of Multi-purpose cultural complexes for children

GRAND TOTAL OF CSS

60.00
300.00
15.70
9.40
2.80
3.20
3.00
76.00
2.00
3.25
25.00
55.00
0.00
1.00
0.00
153
4.75
1.60
0.25
7.33
2.30
30.00
0.00
252.50
0.45
44.00
1.00
1.70
10.00
28.00
3.00
0.00

5513.39

9.00
9.00

39507.11
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ANNEXURE I

Major CSS with projected budget estimates for the gar 2005-06

(Rs. in millions)

Revised Revised Budget
Scheme budggt Budg_et Estimates

Allocation | Allocation [note]
2003-2004| 2004-200% 2005-200
Sampoorna Gramin Rojgar Yojaf8GRY) 96400 45900 36000
Nacional Food for Work PrograthNWWFP) - 18180 54000
Prime Minister's Grameen Sadak YojafRMGSY) 20900 22190 38100
Rural Housing : mainlyndira Awas YojndlAY) 17100 26070 25000
Swarnajayanti Gram Swarozgar Yoja(8GSY) 7200 9000 8620
Sarva Shiksha AbhiygisSA) incl. DPEP 35323 53536 77560
Mid-Day Meal 13750 15075 30110
Accelerated Rural Water & Supply Programme 23260 26100 36450
Integrated Child Development Scheh€DS) 18015 19344 33150
Reproductive and Child Heal{RCH) 4424 4859 13810
National AIDS Control Programm@&ACP) 2050 4220 4770
Macro Management 5490 10370 7820
Immunisation program & eradication of Polio 7632 10175 13050
TOTAL 251543 265018 378439

Note: The above outlays are based on Budget Estsras provided in Budget document for FY 2005-
06, presented to the parliament.
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ANNEXURE Il

Clarification on applicability of the Accounting Standards of ICAI to Not-for-Profit
entities

The ‘Preface to the Statements of Accounting Statsjaissued by Institute of Chartered
Accountants of India, states the following:

“3.3 The Institute will issue the Accounting Sdards for use in the presentation of the
general purpose financial statements issued tpubéc by such commercial, industrial or
business enterprises as may be specified by thitutesrom time to time and subject to the
attest function of its members....”

3.28 The Institute has issued the following Cladfiorf® regarding the exact purport of the
above paragraph of th&reface.

“The reference to commercial, industrial or bussnesterprises in the aforesaid
paragraph is in the context of the nature of ai#igicarried on by the enterprise rather than
with reference to its objects. It is quite possilhlat an enterprise has charitable objects but
it carries on, either wholly or in part in part,tiaities of a commercial, industrial or
business nature in furtherance of its objects. Bbard believes that Accounting Standards
apply in respect of commercial, industrial or besi#& activities of any enterprise,
irrespective of whether it is profit oriented or established for charitable or religious
purposes. Accounting Standards will not, howevpplyato those activities which are not
of commercial, industrial or business nature (eag.,activity of collecting donations and
giving them to flood affected people).

It is also clarified that exclusion of an entityorfn the applicability of the
Accounting Standards would be permissible onlyafpart of the activity of such entity
was commercial, industrial or business in natume.the removal of doubts, it is clarified
that even if a very small proportion of the actest of an entity was considered to be
commercial, industrial or business in nature, tliegould claim exemption from the
application of Accounting Standards. The AccountBigndards would apply to all its
activities including those which were not commdrdradustrial or business in nature.

3.29 From the abovementioned Clarification, it pparent that the Accounting Standards
issued by the Institute do no apply to an NP@o part of the activity of such entity is

commercial, industrial or business in natufEhe Standards would apply even if a very
small proportion of activities is considered to e@mmercial, industrial or business in
nature. It may be mentioned that since the Accognstandards contain wholesome
principles of accounting, these principles provide most appropriate guidance even in
case of those organisations to which Accountingi&ieds do not apply. It is, therefore,
recommended that all NPOs, irrespective of the faet no part of the activities is

commercial, industrial or business in nature, sthdallow accounting standards issued by
the Institute

% Published ifThe Chartered Accountan8eptember 1995 (page 79)
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ANNEXURE IV

CONCLUSIONS OF A STUDY ON FUNDS FLOW BY THE PLANNIN G
COMMISSION

Major conclusions arrived at in a study commisstbiy the Planning Commission on
‘Flow of Funds and Monitoring Arrangements undeleseed Centrally Sponsored and
Earmarked State Plan schemes’:

» Transfer from GOI to state treasuries: Generallysiiaccepted that under Treasury
model, fund transfer mechanism is much faster betw@Ol and State, there is a need
to evolve better release procedures, if both gresteuracy and timely credit are to be
ensured. The study noted that in its sample ofstesms over a 3-year period, 69%
releases took more than 15 days to be creditethte &ovt. accounts. Though similar
transfers which involved Ministry of Finance, sudelay was only around 1%.
Regarding the accuracy, the study noted that aldf#4i releases could not be traced to
the state Govt. accounts at the RBI.

* Though overall conclusions for society model onetitag were not reached, mainly
because of data limitations, however scheme-wisaildgrovide evidence to suggest
large delays in the funds reaching the last stagthe PRI institutions. Funds to district
level under DRDA are much faster compared to athedes.

» States with better account keeping systems appesraw lesser time lags. This is also
correlated to level of fiscal stress being expaerehby states. At central level, schemes
with an ability to enforce greater adherence todawns of prior expenditure by the
states before making subsequent releases, cldalyesi smaller time lags in releases
at the intermediate level.

* The conclusions on time lags in funds flow draveriion to the importance of need to
adhere to appropriate design principles if betteplementation is to be secured. In
themselves, time lags in expenditure can, to aengéxbe curtailed if the operational
guidelines, monitoring systems and penal provisiares well structured. But spend
pressure at the central level needs to be tackladherence to even better design of
these spheres has to have meaning. A core issthee girincipal agent problems and
consequent lack of ownership at state level wilké@eer, still continue to be bedevilling
such transfer schemes. This can be mitigated oplyeducing the number of such
schemes and restricting them to matters involviggicant spill overs.

* Overall, in sum, the conclusion of this study isttlit is not the type of release
mechanism that is critical to lesser time lags @htime lag is an appropriate proxy for
this) of better performance. It is adherence to #egign principles that matters far
more and it is this area that really needs attantio
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ANNEXURE V

INSTANCES OF VARIATION IN ACCOUNTING POLCIES ADOPTE D BY
STATE AND DISTRICT SOCIETIES*

* Grantin aid received from GOI by the states treéai® ‘Revenue Grant’ in some
projects, while in other it is treated as a Cajisaant’

» Civil works and equipments supplied to implementimits eg schools or health centers
shown as assets in the financial statements afdbiety or charged to expenditure

» Deposit with Public Works Dept for civil works clygd to expenditure or treated as an
advance till receipt of a utilization certificate.

» Advances to NGOs treated as advances or chargeganditure

» Depreciation charged by some projects and not hgrst

» Commaodities received in kind accounted for in tbeks of account or ignored

» Basis of accounting is either Accrual basis or (zasis.

* from various audit reports of bank financed progect
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ANNEXURE VI
INTERNAL CONTROL WEAKNESSES**

» Bank reconciliations are not prepared or preparext @ year.

» Lack of segregation of duties

* No monitoring of advances to NGOs

* Fund transfers from GOI to states, states to distrand between districts are not
reconciled.

* Only a cash book maintained and staff not famikiéh double entry accounts

» Lack of serial control over vouchers

» Lack of fixed assets & physical verification is efssis carried out

» Advances settled with insufficient supporting doems

» Physical Cash verification not carried out on aufagbasis

** as per findings in the study by AF Fergussonstrengthening of accounting, financial managememnt a
management information systems for the GOl RCHS®wlor Investment Program
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ANNEXURE VIl
Extract From the Report of Working Group °® on Strengthening Monitoring and
Evaluation systemfor the social sector development schemes in theuntry
SYNOPSIS OF RECOMMENDATIONS

a) Mechanisms which could facilitate monitoring

At all India level

» Amalgamate, scrap CSS as necessary. There shoulhpéew schemes in the social sector so
that M&E can be dome focally and thoroughly.

» To have a central institute to coordinate betwa#ardnt monitoring agencies. The agency will
hold review meetings with central nodal ministréesl the state govt. to evaluate performance
of various programs. The decisions taken in theerevmeetings should be binding on the
central ministries and the state Govt. for imprgvihe performance.

» Budget fixing should be based on performance ofstiieme. Present practice of fixing budget
based on last financial year's expenditure shoeldjiven up. Flexibility to award additional
funds for better performance of the states/UT ghbel considered.

» Tentative targets for next financial years be fixedore the commencement of the year in line
with financial allocations. These should be finatizand intimated to each state latest by 31
May. Presently targets are fixed by Planning Comaimiswithout considering funds available.

* Implementation unit cost be developed for simileliesnes across the states and this should be
compared across states.

At State level

» Each state to constitute a committee headed byf Ghirgster / Chief Secretary to monitor
follow-up actions on the monitoring and evaluatieports.

» State Plan divisions and sectoral divisions of Bl@nning Commission should monitor and
evaluate performance for the preceding year, of dteges and administrative ministries
respectively, before recommending release of funds.

» Financial monitoring to prevent diversion of deymitent funds to non-developmental activities
be made part of review when releasing funds tsthees.

» State Govts. should have program review committeéates, districts and block levels.

At District Level

% A working group was constituted in October 2000stiengthening monitoring and evaluation systemsdaial sector
development schemes. It consisted of members fnenPtanning Commission, ministries/ departmenth faicus on
social sector, planning secretaries from seveerstdMoF, CAG, academicians from reputed institates universities
The Terms of reference was to .

review existing machinery and systems of M&E intcainministries / CSS / projects and State Plars@s
suggests measures for strengthening M&E organisatiothe country

suggests institutional framework for linking M&Esrdts with planning, policy making and public spergd

to suggest areas of use for IT

suggest measures to involve research institutiomisersities ,PRIs, NGOs to improve quality of M&fthe country
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District Collector, heads of the monitoring uniteald have a minimum of 3 year stay in their
positions.

At Grass-root levels

States should involve panchayats / Nagar Palikgdainning, designing and monitoring of all
programs at the grassroots level. This is in comsoa as envisaged under7& 74"
amendments.

b) Transparency

d)

Monitoring will become more effective by enhancitmgnsparency at the grass-root level by
publicizing lists of beneficiaries and works comiptiand preparing social maps.

Staffing, Training, IT

Use multi-disciplinary teams. Diversion of stafisdoned for monitoring should be stopped.
The performance evaluation of grass-root functi@sashould be based more on outcomes
rather than target outputs or allocated financials.

Report recognizes spirit of experimentation inrigyto improve performance and states that if
genuine errors are punished, improvements will eésse.

It lays importance on choosing relevant indicatorfudge performance at input level, output
level and at impact level, but with minimum numbeféndicators.

Recognizing the importance of Training and IT in E&it suggests setting up of a national
training institute in 10 Plan. Recommends use of palmtops for monitoriritsin the field to
cut down on time in collection of data.

Recognizes need for networking of all villages &tatks of all social schemes for improving
monitoring and recommends development of an intdvased system for on-line monitoring.

Other measures

Need to have effective monitoring of assets cretitemligh several social sector schemes.
Monitoring units to be held accountable for repansl data submitted by them on performance
of schemes.

Necessary changes are made to ensure that infomaijuired for monitoring flows to units
responsible for such functions.

Wider involvement of stakeholders, NGOs, academstitutions in designing and monitoring
should be encouraged. It recommends that huge tssgpend academic manpower available
with such institutes be utilized for monitoring amdearch.
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ANNEXURE VIl
BIBLIOGRAPHY AND DOCUMENTS REVIEWED:

1 Reports (including Audit Reports)

Report of Working Group on Strengthening Monitorargd Evaluation system for the social
sector development schemes in the country

The World Bank Review of Project Audit Reports iough Asia Region by Grant Thornton
(Oct’'04)

Report of Task Force for Review of GFRs 1963, R0¢4

GFRs 2004
— Chapters 9 on Grants in Aid & Loans
— Chapters 10 on Budgeting and Accounting for Extiérrfsided projects

Report on Best practices for Internal Audits in €mment Departments

Report on Budgetary Control from Canadian Auditi€aff

Large number of SOE audit reports issued under iogeBt, RCH | Project, WCD Project
inluding Udisha Project

CAG Union Audit Report 1999

CAG Audit Reports — States, Chapter Ill

CAG Performance Audit Report for the period 1992s99CDS

CAG Performance Audit Report for the period 199920n SGSY

CAG Performance Audit Report for the period 199820n National Scheme of Liberation
and Rehabilitation of Scavengers and their Depesden

CAG Performance Audit Report for the period 199D20n National Disease Control
Programme covering National Programme of Contrdlofdness and TB Programme

CAG Performance Audit Report for the period 199820n Rural Housing

CAG Performance Audit Report for the period 199820n National AIDS Control
programme in Tamilnadu

CAG Report Civil for Govt. of Bihar for the yeardesd 31 March 2002

Technical Guide on Accounting and Auditing in Not-Profit Organisations issued by
Institute of Chartered Accountants of India

Guidelines for preparing Annual Plan 2004-05 isdoye®lanning Commission

Performance Budget Report of Dept. of Women andddbevelopment - FY 2005-06

Performance Budget Report of Dept. of Elementanydation & Literacy and
Dept. of Secondary & Higher Education - FY 2005-06

Annual Report 2003-04 — ICDS Il Programme, UP.

ICDS-IIl Analytical Progress Report 2003-04 & Budi@stimates 2004-05, UP

Quarterly Progress Report of World Bank assistddSdall Project, Iind Qtr, 2004-05

2 Studies

Study on CSS Partnerships: Analyzing their impacpoverty Reduction in states assessing
constraints on their Effectiveness, sponsored b\pDF

Improving Effectiveness of Govt. Programmes — agnag of reform for T0Planby
N.C.Saxena.

Central Financial Transfers to Bihay N.C.Saxena

ICDS and Immunisation Programs in Biligr N.C.Saxena

Improving Delivery of Programs through Administratireforms in India bjNC Saxena

Report of the Committee of Experts on Uniform Farmf@Accounts for Central Autonomous
Bodies, November. 2000

Funds & Monitoring Arrangements in CSS, sponsore®llanning Commission
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Revised Draft Study Report (May’02) on Accountingz&@ntrolling System for Pradhan Man{
Gram Sadak Yojana

=,

Review and Strengthening FM Systems for the Depantraf Family Welfare under Treasury
Mechanism (Centre, State, District) by AF Fergu&dbo.- Jan’05

Review and Strengthening of Accounting, Financialfdgement & MIS (Centre/State/Distri
and Determining Staffing Requirements (State/Digtfior RCH Programme /SIP by AF
Ferguson & Co. - May'04

—t

2y

RCH Review by Lovelock & Lewes, July'01

Joint Tuerculosis Programme Review, India by WHERtS2003

Guidelines / Papers / Notes / Speeches / Preserdnt

Guidelines for the State TB Control Societies

Guidelines for District TB Control Societies

Handouts of RCH Formats & General Guidelines

Financial Regulations of Maharashtra Prathmic StaksParishad

Accounting Procedure for District Rural DevelopmAgencies / Societies (2001)

SRP Financial Management Manual, Dept. of DrinRivigter

Guidelines of the National Food for Work Prograi3SY, SGRY and IAY schemes

Technical and Administration Provisions of EU agneat for Sector Investment Program
under Support to Health and Family Welfare Sectewdlopment

Discussion paper ‘Statement of Principles for FaiarReporting: Proposed Interpretation fo
Public Benefit Entities’ by Accounting StandardsaBy, UK (ASB PN 215 dt 02 May, 2003)

=

Accounting & Reporting by Charities : StatemenReicommended Practice (revised 2005)
issued by Charities Commissioner, UK

FASB 116 on Accounting for Contributions received &ontributions made (US)

FASB 117 on Financial Statements of Not-for-Pr@figanizations (US)

Circular No. A-133 on Audits of States, Local gauwaents, and Non-Profit Organizations
issued by Office of Management and Budget, The fxeffice of the President of USA

Exposure Draft 2 on Accounting and ClassificatibGoants-in-Aid issued by GASAB

Exposure Draft 3 on Cash Flow Statements issugaAyAB

Roles and Functions of Controller General of Acteu

Reviewed various documents to gain understandingles of Department of Expenditure,
Plan Finance Divisions | & 1l, PMU Division

Compendium of Important Orders/Circulars regardorghulation, appraisal and approval of
Plan schemes/projects

Guidelines for Formulation, Appraisal & Approvdlgovernment funded plan schemes/
projects.

Guidelines and Formats for"1€@ive year Plan 2002-2007 and Annual Plan (2002i€8)ed by
Planning Commission

Guidelines / Instructions for preparation of AnhB&n 2004-05 issued by Secretary, Planni
Commission

Articles / Speeches by KC Pant / NC Saxena on E&8al reforms, etc.

Guidelines for Implementation of Planning Comnus& Project preparation Facility

Inaugration Speech by CAG on occasion of settmgfuGovernment Accounting Standards
Advisory Board (Nov'2002)

CAG'’s address to International Symposium on Stedidatting for Government’s accounts
(Dec’2003)

Union Budget Documents for different financial gea

Key to Budget Documents 2005-06
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Annual State Plan 2002-03 Maharashtra

Budget 2005-06 Speech of P.Chidambaram, Mingdt€inance

Conceptual Note on Inadequacy of Present Accogmiachanisms in the NGO Sector by
Subhash Mittal

Concept Paper on Transparency in Govt. Budget €ofnting system

Planning Capacities in EAG States: An assessnfehEAG states with special reference to
RCH-II Planning (ECTA Situational Analysis 2003/33)

Financial Accountability of local Governments mdia — a presentation by Rakesh Jain,
Principal Director of Audit, Washington DC

Decentralisation and Financial Systems in the tHesalFamily Welfare Sector — The Madhya
Pradesh Experience- a Presentation by A. Das, taegileinance, MP

Medical Relief Society — A successful InnovatiarRajasthan — a presentation by Dr DK
Mangal, OSD, Govt. of Rajasthan

Financial Systems & Decentralization —presentabipir Chris Potter, European Commission
Technical Assistance

Sector Wide Approaches — a presentation by NN&iBly. Secretary, Donor Coordination

RCH Program — a presentation by Dr G Ramannaj®lbblth Specialist, World Bank

Issues on Pooling of Finances — a presentation lartineau, Sr. Health Advisor, DFID

Innovations at Work — a handout State Innovatiarisamily Planning Services Project
Agency, UP (SIFPSA)

Various correspondence and office circulars isswedifferent projects on different aspects of
implementation

4 Legal Documents

Societies Registration Act 1860

Tamilnadu Societies Registration Act 1975

Swamy’s General Financial Rules

Memorandum of Assoociation of Tamilnadu State Tabkesis Society, Chennai

Memorandum of Assoociation of Uttar Pradesh STateerculosis Society, Lucknow

Memorandum of Association of District Health SagjeSikar, Rajasthan

Various circulars / office memorandum of GOl atates Govts.

5 World Bank Documents

PAD: Hydrology Project Phase II, July'04

Project Agreement between IDA & certain states: Worand Child Development Project,
July’99

Interim Fund DCA: Women and Child Development Pegjduly’99

PAD: Women and Child Development Project, Interimst Fund Credit for USD 300 million
May’'98

PAD: Second National HIV/AIDS Control Project, M@§

Interim Fund DCA: Reproductive and Child HealthjBob, July’97

PAD: Reproductive and Child Health Project, Apri'9

DCA: Tuberculosis Control Project, March’97

PAD: Tuberculosis Control Project ?

Karnataka Public Financial Management and AccouiitiaBtudy

Orissa State Public Financial Accountability Assesst

Audit reports of individual projects

Websites:
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Web-sites

Rural.nic.in

Pmgsy.nic.in

Cag.nic.in

finmin.nic.in/

planningcommission.nic.in/

indiabudget.nic.in/

ddws.nic.in

cga.nic.in/

www.frc.org.uk/

www.charity-commission.gov.uk/

www.cpeonline.com/

www.iasplus.com/ifac/

www.fasb.org

www.whitehouse.gov/omb/circulars/

Policy Note on Public Financial Management and Awctability in Centrally Sponsored Schemes (CSS)

74




