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SUMMARY ASSESSMENT

1. The Bank’s September 2004 Country Assistance $ygpeits special emphasis
on engagement with four poor States of India whaogerty is increasingly
concentrated and where public institutions are idened to be at the weakest.
Jharkhand is one of these four states. Jharkhadd’'s youngest and 28th state
came into existence on 15th November, 2000. It esased out of the tribal
dominated areas of Bihar.

2. Jharkhand’s governance and accountability is marksd a particularly
challenging political and administrative contexhelcomplexities of caste and
ideology are further compounded here by the dyndmigveen tribal and non-
tribal political interests in this resource riclatst This deeply fractured political
reality has manifested itself in repeated fragmereection results where no
party gets a clear majority. Many of the institago of public financial
accountability are understandably fragile and ojuist becoming operational.
Panchayati Raj Institutions (Rural local governmemé not in operation posing a
serious challenge to improving the quality of gmaerce at the rural level.
Elections of PRIs announced in 2005 slated to I &fter a gap of 27 years was
put on hold by a Court Order because of legal ehgks over the State’'s
reservatiorpolicy.

3. There are large number job vacancies across the Stavernment — as much as
40% by one estimate. Investment in capacity bugdifipublic administration has
been modest during these first six years of Jhaulsaexistence.

4, The Preliminary PFMA Assessment conducted by the Bank in 2005 alongside
the preparation of the Bank’s repodharkhand: Addressing the Challenges of
Inclusive Development, acknowledgessome areas of improvement in financial
management such as the development of performaameedbbudgets in a few
departments, creation of the Centre for Fiscal itufbr conducting analytical
studies relating to revenues and expenditure injuogtion with debt
management, computerization of treasuries acrasState etc. The Preliminary
Assessment nevertheless suggested that there \amlsehallenges ahead and
significant areas of governance and accountabitgt remain ripe for
institutional reforms and capacity building. It emagized the need to improve
internal controls, reporting and oversight arrangets. Considering that the
State is planning substantial increase in capipkpditures to meet its growing
infrastructure requirements, the immediate call tes tighten its financial
management and controls in order to make the systera effective.

Y The key elements of a government PFMA system comprises budget preparation and approval, implementation
including revenue administration, fund management, expenditure management including procurement, internal
controls, accounting and financial reporting, audit and legidative oversight.



Overall Findings

5.

The Study’s overall findings are that both fidugiand development risks are
high. The State Government urgently needs to eafthe existing rules and
regulations to achieve financial discipline and raegt its capacity for the
development and implementation of its budget pra|sodt is crucial that a time
bound action plan is prepared for capacity buildahgll levels of the government
— at the legislature, at the line departments thaly spending units located across
the State and at the independent agencies invalitadservice delivery.

Key Findings

6.

6.1.

6.2.

6.3.

7.1

7.2

7.3.

Strengthen the Finance Department and create a Finance and Accounts cadre
for the State:

The Department of Finance does not have the stremgteither numbers or

professional skills to lead the financial manageiaard control function. And

there is at present no dedicated cadre for supypttie professional development
of financial officers in the departments and agemadf the Government. The
State does not have an established Finance anduAisc8ervice.

The State has an Internal Financial Advisor Sysfi#18) under which every line

department has a Financial Advisor (IFA). IFAs generally drawn from the

State/Central civil service. No specific trainirggprovided to them to handle this
specialized job. The officers therefore do not hidneeright orientation to help the
HoDs in taking appropriate financial decisions. sThituation is compounded by
the comparative inexperience of the State’s letiy@asystem particularly in the

context of oversight responsibilities associatedhwbudget approval and

execution.

The State also needs to build up a faculty witthmézal expertise either in-house
or outsourced for imparting training and upgradskgls of officers/staff posted
in Treasury, Internal Audit, Commercial Taxes, intd¢ Financial Advisors etc.

| mprove Fiscal management and Formalize a Multi Year Perspective to
Planning and Priority setting:

Draw up a Mid Term Fiscal Program to move towards RBM Act Targets:

A multi year perspective in fiscal planning, expigmek policy and budgeting is
on the anvil. The Jharkhand Fiscal Responsibilitgg 8udget Management Act
passed in April 2007 is a call for introducing adien Term Fiscal Framework
which requires forward estimates of fiscal aggtegeon a rolling basis and
targets for reducing the State’s deficits quitessabtially by March 31, 2009.

There is an opportunity here for bringing togethedgeting for investment and
recurrent expenditures with more rigorous costesies factored into the
decision making processes.

Improve Tax Administration: There is an urgent need for improving resource
mobilization. GoJ has taken the first step in thirection through implementation



7.4.

7.5.

7.6.

7.7.

8.1.

of Value Added Tax (VAT) from April 2006 onwards.hile this is expected to
lead to an increase in tax revenues, a lot willedepon how well it is
administered. Effectiveness in collection of tayments needs improvement by
strict compliance and enforcement procedures. Tiadence of repeated
irregularities relating to sales tax, land reveraxeise, tax on vehicles etc appears
to be excessive. Shortages of Rs 14,230 milliod4iB00 cases were detected by
audit in 2005-06. Departmental audit committeesdn® meet more regularly,
address the systemic cause(s) for such large nuafbeegularities and suggest
ways to prevent leakages in revenue receipts.

Add credibility of the Budget: Variations ranging from 0.3% - 21% between
budgets and actuals relating to fiscal deficitsirdurithe last three fiscal years.
Budget estimates of line departments for expenelitwe often overstated because
of incomplete information from the field on actwdpenditures and the forecasts
of revenue are not always backed with sufficierdalygical support. Besides as
elsewhere, the budget is seen to be a documentnt#ets to meet political
imperatives.

There are a large number of cases where funds r@vieeen spent as provided.
49 out of 52 Grants have shown “savings” in FY @-Both capital and revenue
expenditures are often under spent. In a large eurabgrants, supplementary
demands have been sought, although, there was ed fog seeking such

additional funds.

These weaknesses raise a more fundamental questianding not only the
capacity of the State for prudent financial managenbut also the adequacy of
human and technical resources for program impleatient There are perennial
shortages of technical skills which need to be esisld.

The State’s initiative in introducing Program & féemance Budgeting (PPB)
under the USAID assisted REFORNroject is a step in the right direction.
Currently 10-12 departments are implementing themesaThis needs to be
integrated with the main budget-making / reporgingcedures of the GoJ.

| mprove the efficiency of service delivery by tightening internal financial
controls and monitoring in budget execution to implement development
programs more effectively.

Strengthen Departmental MIS for in-year monitoring of budget execution:
A review of the two departments, Health and Rurav@&opment, revealed
that in-year budget reports maintained at the spgndnit level are not
aggregated to prepare departmental reports foroeaince monitoring
purposes. The situation may be the same in mosr atbpartments. The
Finance Department neither receives monthly statésna expenditure from
the departments to facilitate in-year budgetaryreziion nor do they have
capacity in numbers to do such monitoring.

2 USAID aided Technical Assistance Project for refe in Public Financial Management.



8.2. Improve Controls over Budget Execution and improve compliance with
Financial Rules. Budgetary control over spending units is weakemgdack
of regular in year monitoring of expenditure by @ofing Officers (CO¥;
Control over the system of procurement is also w&akancial controls are
not operated as intended and incidences of nondgamep with established
rules are pervasive. For e.g. an immediate congkthe State is with regard
to numerous bank accounts reportedly opened byraedepartments at
various levels (district blocks etc) without ne@gspermissions and funds
withdrawn from the Consolidated Fund parked in swdtounts. The
Government does not have a reliable estimate of niagnitude of this
irregularity. The Accountant General (A&E) is iretpbrocess of assessing the
amount involved. Also there is a very large ircide of drawal of advances
through AC Bill§ that remains un-cleared for extended periods mi i
During 2005-06 Rs. 10,726 million was drawn as ades against which no
settlement had been submitted till October 2006 adidition Rs 11, 670
million is outstanding from 2004-05 and Rs. 3,62nging for 2003-04. Such
control weaknesses enhances the risk of sub oppnogiram outputs at the
point of delivery in implementation of programs.

8.3. Reconcile Monthly Accounts regularly: Accounts reconciliations between the
records of the Account General (A&E) and thosehef line departments are not
being done regularly. According to the externallitars out of approximately
10, 000 DDO3 an average of 1500 are not reconciling their astoevery year.
The cumulative amount involved, amounts to Rs Z8®&illion as at March 31,
06. At stake is the reliability of the State’s Aacds — monthly and annual as well
as the accuracy and completeness of internal aepatal records.

84 Introduce Systems-based Independent Internal Auditinternal audit activities
are being conducted by staff of the Finance DepartmAudits are mostly
transaction based with focus on routine compliamitie financial rules. The main
objective is to recover funds where irregularitas be attributed to individuals.
There is no systems based auditing of the Stawligelly mechanisms. Internal
Auditors lack professional skills to assess theativeness of controls and make
recommendations to senior management for improvimg effectiveness of
financial management systems. The function is ndependent of the finance
function. As elsewhere in India, Internal Auditasminor player in the overall
system of Jharkhand’s public financial management.

3 Controlling Officers are budget Control Officersrespect of the budget placed at their disposal.

* AC Bills (Abstract Contingency Bills) representypgents drawn from treasury without any
details/supporting vouchers. These are accounteakfexpenditures.

® Officers nominated by the Head of Office to dimge functions of drawing cheques/cash from trgasur
and make disbursements



9.1.

9.2.

9.3.

Enhance the impact of External Audit and strengthen L egislative oversight
pr OCESSES.

. Respond to External Audit One of the most serious concerns is that despite

widespread knowledge of control weaknesses thelienited response from the
executive by way of timely remedial actions on finelings of the CAG. CAG'’s
findings tend to be repetitive year after year as aorrective actions are
undertaken to resolve the underlying causes. Tthatsn is further compounded
by lack of timely follow up by the Public Accoun@mmittee and the Public
Undertakings CommittéeThere were over 3,700 observations pending resgpon
as on March 31, 2006. Audit Committees have betmsén 16 departments to
assist with settlement of outstanding observatioBat, they too have neither
been successful in materially reducing the lonigoiiutstanding concerns, nor in
taking timely action to recover the detected lossesrdinate outstanding
advances and unnecessary over-payments. More anguarsonal interaction
between senior auditors and senior departmentateo$f may reduce the
communication gap on the seriousness of the agglies being raised and what is
recommended by way of remedial actions. Such iotera could also help in
making more constructive recommendations. This tamar effective system
needs to be put in place to establish individuabaaotability for serious lapses
pointed out by the CAG and failure to take remediabhsures on a timely basis.

Provide more time for effective Pre-Budget Legislave Scrutiny: Legislative
scrutiny of the budget before its approval is miainThe Estimates Committee is
not functional; and the Budget for FY 07-08 as aaneple was passed by the
Assembly without any debate. There is an immedised for considering a
system of Standing Committees in the Assembly ¢antgny of demand for grants
including supplementaries of various departmerks the one prevalent in the
Gol.

Enhance Post-Budget Scrutiny The oversight Committees of the Assembly are
ineffective. The Public Undertakings Committeent fully functional. It has
held only one meeting since inception. The Publicdunts Committee exists and
has been holdings meetings since 2004-05. Howdseimpact too has been
minimal partly because of reportedly poor atten@aoicits members and lack of
interest taken by departmental secretaries andiydaetause of limited research
capacity of the Committees for study and follow Ujne hearings are held in
camerathere is no public or media interface.

The capacity of this institution of legislative os@ght to exact accountability of
the executive is inadequate. Capacity building lné versight committees
through exposure to best practices and trainingi@bers and staff in research
and follow-up methodologies will be beneficidlhe most recent reports of the
CAG should be given priority and the executive exdlto account for failure to
take remedial measures on a timely basis. Suclk stagd have a salutary impact

® The Pubic Undertakings Committee is the equivatéihe Public Accounts Committee which is
responsible for legislative oversight of the Puldliector Undertakings based on CAG’s Audit Report.

\



10.

10.1.

on the performance of the public financial managanaed accountability system
of Jharkhand

Enhance level of transparency of the budget preparation and execution process
across the Government, Public Sector Agencies and Autonomous bodies

Provide Public Access to Informationsuo moto: Existing disclosure practices
have not been sufficiently conducive to greaternmgss. The procedures for
providing public access to essential informatiom laging established in line with
the requirements of the Rights to Information AZ0@5) and training of staff in

this relatively new area is under consideration.

10.1.1.The State needs to ensure timely disclosursuofmoto information as required

10.2.

10.3.

under the RTI Act in a user friendly manner. Trarspcy would enhance the
government’s own monitoring of the implementatidndevelopment activities
undertaken by public bodies across the State. Whidd also concurrently help
reduce the administrative burden relating to th@pbku of information on
individual request by request basis. Specific anghsre greater transparency
would be helpful include: 1) Resources budgeted d&od made available to
primary service units; 2) In year budget executicgports prepared by
departments and agencies of the State includingelyinpublication of
departmental monthly accounts; 3) Major contragtarded; and 4) Minutes of
proceedings of the Public Accounts Committee arel Rublic Undertakings
Committee respectively.

Disclose the reasons for the repeated large numbesf “Savings” and
“Excesses” in voted expenditures There is a large number of Grants
persistently experiencing significant “savings” ependiture relative to budget.
The reasons for most of these are not disclosatianAnnual Accounts. Even
more serious, some Rs. 58,760 million of “excesspeaditure incurred on
various Grants since 2002/03 have not so far begularized by the State
Assembly. A very significant portion of recent “@ss” relates to the power
sector.

Disclose Response to Audit ParagraphsThe Government’s response to audit
observations made by the Comptroller and Auditonésal of India (CAG) are
not provided by the government in time for publicatin the Annual audit
reports of the CAG. This omission on the parthe Executive undermines the
efforts of the CAG to contribute more effectivetythe accountability for the use
of  funds and the State’s overall operating perforcea

Vi



. MAIN REPORT

Background

1.

Jharkhand, India’s youngest and 28th state cameekistence in November 2000
pursuant to the reorganization of the erstwhilegeStd Bihar by the Bihar State
Reorganization Act, 2000. More than 77% of theestadpulation resides in rural
areas and depends on agriculture for sustenanagkhdimd is one of the richest
states in the country in terms of mineral resour@dgse to half of the GSDP of
the State emanates from industry with mining, quag and registered

manufacturing. But the high level of industrialipat has not resulted in high
income for the State. While the structure of thépatiindicates a high level of
industrialization, the structure of employment i@ge predominance of

agriculture..

Jharkhand was plagued by adverse initial conditiolasv average income, very
high incidence of poverty, and little social deyetent. Although the State has
made considerable progress in reducing povertyesihe early nineties, it still

remains a state with one of the highest poverigsrat India with a sharp contrast
between rural and urban poverty. More than half Jbhrkhand’s land is

designated as tribal land and is protected undesé&hbedule of the Constitution.
The State’s key social indicators such as literacyplment, infant mortality and

child nutrition are well below the all-India avermg

The financial position of the State has been pgively under strain. Although
the State’s revenues are rising steadily, the Ifideécits of the state have been
rising at an alarming rate. The fiscal deficitsreased from Rs. 22170 million in
FY 05 to Rs. 56,030 million in FY 06. While revenexpenditure and capital
outlay are growing at a steady pace, loans andnagga mainly loans to the
power sector have jumped drastically in 2005-O@lilegto a spike in the fiscal
deficit. The debt stock is continuing to rise dmas grown from Rs 1,29,227
million in FY 05 to Rs 1,63,547 million in FY 06ahn increase of 27% over the
previous year. The passage of the FRBM Act in AAOD7 will provide an
institutional framework and bind the governmenitadent fiscal policies. This
legislation is aimed at institutionalizing a mediterm fiscal framework and
encourages the imposition of a defined time-fraoreaf gradual reduction in the
government’s fiscal and revenue deficits.

PFMA Legal & Institutional Framework

4.

As in other States of India the legal and instmnél framework for public
financial management in Jharkhand is laid downhgyIhdian Constitution. The
constitution provides for an oversight role of Egture over public finances and
broad mandate of the Comptroller & Auditor Genefdle Legislative Procedure
to be followed in financial matters in the Stategistature (Legislative Assembly)
are laid down in Art. 196 to 207 of the Indian Ciitasion. These aranter alia,

1



definition of Money Bill, Presentation of Annualrfancial Statement (budget)
showing estimates of receipts and expendituree@State separately on Revenue
Account & other expenditure (Capital Expenditute.be further bifurcated into
Voted & Charged portions, submission of Demands Goants, passing of
Appropriation Bill including Supplementaries Excess Grants & Vote On
Account. The Appropriation Bill, when assented hg tGovernor, becomes the
Appropriation Act & authorizes the executive to wramoney from the
Consolidated Fund of the State. Similarly, the RoBiIll (i.e. bill containing
only provisions for taxation/ modification / adaditis/ alterations to the existing
taxation laws), when assented by the Governor, hesothe Finance Act &
authorizes the executive to levy the taxes. Tipegeisions are to be followed in
letter & spirit by every State Govt. in India & fos part of “Legislative over
sight”.

5. Being a part of the erstwhile State of Bihar, that& has adopted the “Bihar
Budget Manual”, “Treasury Rules” and “Financial Bsil of the composite Bihar
State. In Year Budget Execution Reports or Monttgounts are compiled by
the AG (A&E). Annual Finance & Appropriation Accoisnare audited and
“certified “by the CAG and placed in the Assemblylharkhand has an uni-
cameral Legislature. Article 208 of the Indian Qitnson provides that a House
of the Legislature of a State may make rules fgulaing its procedure and the
conduct of its business, subject to the provisiafisthe ConstitutionThe
Jharkhand State Legislature has adopted “The Jaadkhegislative Assembly
Rules” effective from September 2001 which lays dowules of business
proceeding of the Legislative Assembly. The saidleR provide for the
composition of the Estimate Committee and the Rubticounts Committee, the
former for deciding the format and contents of Buglget documents & the latter
for examining the Reports of the CAG of India oe #hccounts of the State and
the Appropriation & Finance Accounts as certifiegy bim. A Public
Undertakings Committee (PUC) has also been cotddtitio consider the Reports
of CAG of India on the a/cs of the Govt. compan(iage) State Corporations
(one) & State Autonomous body (one). The State dlafyire has not so far
enacted any law to constitute “Departmentally Relabtanding Committees” to
enable examination of the Demands for Grants ofadepents by the elected
representatives & offer suggestions on the programodification in the
allocation of funds & on the functioning of the dements. The line departments
do not prepare and place before the LegislaturéAhaual Reports” containing
information on their functions & activities /ach&wents on the lines prevalent in
the GOI. Therefore, legislative oversight is nestd to discussion of the Budget
proposals & Supplementaries by the “House BusiGesamittee”.

6. In 2005 the Bank conducted a preliminary assesswoifettie PFM System of the
State as part of preparation of the Bank's Regbarkhand: Addressing the

" In year budget requests



Challenges of Inclusive Development. The main findings from the Preliminary
Review of the PFM system of Jharkhand conducté&@D0b were:

Being a newly formed State, although initially tfeancial position of the
State compared favourably with other Indian Statégre were already some
disturbing trends in the State’s fiscal balancesrédver, the distribution of
assets and liabilities of the Composite State dfaBibetween the successor
States of Bihar and Jharkhand was not completedttamdnpact thereof on
the State’s financial position was not clear.

GoJ has inherited from Bihar a standard set of @éninancial rules,
Treasury Codes, Budget Manual, and other Rules/Blaf@odes of
procedures and related regulations governing puili@ncial management
and accountability. However many of these documdats back to the late
forties or fifties. There is an urgent need foroanprehensive examination and
revision of these Rules/Manuals/Codes/Instructions

The State does not have an established Financé&ecmlints Service. The
State has an Internal Financial Advisor System XI&ler which every line
department has a Financial Advisor (IFA). IFAs gemerally drawn from the
State/Central civil service. No specific trainingswveing provided to them to
handle this specialized job. The officers therefde not have the right
orientation to help the HoDs in taking approprifencial decisions.

There was no Directorate of Treasuries in Jharklzantbithe administrative as
well as the functional control of treasuries washwihe district officers. An
officer from the finance department was nominatediake charge of the
important function of control of treasuries amondg$é numerous other
responsibilities. GoJ had made some progress indating direct credit of
the employee’s salary (all groups) to their bankoants. There was some
effort to computerize the treasuries. A pilot wasnlg done by the National
Informatics Centre in one treasury in the Dhanbadridt and there was a
plan to extend it to 7 other treasuries.

A scrutiny of the Appropriation Accounts revealddatt year after year
utilization of budgetary allocations in many casess less than 50% which
was probably due to allocations being made withimking to requirements.
The Budget document provided little information thve deliverables of the
budget outlays. Other disclosures such as largstamding liabilities (like
pension liabilities, statement of contingent lidles for e.g. committed
contracts, guarantees issued by the State Govetranentheir risk ratings,
bad/doubtful debts were missing in the budget danim

The annual accounts were usually ready for pulbdinadbout a year later.
There were delays in submission of monthly accountsAG, both by
treasuries and the line departments using the Ly3@m®s which prepare their
own monthly accounts.

There was an urgent need to strengthen the intauthd function of the State.
So far as external audit was concerned, respoonsasdit observations were
very poor which undermined the effectiveness ofitaukt the time of the
review GoJ had just formed a Public Accounts Cornaai{PAC) cell in all
line departments to expedite response to the Auditd the PAC.
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* The State was yet to discharge its constitutionahaate of devolution of
powers and duties to the Local Bodies (Urban L&wmdies). Panchayati Raj
Institutions were not in operation in the Stateipgsa serious challenge to
improving the quality of governance at the localele Elections of PRIs
announced in 2005 which was slated to be held aftap of 27 years was put
on hold by a Court Order because of legal challengeer the State’s
reservation policy.

» The position with regard to PSEs was not cleahastfurcation of assets and
liabilities of these companies were pending.

7. The Preliminary assessment which was essentiafigcdban a desk review and
discussion with the officials of GoJ suggested thate were several areas that
were in need of a thorough review of systems andgatures No action plan was
agreed with GoJ based on the findings of the prelny review. The intent was
to get an overview of the PFM system to feed ihoBank’s Report “Jharkhand:
Addressing the Challenges of Inclusive Developmant] also serve as
background information for a more detailed studygainst this backdrop, a more
in-depth analysis of GoJ’'s PFM performance inclgdime procurement system
has been undertaken through this Study to assestatus quo and identify weak
areas of performance requiring focus for improveimen

Purpose

8. The purpose of this study is to make an objectsgessment of the PFMA system
of the State, identify its strengths and weakneasdsareas that may be in need of
reforms and related capacity building. The Bankidvels that this study is a
necessary prerequisite to determining the precsir@ and extent of any
capacity building initiatives in Jharkhand. Thedstyprovides the government a
diagnostic tool for establishing priorities and d®p a baseline for monitoring
future PFM performance of the State over time.

Scope, methodology & approach

9. The study uses the PFM Performance Measurementelrark (refer Annexure
) as a tool for assessing and analyzing the eWfenéss of the existing system at
the aggregate level. The PFM Performance MeasureRramework has been
developed by the PEPApartners in collaboration with OECD/DAC Joint
Venture. It is an integrated monitoring framewotatt allows monitoring of
country /sub-national government PFM Performancer evne. It includes a set
of high level indicators which measures and moasititie performance of PFM
systems, processes and institutions over time.stindy aims to do an objective

8 The PEFAisa multi-agency partnership program sponsored by the World Bank, the IMF, the European Commission,
DFID, The French Ministry of Foreign Affairs, The Swiss Sate Secretariat of Economic Affairs and the Strategic
Partnership with Africa. PEFA aims to support integrated and harmonized approaches to assessment and reformin the
field of public expenditure, procurement and financial accountability.
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10.

11.

12.

13.

14.

analysis based on relevant indicators provided hie Framework without
assigning any scores against those indicators.

Since the PEFA indicator framework is primarily ideed for assessing PFM
performance at the National level, for the purpo$ehis study some of the
indicators namely PI-3, PI-7, PI-8 has been adaptdere necessary, for
assessment at the sub national level and/or tatsitndian context. The study
also does not cover the indicators on donor presticamely D1, D2 & D3

because currently the State is not directly impleting any donor funded Project.
There are certain Centrally Sponsored Schemes bb&Gme under the Central
Govt’s budget and funded by donors which are benmgemented using the State
machinery. All these schemes are implemented fatigugol guidelines.

The study was executed through a combination ok d#sdy and fieldwork.
Discussions were held with the stakeholders indlgdhe Secretaries of the line
departments and the Accountants General of JhadkhEme published records
including the State Government documents and repafrthe Comptroller and
Auditor General of India have been drawn upon whereessary. USAID is the
only donor working in the area of Public Finandidhnagement in Jharkhand.
Consultations were also held with the team memioéréhe USAID funded
REFORM Project who provided information on request.

The study comprises an assessment of the PFMAnsysfethe State at the
aggregate level. This was complemented with a dioNhvn exercise in three
departments — Rural Development, Health and Roadst@iction. The findings
from the detailed review of the three departmengsewemarkably similar and
support our conclusions drawn on the PFMA perforreanf the State at the
aggregate level. Therefore the findings from thasgartments were not repeated
in separate chapters and have been used as tilossras relevant in this report.

The study is based on financial information uptoréha31, 2006 as the State’s
accounts have been finalized upto FY 2005-06.

PEM OUT TURNS: Credibility of the Budget ( Pl 1-4)

PI- 1: Aggregate expenditure outturn compared to nginal budget

A public financial management system’s ability telider public services as
included in the Government’'s policy statements nisimportant aspect. This
indicator measures the ability of the system t@bke to deliver these policies as
translated in the budget documents. The PEFA framewuggests that to meet
the highest standards of credibility, variance leetwv budgeted primary
expenditure and actual primary expenditure shoatcerceed 5% of the budgeted
expenditure in any of the last three years.



15. Primary Fiscal Expenditure Variance

15.1. The table below indicates that variance in primigsgal expenditure has been quite
significant from year to year except in FY 2005W6&en the variance was 1.5%
which is within the recommended level of 5%. Tleriance was way beyond the
recommended level in the previous two years.

Fiscal Years 2005-06 2004-05 2003-04
(Figures in Rs.
million) B.E Actual B.E Actual B.E Actual

@ (b) @) (b) (@) (b)
Primary Fiscal
Expenditure 128,505 126,570 108,360 77,450 82,030 | 53,340
Variance (a-b/a) 1.5% 28.5% 35%

% of % of % of

Primary Fiscal Budgeted Budgeted Budgeted
Deficit Amount Expenditure | Amount Expenditure | Amount | Expenditure
Budgeted -46,378 -36% -38,772 -36% -6,358 | -7.7%
Actual -41,833 -32.5% -10,760 -10% 3,091 3.8%
Difference 4,545 3.5% 28,012 26% 9,438 11.5%

15.2. The variance in primary fiscal expenditure in FYO3806 had narrowed down
drastically. Although in FY 2005-06 there was netible under spending on the
expenditure side at the aggregate level, the dsicgarariance was mainly on
account of Disbursements under Loans & Advancd3f37,470 million which
is more than 5% times of the budget estimate 06,884 million. This meteoric
rise was on account of repayment of central dueR2f28,560 million of the
Jharkhand State Electricity Board by GoJ. The armhogpaid was not provided
for in the Budget Estimate and has been shownamibpropriation Accounts as
Capital Expenditurof the Energy Department

15.3. The high level of variance in the aggregate expgangiout turn is due to low
level of spending across departments. 25 depatsmepresenting 48% of the
total number of grants have shown persistent untiezation by more than Rs 20
million and 10% of the original allocation everyayeover the last years three
years (FY 04 to FY 06). Average savings over tts three years (2003-04 to
2005-06; excluding the extraordinary transactioneplayment of dues of JSEB in
2005-06) is about 20% of the total budgetary piowis including
supplementaries.

15.4. There are several reasons for the under-utilizat@moss Departments. One being
that demands from the line departments are oft¢hased on proper projections

® Since accounting is on cash basis, Loans and adsanre treated as expenditures.
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or well constructed detailed estimates furnished figyd units thus raising
guestions regarding the quality of budgetary demmaarti in aggregate raising
doubts regarding budget realism.

Underutilization of Budget

Health:
e Under the revenue head, average savings againgébestimate over three years (FY
03-04 to 05-06) was 34%.
e In 5 schemes under the revenue section entiredbymigvision remained unutilized for
all three years.
e Savings under Capital Section dropped from 68%Yir0B-04 to 9% in 05-06

* Average savings under revenue head over last jle@s is 60%.

« Under the capital head savings have tapered dawn 7% to 15%.

* In 5 schemes under revenue section the entire bpdogesion remained unutilized for
all three years

Roads Construction:

e Average budget utilization over three years is 8B&iter than the overall average for
the State.

e Variance in 2006-07 likely to be much higher basedlepartmental expenditure
reports upto February 2007.

15.5. At times Supplementaries voted during the yearatése found to be unrealistic. For
example, during FY 2005-06 supplementary provisions36 grants of Rs 6085
million proved unnecessary, as savings amountirfgst@3,220 million against these
very Grants were made. This is largely the restihan-avilability of departmental
in-year expenditure reports which should form thasi® of projection of
supplementary provisions.

A few cases where supplementaries voted though tbeginal grant not fully utilized

Health:

= In FY 05-06 supplementary provision of 511 milliemder revenue expenditure heads
proved unnecessary; huge savings of Rs. 3090 méigainst the original budget.

= Situation similar in FY 03-04.

RD:

= Supplementary provisions of Rs. 787 million in teeenue section and Rs. 911 million |n
the capital section proved unnecessary (FY 05-06).

= Situation similar in FY 0-05 and 0-04.

15.6. The major reason for underutilization of funds vemptimistic expenditure forecasts
coupled with limited capacity in terms of staffestgth and skills for execution.

Limited capacity for budget execution

Health: A number of posts of Medical Officers, Raradics, nurses, Ayahs and other Field
Workers lying vacant. While a vet. Doctor is avhiain each Block; no physician is posted jpt
Block-level. Huge savings in budget, especiallyPoavention & control of Diseases, Primary
Health Centers etc

RD: In the Engineering wing nearly 50% of the p@sts vacant. In the Panchayat Raj wing,
about 32% of the sanctioned positions are lyingamac

Roads Construction: In line with the Govt’s polioyscale up investments in infrastructure,
FY 2006-07 budget allocation went up by 75% (from 8000 million to Rs 5,260 million),
without consideration of implementation capacitgafst this overall allocation, only around
25% allocated to service delivery units till Febgugend of 11" month of the financial year).

=]




15.7.

15.8.

15.9.

16.

16.1.

16.2.

In terms of deficits, during FY 2005-06, the rat primary fiscal deficit to
primary expenditure was budgeted at around 36%.ekiewthe ratio as per the
actual results was 33%. While the actual revenceipés were close to budget
estimate (see PI-3), there was noticeable underdapg on the expenditure side
across departments. However, this was negateddby Disbursements of Loans
& Advances as mentioned above.

During FY 2004-05, there was a variance (26%) i actual ratio being 10
% vis-a-vis 36% budgeted. The main reason for trasance is that the
expenditure incurred by GoJ has been much less)(tb¥pared to what was
budgeted, while the revenue receipts were 96% ofigblu The impact of the
under-expenditure was to some extent negated byfaittethat the State had
disbursed almost 1.25 times the loans & advandesy(s as capital expenditure)
than what was budgeted.

In FY 2003-04, there was a primary surplus vissx-budgeted deficit. The
variation from the budgeted ratio was of 11.5% Itesy from low levels of

spending (65%) with a corresponding reduction & tevenue collection (75%)
compared to what was budgeted.

Increase in Interest cost compared to the budgaeterlints.

The reason for examining variations in ratios bamedrimary Fiscal Deficit and
not Fiscal Deficit is that debt service paymentsrduthe year may change due to
interest rate movements. However, a comparisorudféted interest costs with
actuals indicate significant variations (20% in®@Bto 53% in 05/06) which go
beyond fluctuations in interest rates. (see Tablew).

Million rupees
2005-06 2004-05 2003-04
% increase in
Interest Cost interest cost % of % of
compared to Budgeted Budgeted
Amount budget Amount Expenditure | Amount Expenditure
9270 7,755 9,904
Budgeted ' ’
-53.1% -47 % -19.4 %
Actual 14,195 11,413 11,823
Increase compared to | -4925 -3,658 -1,919
budget

While interest rates are not in control of the estgdvernment, considering that stock
of debt and consequently interest costs are syeaddreasing and forming a
significant part of the State’s expenditure, that&should enhance its capacities for
debt planning and forecast its interest costsstedily so that they do not adversely
impact the state’s fiscal position. A Debt Managetrend Investment Cell has been
set up under the USAID assisted REFORM Projects Tiitiative needs to be made
fully effective with proactive ownership of the Eimce Department.
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17.

17.1.

Fiscal Deficit

In view of the increasing importance of interesstsf the State (both from the angle
of quantum and volatility) the aggregate expenditomtturn indicator has also been

examined in terms of the ratio of Fiscal DeficifTiotal Expenditure.

Million rupees
2005-06 2004-05 2003-04
B.E Actual B.E Actual B.E Actual

Total Expenditure | 137,775 140,770 116,115 88,860 91,940 65,160
Gross Fiscal % of % of % of
Deficit Budgeted Budgeted Budgeted

Amount | Expenditure | Amount | Expenditure | Amount | Expenditure
Budgeted 55,647 | -40.4% -46,526 | -40% -16,2671  -17.7%
Actual -56,033 | -40.7% 22,170 | -19% -8,740 -9.5%
Difference -386 -0.3% 24354 | -21% -7,535 -8.2%

17.2. The variation in the ratios during the three yeardowest for 05-06 as explained

17.3.

18.

19.

earlier due to the disbursement under loans andrmds.

In conclusion, though the degree of variation ilgragate expenditure outturn
between budget and actual in 2005-06 was withirésemmended level of 5%,
this was mainly achieved due to repayment of diiekS&B by the State Govt. If
this extra-ordinary transaction is not considetéd, variance (around 24%) will
be in line with the earlier years and way beyorel ilicommended level of 5%.
This raises question regarding State’s capacity fievelopment and
implementation of the Budget.

Pl -2: Composition of expenditure out-turn compaed to original approved
budget

Where the composition of expenditure varies comalalg from the original budget, the
budget will not be a useful statement of policyemt Changes in overall level of
expenditure (assessed in PI-1) will translate aftanges in spending for administrative
budget lines. This indicator measures the extemthich reallocation between budget
lines have contributed to variance in expenditupengosition beyond the variance
resulting from changes in the overall level of exglicure. As the budget is usually
adopted and managed at individual department letrets indicator measures the
credibility of budget preparation and executiongeiss as practiced at the departmental
level.

The PEFA framework recommends that to meet thedsightandards of credibility,
the variance between expenditure composition aneratlvdeviation in primary
expenditure should not exceed more than 5% in attyedast three years.



20.

21.

Three years’ department-wise variation between Buddgstimates and
expenditure out-turns have been tabulated to araveaverage variance in
expenditure out-turn.

The table below shows that the variance in exparglitomposition vis-a-vis

overall deviation in primary expenditure is muchkdehan the recommended level
of 5% in 2004-05 and 2003-04. With almost all dépants showing savings and
unable to spend the allocated budget, there wasead for reallocation between

the departments. However in 2005-06, a very langg-utilization was recorded
This as mentioned eanvas due to the one time

against the Energy Dept.

disbursements to repay arrears of the Jharkharté &tactricity Board. Since
this was not provided for in the Budget Estimatajisgs from other departments
have been utilised to accommodate this excess dikpem of the Energy

Department.
(Rsin millions)
Administrative classification 2005-06 2004-05 2003-04 3years
(Major Grants) Variance Variance Variance Average
Rs % Rs % Rs %

Rural Dev. Dept. 6660.7 38.5% 9803.4 48.7% 8406.9 55.6% 47.6%
School & Public Education 1480.1 9.8% 2308.4 16.3% 2729.0 23.8% 16.6%
Pension 1174.8 15.2% 3077.1 33.2% 3446.8 38.1% 28.8%
Home Dept. 2784.5 22.9% 1607.1 20.2% 1407.7 22.5% 21.8%
Welfare Dept. 1030.8 16.0% 1451.6 27.3% 1610.4 35.9% 26.4%
Health, Medical Ed. & Family | 3645.5 40.9% 935.9 18.1% 1610.3 40.8% 33.3%
Welfare
Energy Dept. (see note 1 -254125 | -159.7% | 874.8 8.8% 13158 | 39.6% -37.1%-
below)
Water resources 1030.9 21.0% 1443.3 37.0% 239.0 7.4% 21.8%
Public Health Eng. Dept. 757.2 20.7% 1080.6 34.4% 1638.2 50.8% 35.3%
Road Construction Dept. 710.2 16.9% 381.9 10.6% 603.2 21.3% 16.3%
Forest & Environment 336.4 17.1% 2333 12.1% 967.8 39.2% 22.8%
Higher education 451.6 18.4% 418.4 24.3% 1315 9.0% 17.2%
Urban Dev. & Housing 260.6 12.9% 7175 43.3% 873.8 60.2% 38.8%
Finance Dept. 1726.3 82.8% 329 10.1% 11451 79.9% 57.6%
Agriculture Dept. 355.2 20.0% 539.2 35.0% 405.8 28.4% 27.8%
Revenue & Land Reforms 196.9 16.4% 276.2 22.6% 315.2 26.7% 21.9%
Industries Dept. 800.1 41.9% 889.8 46.2% 548.1 47.2% 45.1%
Building Construction Dept 392.6 24.1% 560.2 44.3% 260.9 24.5% 30.9%
Labour Employment 171.0 11.4% 330.4 26% 238.2 26.7% 21.4%
Science and Technology 49.0 28.6% 1006.0 61.2% 297.3 49.5% 46.4%
Others (30 Departments) 288.57 20.7% 2943.4 26% 1505.7 21.5% 22.7%
allocation)
Total (a) b2757.6 636.0 % 30911.6 | 570.9% 29696.7 720.1% 642.3%
Average Variance (exc. debt 30.3% 27.2% 34.3% 30.6%
servicing)(a/21)
Aggt. Primary Exp Variance 15 28.5% 35%

(see PI-1)(B)

(A)-(B) 28.8 1.3% 0.7%

Note 1. All variances denote underutilization of butdgallocated, except for the Energy Dept. for F0206.
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22.

23.

24,

25.

26.

27.

In conclusion, variance in expenditure compositi@ia-vis the overall deviation
in primary expenditure is well within the recommeddievel of 5%, the only
exception being FY 2005-06 due to an extra-ordingmy of expenditure. This
reflects that reallocation between budget linesshaot contributed to variance in
expenditure composition beyond the variance resplfrom changes in the
overall level of expenditure.

Pl - 3. Composition of Revenue Out-turn comparedd Original approved budget

Revenue forecast is the basis on which annual pians state are prepared;
hence the importance of this estimation cannotegemphasized. This indicator
providing result of comparison of budgeted and a@chevenues provides an
overall indication of the quality of revenue forstag and revenue
administration.

A comparison of last three years revenue forecasts actual achievements
indicate under-forecasting during 2005-06 and dwegeasting in other two
years.

Million rupees
2005-06 2004-05 2003-04
% of % of % of
Budgeted Budgeted Budgeted
Amount | Revenue | Amount | Revenue | Amount Revenue
Budgeted | 82,0278 69,501.1 75,562.4
Actual 84,638.8 | 103% 66,605.1 | 96% 56,377.7 | 75%
Difference -2,611.0 | -3% 2,896.0 | 4% 19,184.7 25.%

Forecasts of revenue receipts of GoJ were withif@%Y 2005-06. They were
within 4% for FY 04-05. Budget Estimates for FY 08-were higher than
realizations by 25%.

While this may be so at the aggregate level, whenvariation is disaggregated
under individual resources, the analysis revealdewariations both for the
State’s share of central taxes and Grants in Adlfanthe State’s own resources.
While forecasting of State tax revenues for FY 2084vas almost exact, for the
two other years forecasts are almost higher by 2@¥ate’s share in central tax
revenues however has been significantly underestonaonsistently for FY
05/06 and 04/05. The FY 2005-06 forecast was nastiemated by as much as
79% , FY 04/05 by 13% and FY 03/04 overestimated@%. In FY 03-04 the
aggregate revenue was largely affected by loweroutrin Central Grant in Aid
(30% of the forecast).

As regards non-tax revenues the record is muckrmh@nly in one year FY 04/05
was the variation more than 3%.
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28.

29.

30.

REVENUES

Variations : Actual compared to Budget

Weightage | 2005-06 | 2004-05 2003-04
At Aggregate level 103% 96% 75%
Tax Revenues 116% 105% 87%
- state 32% 82% 99% 82%
- state’s share in central tax revenu( 36% 179% 113% 93%
Non-Tax Revenues 17% 103% 86% 97%
Central Grants 12% 65% 109% 30%

Note Weightage depends upon last three year's aveshgee in the total revenues that
state has raised under each of these categories.

Central Grants in Aid to the State budget (Centr&ponsored Schemes and
Central Plan Schemes) are allocated by the comtekfiaistry of the Union
Govt. against specific projects. Release of funadeu these Grants depends on
several factors including implementation progresssuance of utilization
certificates as well as the efficiency of the cahprocess.

An important factor is the relative weights of #hiéerent categories of revenues.
For example while State taxes and State’s shataxes from Union Govt. is the
largest being 35% & 36% of total revenues respebtjvnon-tax revenue is
around 17% of total receipts and Grants from Garaund 12%. Since GoJ has
little information on amount of the Central Govermmtis likely revenue receipts,
and Gol’s tax revenues have been rising sharpéysttare of central tax revenues
have been underestimated to a large exfettiowever, the State should be able
to forecast its own revenue both tax and non tagmees with greater accuracy.
The departments do not employ any quantitative atetbther than percent
growth or percentage change from earlier periods.aAresult estimates lack
precision.

In conclusion the actual revenue receipts in aggeegere within 5% in two out
of the three years. However, revenue forecastheatlisaggregate level show
wider variations vis-a-vis actuals.

PIl-4: Stock and Monitoring of Expenditure PaymentArrears

1% share of revenues generated by central governimentcentral taxes & duties is decided on the bakis
a transparent formula recommended by Finance CosionisThe Twelfth Finance Commission evolved a
formula of sharing these funds which balances gquiith fiscal balances. Criteria (& weights) used f
allocation are Income Distance (50%), Populatids®4®, Area (10%), Tax Effort (7.5%) & Fiscal
Discipline (7.5%)
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31.

32.

33.

34.

35.

36.

This indicator is concerned with measuring the reixte which there is a stock of
arrears, and the extent to which the systemic proldf overdue arrears, if any, is
being brought under control and addressed.

Jharkhand does not have a system for recogniznegrarat the aggregate level.
The present public financial reporting system agfodian States recognizes
expenditures only after payments have been madeBitar Financial Rules as
applicable in Jharkhand require that the Contrglidfficer keep a record of all
financial commitments and liabilitié$. While the spending units of certain line
departments which adhere to the CPW Accounts Caietain records of arrears
pertaining to procurement of stores, there is ratesy to capture these arrears at
the departmental level.

In conclusion, in the absence of a system for ¢aguhe stock of expenditure
payment arrears, the impact of arrears on thelfisastion of the State is not
being monitored. There is so far no plan for adsingsthis issue.

KEY CROSS CUTTING ISSUES: Comprehensiveness anTransparency

PI-5: Classification of the budget

GoJ’s overall accounting classification is in lwwéh uniform countrywide system
of classification of accounts prescribed by theskRlent on the advice of the
Comptroller and Auditor General of India. The exigt system has a uni-
dimensional coding structure which flows in oneediron from Fund to sector/
sub-sector to functions / programmes to schemeasdesic classification. The
system meets the requirements of the internatisteaidard for classification
system of GFS

Although the e present system was devised thregdésdack, it was designed to
allow copmpilation of accounts through computerizgdtems. However, the
present system does not provide mapping of linkalgesveen functions,
programmes and schemes at different levels totasgs@sion-makers in policy
formulation and effective monitoring

The CGA of the Central Government is currently cdeisng a new system of
accounts classification for GOI in line with bestternational practice. The
proposed multidimensional account classificatiorstayn will have distinct

segments representing fund, economic categoriestifuns, programs, and other

" Rule 11 of Bihar Financial Rules: A controllingfldér must see not only that the total expenditsre
kept within the limits of the authorized appropwatbut also that the funds allotted to spendinigsiare
expended in the public interest and upon objectsvfach the money was provided. In order to mamai
proper control, he should arrange to be kept inéatymot only of what has actually been spent from a
appropriation but also what commitments and litiesihave been and will be incurred against it......
2 Ministry of Finance (Gol) Expert Group Report olassification of Government Transactions (July

2004)
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37.

38.

39.

40.

4].

data attributes. The new system under consideratibrbe multi tiered with a
simpler chart of accounts than the one existings Expected to allow for fund
based accounting and facilitate transition to a&iclaccounting, and assist in
preparing reports consistent with GFS.

In conclusion, the present Classification systermdédollowed can produce
consistent documentation in accordance with théomalt standards which are
consistent with GFS standards.

P1-6: Comprehensiveness of information included ibudget documentation.

This indicator measures the comprehensivenessfofmation included in the
budget documentation, the purpose being to asskesthar adequate disclosures
are made in the Annual budget documents (the anmuddet and supporting
documents).

The PEFA Framework recommends that budget docutmr@mtshould fulfill nine
information benchmarks in order to be considerethglete. These include
information on the following elements in additioo tletailed information on
revenues and expenditure (i) Macro economic assangtincluding at least
estimates of aggregate growth, (ii) inflation adheange rate, (iii) Fiscal Deficit,
(iv) Details of Debt Stock at the beginning of tberrent year, (v) Financial
Assets including details at least for the beginmfighe current year, (vi) prior
year’s budget outturn, (vii) current year’s budgeither the revised budget or
estimated outturn, (viii) summarized budget data revenue and expenditure
according to the main heads of classification, &R}l Explanation of budget
implications of major policy initiatives, both irevenue and expenditure with
estimates of budgetary impact.

The institutional framework for disclosure throughdget documentation is set
under Article 202 of the Indian Constitution.

In Jharkhand a number of documents are placedemdsembly as part of the
Budget Documentation. These are given below, aleitiy brief particulars that
the documents contain.

Document Title Particulars given in the document

Non-Plan (Detailed) Major head-wise Summary of budget provisions

- Detailed budget provisions (Giving Minor heads a®tject
heads) under each Major-head.

- Budget provisions include ‘Budget Estimates’ foe tfinancial
year under proposal

- Budget Estimates & Revised Estimates for the curfimancial
year

- Unaudited actuals for the previous financial yedrhis
information is not generally incomplete

Plan (Detailed) Same as above
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42.

43.

44,

45,

46.

CSS &CPS (Detailed) Same as above

Public Account Same as above

(Detailed)

Revenues & Receipts | Same as above

(Detailed)

Document Title Particulars given in the document

Budget Summary Overall Summary of Budget receipts & Budgeted Exjitemes —
Apart from the Budget year, it also provides BE & fr current
year.

- Functional details of Receipts & Expenditures fodpet year,
current year & previous year (actual)
- Department-wise details of allocations under mhfads

Explanatory The document more or less repeats information exagrovided

memorandum on the | under Budget Summary.

Budget

Demands for Grants Details of budget provisionpdsately under Revenue & Capital)
for each grant provided for budget year & curresdry

Annual Financial Budget Provisions for budget year, current yearrfaudited actua|

Statement for previous year given major head-wise.

Budget at a Glance Overall fiscal Indicators, pietlopresentation of where a rupee
comes from and where it goes, etc.

Budget Speech Budget Speech as delivered by thanéén Minister in the

Assembly. The speech provides narratives about nmajograms
proposed in the budget in various sectors incluthxgproposals.

As can be seen from the above, at present theme iaformation provided on
Macro-economic assumptions, such as inflation, eggje growth of the
economy, etc. Many states prepare an Economic $uReport providing

analysis, trends, etc. This is a useful exercis&hvhelps give direction to the
state for its future economic path.

While the budget documents provide details of thateSs likely receipts /
payments, both revenue and capital during the yiéalpes not provide the
opening debt position, which is however coveredeqabmprehensively in the
Finance Accounts.

Although an Explanatory memorandum to the budgevtipions is prepared, it
repeats information already contained in the othetget documents. It does not
provide explanation of budget implications of theaninitiatives, or the likely
impact of major revenue / expenditure policy on drtdry estimates. Generally
the Budget speech delivered by the Finance Ministakes references of this
nature in the form of major policy initiatives.

The state has developed a web-site on which ishtssannual budget documents.
The annual budget documents for FY 07-08 which waproved by the
Legislative Assembly on March 21, 2007 is yet tchbsted.

Disclosure in the budget document need to be ingatam three out of the nine
information benchmarks recommended by PEFA
. Statement of Deficit financing describing anticghtomposition

15



. Macro economic assumptions including estimatesggfegate growth, and
inflation ; and

. Explanation of budget implications of new policytiatives, with estimates
of the budgetary impact of all major policy changesl /or some major
changes to expenditure programs.

47.  As regards the statement on Debt Stock and therSéat on Financial Assets
these two statements are part of Annual Financeuads. Since there is no fixed
time-table for presentation of audited finance aote to the legislature the
accounts may not be always available for discusaidhe time of the budget. The
accounts in the case of 2005/06 were talalitel the Budget for FY 07-08 was
approved by the Assembly.

48. In conclusion recent budget documentation fulfilsoG6t of 9 information
benchmarks recommended by the PEFA Framework. mthesa lot of
information is repetitive.The State may considengification of the budget
document in line with the budget documents of Gul some other States like AP
& Karnataka. The Reserve Bank of India’'s core grdwgul come out with a
Voluntary Disclosure Norm for the State Governmamider Detailed Summary
of the Budget in 2001, which, the State may considée recently enacted
FRBM Act requires disclosures in the budget docum@m policy analysis,
information on level of debt and financial assety policies introduced, etc.

PI-7: Extent of unreported government operations

49. The purpose of this indicator is to assess theifgignce of Government
operations which are not reported through the $tatiget. The PEFA Framework
recommends that annual budget estimates, in-yesuérn reports and year-end
financial statements should cover all budgetary extca-budgetary operations of
the Government. This will ensure a complete p&taf Government revenues
and expenditure across all categories and financing

50. Gol provides a large amount of additional centsaistance to all States including
Jharkhand by way of Centrally Sponsored (CSS) &t@aélan Schemes (CPS)
for development purposes based on the prioritigabbshed by the Central
Government in consultation with State Governmewi¢hile a number of these
schemes are funded through the budget processads@n Aid from Central
Government (A/c 1601) (refer PI--3), increasingittes to directly transfer funds
to Special Purpose Vehicles — Registered Socieimsating as autonomous
bodies. The State does not have a ready mechaoismetermine the total
amount of extra budgetary funds that the statedsiving under such schemes. It
is quite likely that the funds received under C®8 EPS are on the increde

13 As per an estimate of a World Bank study on CélgtBponsored Schemes Gol’s outlay for FY 2005-06
for such schemes to all States was close to R9600nillion.
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51.

52.

53.

from year to year. It would be safe to assume #haignificant amount of such
‘extra budgetary funds’ are being spent in theeStatt this account.

Central Schemes

RD: The entire Central assistance under CentrgdbnSored and Central Sector Schemes
flows directly to the DRDASs. In 2005-06 grant of.R§64 million went as Central
Assistance to DRDAS vis-vis Rs. 10622 million in&d through State Budget.

Health: Major potion of the Central assistance eduhrough the State budget.
Central assistance for three Schemes (Aids Coi@H and NRHM) flow directly to
implementing agencies (autonomous Societies). 8 #teaotal Central assistance in FY 0b-

06 transferred to such societies.

In conclusion, it is not possible to quantify tleeel of extra budgetary operations
under the Centrally Sponsored Schemes as a pegeenitéghe total expenditure of
the State. Separate disclosures in the budget dmusnof estimated receipts for
budget year and actuals for previous year for thed®emes would enhance
transparency.

PI-8: Transparency of Inter-Governmental Fiscal Réations

This indicator is regarding transparency & allooatiof funds by a national

government to sub-national governments. As the PHEfafmework has been

basically formulated in the context of national govnent, this indicator is not
directly applicable for this Study. However, thiglicator may be relevant in the
context of the third tier of governance. The78nd 74 amendment to the

Constitution provided an effective framework of dbcself governance in the
Country through the Urban and Rural local bodiée ¢hird tier). In Jharkhand

Panchayati Raj Institutions are not in operatiosipg a serious challenge to
improving the quality of governance at the ruralele Elections of PRIs

announced in 2005 which was slated to be held aftgp of 27 years was put on
hold by a Court Order because of legal challenges the State’s reservation
policy. Under similar grounds elections for ULBs have aisb been held in the

State. The State had to suffer a loss of CentrahtGramounting to Rs. 3046
million for not holding elections for local bodies.

Although PRIs are not in operation, most of thdagiés have a Village Pradhan
(Head) under the traditional “hereditary” systemovdielects 10 to 15 members to
the Village Sabha. Till Mar., 06, the DirectoratePanchayati Raj allocated Rs.
50,000 per annum to all Village Sabhas for undanmgakevelopment work in the
village like digging of wells, tube-wells, drainagépes etc. The Gram Sabha
furnish Utilisation Certificates to the Directoratef Panchayati Raj. The
Directorate also ensures monitoring of the exeoutibworks through the Office
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54.

55.

56.

57.

58.

59.

60.

of the Block Development Officers. With effect frofpril 1, 2007, this scheme
has been discontinued.

In Jharkhand there are in total 39 ULBs (2 Munitig2orporations, 18

municipalities and 19 Notified Area committees). dbsence of institutional
mechanisms for devolution of funds to local bodies|uding ULBs, presently

Urban Development Department makes allocation nfiguto individual ULBSs.

For FY 2004-05 and FY 2005-06 this was Rs 849 amlland Rs 1180 million

respectively. UCs are required to be submitted b4) however the Department
does not have a mechanism to identify pending UCs.

Apart from the UCs, there is no financial repagthy these rural and urban local
bodies to the parent departments. No audit is ccteduor these local bodies.

Although the State Finance Commissibof Jharkhand has been formed on
28.01.2004, it has not yet submitted its reporte Biate is yet to discharge its
constitutional mandate of devolution of powers ahdies to the Urban Local
Bodies.

In conclusion in the absence of duly elected |dmadies, both urban and rural,

there is actually no intergovernmental fiscal telahip. The Government

releases funds to these local bodies as grant&ditheough the departmental

budgets. Although in case of PRIs fixed amounts BR00 for every PRI) were

being released till recently, releases to ULBsrariebased on any transparent rule
based systems. There is no financial reporting Hese rural and urban local

bodies to the parent departments.

PI-9: Oversight of aggregate fiscal risk from othe public sector entities

The purpose of this indicator is to assess theityuafl the oversight role of the
state government in the context of fiscal risk agged with the financial position
of state owned and or controlled entities.

Since the state Govt. has a formal oversight noleelation to all public sector
entities and even local governments, it should teorand manage fiscal risks
arising from the activities of such entities. Therey be occasions, when
although the state govt. may not have formal ogétsrole, it has to assume
responsibility for financial default of autonomaerstities.

There were five Government companies, one statu@uoyporation and one
autonomous Body under the control of the State Gowent as on March 31,

% In terms of articles 243(l) and 243(Y) of the Ciitngion, the State Finance Commissions are to
recommend (i) the principles that should governdis¢ribution of the net proceeds of taxes levidijehe
State between the State on one hand and the lodadon the other and the inter-se allocation betw
different panchayats and municipalities (ii) detevation of taxes duties tolls and fees assigneat to
appropriated by the local bodies(iii) grants in f@mn the Consolidated Fund to the local bodies.
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2006. Total investment in PSUs at face value isneged at Rs 24,739 Million.
The annual accounts afl these entities are behind schedule.

Status of Annual Accounts of Government Companiesra Statutory Corporation as on

March 2006
S. No. Name of the Company/Statutory Date of Period of Year in which
Corporation/Autonomous Body Incorporation Accounts Alcs finalized
1 Jharkhand Hill Area Lift Irrigation 22.3.2002 2003-04 2005-06
Corporation
2 Jharkhand Police Housing Corporation 13.3.2002 2004-05 2005-06
Limited
3 Jharkhand Tourism Development 22.3.2002 - -
Corporation Limited
4 Jharkhand State Forest Development  27.3.2002 2002-03 2004-05
Corporation Limited
5 Jharkhand State Mineral Development  7.5.2002 - -
Corporation Ltd.
6 Jharkhand State Electricity Board 20.3.2001 2001 2005-06
7 Jharkhand Electricity Regulatory 24.4.2003 - -
Commission

61. The task of overseeing the operations of state dignatrolled entities has been
entrusted to the line departments through whicHuhding of these organizations
is undertaken. Although the governing bodies ohsoiganizations have certain
level of autonomy they cannot raise loans or cresr public liabilities without
taking necessary approvals from the state goverhmen

62. There is no visible system of monitoring of fisa&k associated with these
entities at the Finance Departmenteave alone consolidation of fiscal risk issues
into an annual report. Moreover, given that anriungincial statements of these
entities are in arrears, the net worth of publict@e undertakings cannot be
assessed on a timely basis. Considering any miandial losses on the part of
these entities could enhance the fiscal risk todstiage, it is important that the
Finance Department does at least an annual revieeofinancial position of
such entities.

63.  Another issue is the lack of sufficient legislatserutiny - the PUC has met only
once since the formation of Jharkhanefdr Pl 28).

64. While the State Finance Accounts have provisiordéurStatement 6) to provide
details of guarantees issued by the State Govermnmenbehalf of various
statutory corporations, Boards, etc, it was obgkthat the FY2005-06 Finance
Accounts do not include this information. The bestimate of outstanding

15 No such subject has been enlisted in the OfficeOfdated 12-02-07) allocating work among différen
officials of the Finance Dept.
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65.

66.

67.

68.

69.

70.

71.

71.1.

guarantees issued after the formation of Jharkreman March 31, 2006 as
provided by the Finance Department was Rs. 5,400kl

The issue is further accentuated by the fact thatdistribution of assets and
liabilities (including guarantees) of a number ofat8 Public Units of the
Composite State of Bihar between the successoesStdtBihar and Jharkhand
has not been not completed till date. Many of thesBties may have large
outstanding liabilities at the time of division.

Autonomous Government Agencies which are estaldistteough separate
legislation are not empowered to raise any loanssole guarantees.

In conclusion, given the paucity of up to date infation with the State on the
financial position of the large majority of the pigtsector entities and insufficient
monitoring by the Finance Department, Hygregate fiscal risk on account of all
these entities is not being assessed.

PI-10: Public Access to key fiscal information

The purpose of this indicator is to assess howyeascessible to the public is the
information on fiscal plans, positions and perfonce of the state government.
The PEFA framework lays down a benchmark of sixnelets of information to

which public access is essential — Annual budgetundh@ntation, In-year budget
execution reports, Year-end financial statementderfal Audit Reports and

Contract Awards above the value of USD 10,000.

The Rights to Information Act passed by the Centévernment in 2005

provides for availability of complete informatiom all aspects of the workings of
all public bodies to the country’s citizens on resju Jharkhand, like all other
States, is required to comply with this legislatimeluding the provision for

making available on “suo moto” basis, informatigresified in Section 4 of the
Act. According to a study done on RTI compliancedalyication departments of
States across India conducted by the Centre fal 8ociety, a Delhi based NGO,
Jharkhand was amongst the States with poorestrpaafxe.

The state is in the process of setting up the stifuature for complying with the
requirements of the RTI. This includes dissemimatbinformation to the public
on their rights, appointment of public informatiofficers in each public body,
training of staff and so on.

Annual Budget Documentation

The annual budget documentation is available inted format and on GoJ’s
web-site. Printed information is available once stheare presented in the
Legislative Assembly. Information on web-site isadable thereafter. It is a
fairly voluminous set of papers.
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71.2.

72.

72.1.

73.

73.1.

74.

74.1.

74.2.

75.

Thus the budget documents are accessible to thearaed public at large almost
immediately after these are tabled. The documergshawever not easy to
understand for a layman. Attempts are being madeugin documents like
‘Budget at a Glance’ to simplify the presentatiomda improve its

understandability. However, ‘Budget at a Glance’ net available on the
Government’s website.

In-Year Budget Execution Reports

In Year Budget Execution Reports or Monthly acceuobmpiled by the AG
(A&E) are not made public suo moto. C&AG publisloesits web site monthly
accounts of States where there is concurrenceeoState. Jharkhand so far has
remained an exception.

Year-end Financial Statements

Annual Finance & Appropriation Accounts are auditead “certified “by the

CAG normally within 9-10 months of the close of ttieancial year. These are
required to be placed in the Assembly at the neaila@ble opportunity. However
there have been delays in the past three yearsaddieed Accounts for 2005/06
were provided to the State Government in Novemi@¥62but tabled only on
April 4™ 2007 after the budget was presented and appréwecediately after the
Accounts are laid in the Assembly they are avadlaol the public on request.
The format of the Accounts has been as prescribedhe Comptroller and
Auditor General of India. The publication of thecdment “Accounts at a
Glance” is an attempt to improve the understandgluf the Accounts.

External Audit Reports

External audit reports are normally submitted bg @omptroller and Auditor

General to the Governor, as per Article 151 of@astitution, who causes them
to be laid on the floor of the State legislaturEhey are generally tabled within
six months of completed audit. They are releaselduddic documents only after
they are laid on the table of the State Legislature

Normally the audit reports are expected to be pldmfore the legislature at the
earliest opportunity i.e. in the next session efltegislature after receipt from the
auditor. They should ideally be available for &giors before the budget debate
takes place. However there is no legal requirenfenthe same. The audit
reports for FY 2005-06 were tabled on April 4, 208@on after the budget was
approved for FY 07-08. AG Jharkahnd also gave agpbeiefing after the Audit
Report for FY 05-06 was tabled. The Audit Reports available on the website
of the C&AG of India.

Major Contracts awarded
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75.1.

76.

76.1.

76.2.

77.

78.

Presently Jharkhand does not publish such infoomasuo moto. Only the
bidders who have participated in the bid processganerally informed about the
bidder who is selected.

Resources available to primary service units

Another important aspect of public access that PEaAework refers to is the
level of access to information on resources abhEléo primary service units in
at least two sectors (such as schools and primeajtthcenters). Information of
this nature is not presently being published.

In conclusion, currently three out of the six imf@ation benchmarks
recommended by PEFA are made available to the quflhe Rights to
Information Act provides for sufficient public agseto information on the state’s
development activities. The State is in the proagfssuilding its capacity to
comply with the requirements of the Act. There msmense opportunity to
improve public access in the areas of in year buegecution, both financial and
physical progress of development projects, majotreats awarded and resources
physical and financial made available to primanyise units.

Budget Cycle

C (1) Policy Based Budgeting

PI-11: Orderliness and participation in the annualbudget process

The purpose of this indicator is to assess the éuidgmulation process, effective
participation by other line departments as welpaltical leadership.

The Bihar Budget Manual as adopted by Jharkhandiges the institutional
framework for preparation of the Budget. This Mdniags down the detailed
processes of the budget formulation, including ¢hkendar for different events.
While the Finance dept finalizes the Non-Bfapart of the budget based on
departmental requests, it is aided and advisetidytanning Dept. in finalization
of the Plan budgét Budget circulars issued by the Finance Departrnentain
detailed instructions like budget calendar and lketdgrmats etc. for formulating
the budget by various line departments. Indicativelgetary ceiling for line
departments are not specified in the budget circula

'8 The Non-Plan budget mainly consists of salaryglgisthment costs and maintenance costs of schemes
and programs.
" All schemes and programs included in the currére Fear Plan comprise the Plan Budget.
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79.

80.

81.

82.

The Finance Department and the Planning Dept uakkethe lead to finalize the
Annual Plan size. The Finance Dept. first undedake assessment of resource
availability. Overall Plan size and priorities afiemed up on the basis of
consultations with senior bureaucracy and politieatlership. However there is a
need to ensure that the ground realities of theade@nt’'s ability to implement
are considered, while preparing estimates. Thukoadh detailed budgetary
reviews are undertaken as per prescribed procetiyrdse Finance and Planning
Departments, it emerges that there is a need &atgr technical expertise in this
area in Finance, Planning and the Implementing Bejants or finding alternate
ways and means of accessing such technical expeii®ther major constraint is
non-availability of up to date actual expendituigufes for the year prior to the
budget year at the departmental level.

Reference to last year’s actuals

Heath: Budget Document for FY 04-05 does not gisteias for preceding year under ANY head.
In FY 05-06, actuals given only under few headshia Revenue section (Establishment exp| &
some grantee institutions). Budget Document fd@¥&207 contains no actuals in Revenue sectipn;
but, only for a few items in capital section (Noar). During discussion, the pr. Special Secretary
agreed that no monthly or annual exp statementseamved from the DDO /CO & that budget |s
prepared based on verbal discussions with the hefatkpartments/ institutions.

RD: Budget Document for FY 2004-05 and FY 2005-@@sinot give actuals for preceding ydar
under ANY head. In the Plan Budget for FY 2006-@atuals given only in a few cases elating|to
Staff Salaries.

As indicated under PI-2 above, most departmente mmt been able to utilize
funds allocated to them. The Comptroller and Aud@@neral in his audit report
has over the years regularly identified a numbenstfances, where funds had to
be surrendered, because the budget estimates kneeredult of ad hoc estimates
rather than detailed estimates furnished by thd fiaits.*®

Before the budget document is finalized, there aa@nsultations with
representatives of various stakeholders, like mssirand industrial community,
agriculturists etc. The Budget document once fasaliis approved by the cabinet
before being presented to the legislature in thdgbt session. The budget
document has generally been passed by the legislaefore the beginning of
next financial year, although during 2005-06 a wateaccount had to be taken for
budget year 2006/07, and the budget was finallyama only in July 06. The
budget for 2007-08 was approved in March 07 bettogeyear end. However there
was no debate in the Assembly before passage oéldied legislation.

The budget calendar generally allows three to feeeks for the departments to
prepare their detailed estimates. But there amfgignt delays in submission of
detailed estimates by most departments. In théegoof Jharkhand, the issue of
budget circular is more of a formality as it does specify any ceilings and is just

18 For details on savings, refer para 17.4 under PI-1
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83.

84.

a repetitive standard guideline issued every y&lhdepartments are aware of the
budget schedule and nothing prevents them frortirggjathe process earlier.

Budget Calendar

Health: Budget Circular issued by the Finance Dipant stipulates that Estimates for Plan &
Non Plan should be submitted by 13th &"2eptember respectively. Estimates for 07-08
were submitted on 21-2-07 (Plan) & on 10-3-07 ( dan).

RD: In FY 06-07 the budget estimates for both Rlad Non-Plan were submitted on February
28, 2006.

The process of preparing estimates using bottompmpoach is very weak.

Input from line departments

Health: No input from the field offices in the budeprocess. Review of last 3 years budget
preparation reveals routine process of “incremdmtidigeting for non-plan. For Plan sector, it
either 1/5 of Annual Plan allocation or an appraaiion/ repetition of amount proposed in BE
RE of current year

0

Rural Development: No input from most of the fielcits.

Roads Construction: The scenario is comparativetieb. Budget estimates are prepared based
on specific proposals from field units reviewedhigther levels.

In conclusion, standard guidance on the preparaifobudget estimates is made
available through budget circulars every year. idative ceilings for departments
are not provided in the budget circulars. The budggendar does not allow
sufficient time considering the best practice reomnded by the PEFA framework
(at least six weeks from receipt of the circular)the Departments for preparing
detailed budget estimates. Input from field urate often not received. The
situation is further worsened by non-availabilitiy up to date actual expenditure
figures for the year prior to the budget year atdibpartmental level. The budget is
approved timely by the legislature on an annuaisbas

PI-12: Multi-year perspective in fiscal planning,expenditure policy and
budgeting
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86.

87.

88.

89.

90.

The purpose of this indicator is to assess thenéextewhich the priority setting,
planning and budgeting process is based on a gothinlti-year plan basis with a
medium term perspective.

A multi-year perspective is an important ingrediehfiscal planning. Expenditure
policy decisions having multi-year implications shibbe aligned with availability
of resources in the medium term perspective toeaehaggregate fiscal targets.

The State has prepared a Vision 2010 which proJaesterm sectoral strategy for
the State’s development. However, these are ndedda terms of estimates of
forward expenditures. As in the Central and allt&t&overnments in India, a
process for preparing Five Year Plans is also éstedal. While preparing the Five-
Year Plan, forecasts of revenues, estimates of nelfjpees and projections of
deficits are prepared. Currently GoJ is in the pssoof finalizing its 1 Five Year
Plan which is expected to cover detailed estimatesext five financial years
(2007-2012) revenues, expenditures and deficitgojeBtions prepared by the
Finance Department for the "L Five year plan provide sectoral Plan and Non-Plan
allocations The Five-Year Plans are not being adjusted annwoallg rolling basis.
The State does not have a process for annual agjost to the Plan with the result
that it becomes outdated within a year or two amthér is of limited value in the
context of the changing fiscal scenario. The preadopted so far also does not
provide for integration of investment and recurrexpenditure.

The State has passed the Twelfth Finance Commisssoammended Fiscal

Responsibility & Budget Management Act. The Aduiges that the State adopt a
Medium Term Fiscal Framework and targets for renigicthe State’s deficits quite

substantially by March 31, 2009.

The State is in the process of strengthening its deinvestment management
capacities. A Debt Management and Investment @AWIC) has been recently
established?

In conclusion, there are no forward estimates sifdi aggregates on a rolling basis.
Nor has adequate debt sustainability analysis leelertaken so far. Costing of
sector wise strategies are done only for Plan edipge in the form of Five Year
Plan. Budgeting for investment and recurrent exjieres are separate processes.

C(ii) Budget Cycle

19 A Debt Management and Investment Cell (DMIC) hasrbestablished to study the institutions and
organizational set up, gaps in debts and investmeriagement, extent of Contingent Liabilities, Risk
Factors and parameters necessary to scrutinizéstts level of financing and devolution of powénghe
form of taxation, revenue empowerment of local bedivas proposed to be studied in depth. It is also
proposed to study the system of accounting andikgey records in Accountant General’s Office.
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92.

93.

94.

95.

96.

97.

While the performance indicators Pl 13-16 are gaheemployed at the national
level, in a federal structure, it is equally im@ort to analyze efficiency of the
overall tax system at the sub-national level.

Currently the State’s major tax revenues are froadu¥ Added Tax (VAT)
comprising about 80% of the State’s tax revenuéss $tudy is therefore confined
VAT while assessing the system against indicatbds3P14 & 15.

PI-13: Transparency of taxpayer obligations and kbilities

The purpose of this indicator is to assess claitgd comprehensiveness of tax
legislation and administrative procedures, levebafareness among taxpayers of
their obligations and liabilities and existenceanfeffective appeal mechanism.

The State implemented VAT on goods with effect framd-2006, replacing then
existing first-point sales tax. The VAT covers gtiods except a few items, like
petroleum and liquor.

The enactments relating to VAT and the rules (piloces) made there under are
clear and easy to comprehend. There is no ambiguigsessing tax liability. Tax

officials have no discretion in fixing tax liabiit The only discretion available is in

imposing penalty for various offences. This neetlde prescribed in the law so
that the officers will not be able to favour taxpayy using their discretion. The

enactment and the rules are easily available taatkgayers. The government has
brought out publications giving Act and Rules. Thi@rmation is also available on

website. Some brochures have also been publisitedisimibuted for VAT.

There exists a well structured system of appealsian and reference. A formal
process of appeals has been established at thwels.|&he initial appeal is to the
Joint Commissioner - Commercial Taxes (JCCT). Aisiem petition against the
orders of the JCCT (appeals) can be filed befoeeGbmmercial Taxes Tribunal,
which basically consists of members drawn fromjtitkcial, accounts and taxation
services. Commissioner — Commercial Taxes alsqba®rs of revision either on
his own motion or on the basis of petition fileddye him In cases involving points
of law, reference can be made to the High Coutiemtise the findings of the
Tribunal are final.

A large volume of information also gets collectadidg assessment, searches and
seizures, and survey operations. However, it sébatstheir collection is neither
systematic nor thorough. For this purpose, a thgimoveorganization of the
department with greater use of Information Techgglis needed to have a suitable
Management Information System (MIS) to utilize thisrmation in an appropriate
way. On line systems of gathering market intelligeerand sharing of databases
could prove to be a great driver of fostering omsmsnand transparency in the
system helping in stepping up revenue collections.
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PI-14: Effectiveness of measures for taxpayer resfration and tax assessment

Registration process

The registered dealers being the most importargcasp tax administration, the
Jharkhand Value Added Tax Act requires that all the paying dealers having
turnover exceeding Rs. 5 lakh must be registerdial tive tax department.

The procedure of registration includes submissioprescribed application form,
which calls for details of the business of the dealhe Form must accompany a
certain amount of initial security along with sosw@ety or bank guarantee. The
officer, in turn, verifies the credentials of theatker and issues a registration
certificate to the dealer in a prescribed form.

The overall procedure of registration is complidand calls for information
which is of no great relevance for the departmamd @&convenient for the
taxpayer. The procedure should be simplified. Havevpost-registration
enquiries and fixing of input credit under VAT isteemely essential.

In addition to registering those who come forwadhe, process of tax enforcement
begins with the identification of taxpayers who aw@ yet registered with the
department. Departmental efforts in identificatiointaxpayers who are not yet
registered with the department are not up to thekmBhis is an extremely

formidable task particularly in a state like Jhakt, where the unorganized
sector predominates. An effective taxpayer inforamatsystem and monitoring

alone can help achieve this task. The establishroérdn effective taxpayer

information system is crucially dependent upon @ua identification numbering

system such that the information relating to vasioudicators could be collected
and collated.

As a first step, as suggested by the Empowered Gueenof State Finance
ministers, the department has given a ten-digitidartification number (TIN) to
all the taxpayers. Given a TIN for all the dealargler VAT, it is felt that this
should be effectively integrated with the idenafion numbers of other taxes
such as permanent account number (PAN) of incomaurtd TIN for Cen VAT
(Central tax on manufacturing units).

In conclusion, although there is a system of regfisin of all the tax paying

dealers having turnover exceeding Rs. 5 lakh utfterdharkhand Value Added
Tax Act, the system is not linked to other governtrtax registration systems.
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Planning & Monitoring of Tax audit programs

Planning and monitoring of tax audit programmessdbexist. This is primarily
due to the fact that VAT is new tax. The departnfexd yet to start receiving
annual returns. The work should start after thaidés state excise no such work
is attemptedAssessment procedure commences when all the redteneceived.
In the event of all returns being correct, the ssisg authority accepts them
without calling for the dealer; the dealers aratied as self assessed. However, if
returns are not filed or are not found to be inpgroorder, then a notice is issued
to the dealer to present himself before the agsgssithority to explain the issues
involved.

Only those dealers who are selected for assessiugang a particular year based
on risk assessment are to be assessed. It isfdiegreustomary to make a
selection of cases for audit (departmental scriutityis this process of selective
verification of the volume of information receivdd/ the tax administration
which establishes deterrence. Under the VAT regimis, proposed to cull out
only those dealers for assessment who are seleotedbasis of risk assessment.
However, during our visit to the tax departmentvas revealed that so far no
work has been undertaken in the direction of ‘nsknagement’ and towards
developing a methodology for selection of cases dadit. It is, therefore,
extremely important that the department developsnachanism for risk
assessment, which forms a scientific (and, theeefarbjective) basis for
identifying cases of potential tax evasion andrdfure, selected for in-depth
audit (assessment).

Effectiveness of penalties

Penalties under the current system are less thamamted. These could be
enhanced to make them deterrent. Also, these nauikéd as per the offense,
leaving no discretion with the officers concerned.

Effectiveness of assessment and penalties procagsaieo be examined from
CAG'’s audit report, which indicates that almost®B89% of total tax collection is
through pre-assessment processes.

The existing organization for administration of VAWK based on case
specialization where each official deals with minsictions relating to taxpayer.
Under VAT regime this needs to be changed to foneli specialization, where
one official deals with specific function.

Another aspect requiring attention relates to tngnof the departmental
personnel. In the past, the officers of the satesdepartment were generally
drawn from the administrative service. At no stafjeecruitment or promotions,
however, were these officers sent for appropriedgaing in the assessment of
taxes. It is, therefore, of paramount importana tinder the new tax regime the
officers posted in the tax department are impartght training. The training
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should aim at enabling the officers to understamal intricacies of assessment
procedures laid down, and legal problems that laasen or are likely to arise in
relation to VAT.

PI-15: Effectiveness in collection of tax payments

The purpose of this indicator is to assess the®fness of the collection of tax
payments, including arrears.

The arrear collection information relating to FY03304, FY 2004-05 & FY
2005-06 was not available with the department. dimears of revenue pending
collection during FY 2000-01 to 2002-03as furnistogdthe department were as
under:

Year Opening | Addition Total Amount Closing | Percentage of
Balance recovered | Balance co.5to 4
1 2 3 4 5 6 7
2000-01 1,088.18 163.95 1,252.1 62.86 1,189/27 25.0
2001-02 1,189.27 181.01 1,370.2 62.39 1,307/89 545
2002-03 1,307.89 169.60 1,477.4 58.16 1,419/33 339
2003-04 NA NA NA NA 1,286.08 NA
2004-05 NA NA NA NA 1,341.02 NA

The above table indicates that while the amounarogéars increased from Rs.
1,088.18 crore as on April 1, 2001 to Rs. 1,41%R8e as on March 31, 2003,
registering an over all increase of & cent, the rate of recovery was low and
ranged between 3.93 to 5.92r cent. The percentage of recovery of arrears of
revenue decreased during 2001-02 (4&5cent) and in 2002-03 (3.9Ber cent)

i.e. after bifurcation of State when compared t0@®01 (5.020er cent).

All registered dealers above the threshold limé &xpayers on the basis of the
provisions of the law and, therefore, pay tax ewvagnth. The taxpayer pays tax
directly to the treasury. However, the procedure fayment of tax is
complicated. It requires filling in of thehallan Form in quadruplicate of which
the treasury returns the“3and &' copies duly endorsed for payment. The
‘original’ copy is sent to the respective assesanghority, while the treasury
retains the duplicate copies. The dealer submésctpy marked ‘quadruplicate’
along with the return to the assessing authority.

The above procedures for payment of VAT are elabosad cause considerable
inconvenience to the dealer. The existing systefiliof lengthy forms for return
and collection of detailed information about thealde through annual
‘information return’ needs to be simplified. Alsib,is important that the dealers
are allowed to pay tax in all the nationalized lmatitkough cheque.

Further, in regard to penalty for fiscal offencasthe present law there is some
discretion given to the officers. It is importahtait not much discretion should be
given to the tax officials. The penalty should begeribed in law.
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As regards procedures of tax administration statslaf accountability at the
level of officers is considerably diluted sinceter alia, the performance targets,
particularly those related to revenue collectioerevunrealistic and thrust upon
them. The officers in the field resort to questinleapractices to meet revenue
targets divorced from underlying economic trertlss, therefore, important that
the revenue targets should be based on underlgmgpenic trends. According to
CAG audit reports there is a shortfall in tax cciien with a number of
irregularities being repeated. There is no systémeconciliation between tax
assessments, collections and arrears in the degatrtm

Adequate client services play an important role/&T regime. These services
not only help increase voluntary compliance bub alsduce interaction of the
dealers with the department. The department shtaydspecial emphasis on
providing requisite client services to all the @esal In fact, the departmental
effort should be to provide printed brochures aafléts, including return forms,
well in advance of the due date of submission & teturn. Also, requisite
information should be made available electronicatigstly on-line.

It must be appreciated that the ultimate accoulitygloif the tax administration is
to the Citizens in general and to the taxpayergparticular. With a view to
enhancing accountability of (and transparency a® a&dministration, the tax
department must publish an annual report of its amch put it on its Website. The
annual report must separately provide for perforreandicators of each circle. In
addition, the quarterly progress of achievementtrhbaslisplayed on the Website,
so that taxpayers have an opportunity to respond.

In conclusion, the rate of increase in arrears @erthan the rate of recovery
resulting in mounting of arrears. The system ofonediation between tax

assessments, collections and arrears does not Ehistindicates lack of internal

control mechanism in the department.

PI-16: Predictability in the availability of funds for commitment of expenditure

The purpose of this indicator is to assess thenextewhich reliable information
is available to line departments on availabilityfurids for budget execution.

In GoJ the budget allocations are available to diepartments from the beginning
of the financial year. The current situation istthiaere is no need for cash
rationing and no restrictions are imposed on depamts in making payments for
committed expenditures or incurring new commitments

The cash position is being monitored daily by tieakce department.. The state
has sufficient access to loans and advances asatme necessary. The state
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has not resorted to ways and means advahoesverdraft even for a single day
during the last two financial years (2004-05 an83206). However, the Finance
Department does not prepare any formal  monthkh cilow forecasts and

therefore in theory runs the risk of unforeseerm crtages and surpluses.

In conclusion while modern cash forecasting techesghave not been introduced
cash balance with the Reserve Bank of India islaelyumonitored along with
treasury operations. In the last two years thermisisible shortage of funds for
commitment of expenditure.

PI-17: Recording and management of cash balancefebt and quarantees

The purpose of this indicator is to assess findamsanagement capacity of GoJ in
debt management covering issues like contractiegvigng and repayment,
management of cash, debt and government issuedrjeas.

Like all other States, RBI maintains the singleabu@y Account of the State. The
recording of all withdrawals and receipts by that&t 24 district treasuries and 6
sub treasuries is well established and informatiiow from district treasuries to
the Department of Finance and the RBI on a dailyisbarhis helps RBI to
ascertain the State’s consolidated closing casinbalon a daily basis.

The treasury operations in Jharkhand have been wemgped. However the

system is not real time. Unlike most Indian Statks, Finance Department does
not have a properly staffed dedicated cell for ngarg treasury functions. The

State has been invariably ending with huge casanbak as is evident from the
successive Annual Finance Accounts.

Also, funds are reportedly lying in Commercial Bardccounts maintained by the
line departments in contravention of the financidés of the State (See PI 20).
The Government does not have any estimate of tigmio@e of this irregularity.
Accountant General (A&E) is in the process of asisgsthe amount involved.
GoJ has issued instructions to all line departmémtslose such accounts and
have the funds re-deposited into the Consolidatedi F

The State’s outstanding debt as on 31-3-2006 wa&6B$H47 million. This

includes all public debt including small savingsd provident funds. These
records are maintained by the Accountant Generdlraported with complete
details in the Annual Accounts. Considering largargum of market loans and
other central govt. loans appearing in the Stadetounts it is important that the
state develops mechanisms to manage these loaagtipety. The procedure for
contracting are elaborate and loans have to beoapgrby the Cabinet. As stated

% source: Finance Accounts for FY 2005-06.Ways aednm advance is given by RBI to bridge any gap
that might arise for short periods due to mismdetween the receipts and expenditure of the State
Governments.
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earlier, the State has already constituted a Del@stment & Management Cell.
This is a progressive step. Opportunities for dedstructuring and reducing
interest costs are to be further explored.

Approval of the Cabinet is required before issujograntees. As indicated under
Pl -9, there is inconsistency between disclosurguarantees made in the State
Finance Accounts for FY2005-06 and the informatmavided by the Finance
Department. This indicates that the system of reasmice of records on
guarantees needs to be strengthened.

There is no standard framework laying down trarespiacriteria and fiscal targets
for approval of debts and guarantees. Howeveewlynenacted FRBM Act lays
down that the total debt stock of the State willlineited to 300% of the total
revenue receipts by the end of 2007-08 coupled inigrest payment limited to
18-25% of the revenue receipt.

Given the delay in finalization of the division agsets and liabilities between
Jharkhand and Bihar the records of debt and guseanmemain incomplete from
this perspective.

In conclusion there is enormous scope for imprayenmn this area. There is an
urgent need for putting in place systems whichdforth professional expertise
in management of cash, debt investments and gemsanThe initiative taken
under the REFORM Project,if advanced with strongemership of GoJ, can
have a beneficial effect in this area.

PI1-18: Effectiveness of payroll controls

The purpose of this indicator is to examine thariicial management processes in
place to ensure that salaries are paid and changid& accounts for government
employees on the basis of an authentic payroll.

The Bihar Financial Rules is the framework thatvymtes detailed procedures for
system of controls over payroll payments. Simildhlg Bihar Service Code is the
framework providing detailed procedures for creatimd maintenance of Service
Books. A service book is maintained for all empleyeexcept Group A

employees and those employed on casual/contracd. bdse service book is a
complete and comprehensive record of service detiltitlements, claims, posts
served, etc. about an employee. Service Books otitsC & D employees are
kept by the Head of Office of the respective lirepartments. The drawing and
disbursement officers under the supervision of Head of Office are charged
with the responsibility of keeping control of thaypoll of employees under their
jurisdiction. This ensures that salary is drawnyofdr employees actually

working and in accordance with the entittements. Gooup A Employees the

Service Book (called History of Services) is maiméa by the AG. Entitlements
for these Group A Officers are worked out and aritieal for payment by issue of
pay slips at the treasury by the AG. These Offickesv their salaries from the
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treasury. For Group B Officers service book is ramed by the Finance
Department who authorizes drawal of salary by trecerned departmental DDO.
Thus overall, an adequate manual system existsringsconsistency between
personnel database and payroll. Required chang#dsetpersonnel records and
payroll are updated monthly and generally in tinoe the following month’s
payments. Retroactive adjustments are rdfiewever, it may be worthwhile to
mention that in Gol and many other States, a umfsystem of maintenance of
service book by the HOO and drawal of salariesheydepartmental DDO is in
place. This facilitates simplification and alsowetion in number of DDOs.

There is no state-wide aggregate data base of alergment employees.
Treasury also maintains database of sanctioneagstreunder each DDO. It
ensures that overall salary drawn by a DDO is nogxcess of the sanctioned
strength. The treasury only ensures that salanwmraonthly is not in excess of
the sanctioned strength under each cadre.

GoJ has introduced direct credit of the employesaiary (all groups) to their
bank accounts to reduce the flow of cash in théegys

AG Audit includes verification of service books. $so audit wing of the
Finance department. Audit reports do not includg raajor irregularities on this
front.

In conclusion, the payroll of all regular employedssverified with personnel
records before payments are effected. Recordspatated on a regular basis and
all changes are authorized with a satisfactory tatrdil. Record keeping and
documentation controls are well supervised.

PI1-19: Competition, value for money and controlsn procurement

The purpose of this indicator is to assess theitguahd transparency of the
public procurement system including the extent tbicw open and fair
competition is used for getting value for money.

So far as the State Procurement system is concetima@ is currently a lack of
sufficient data to set out clearly how widespreadeiiance on the use of the open
competitive tendering. What data there is suggéstisthe open procedure is used
regularly. Indeed, as explained in the next pagdgrane of the main problems in
Jharkhand appears to be the automatic recour$e topen competitive tendering
whether or not that is the appropriate method afcprement and that this is,
further, not an exercise in judgment, but the ttestithe strict application of the
rules.

As is the case with other States, the purchasitigoaties of the Government of
Jharkhand, at all levels of spending, are requieeccomply with a series of
procurement rules inspired by the General FinarRRidés of Gol, in the case of
supplies contracts, and the Public Works DepartniltWD) Code in respect of
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works. For historical reasons, in the case of Jremld, these are taken directly
from the rules applied in Bihar.

There is no specific procedure for the procuren@ntonsultancy services. It
seems clear that these rules are in need of ugdatd reform but there are
additional impediments to good procurement in Jhanki. The political situation
is such that the various departments lack the maepacskills and momentum to
apply the rules appropriately and either fail t@lgphem at all or, in order to
overcome their practical difficulties, are obligéal address their procurement
needs through different methods not identifiedhia tules. Many of the methods
adopted are incompatible with the existing rtlesuggesting that at least some
reform of those rules is necessary. The responsexetuting agencies to the
extreme pressures created by a lack of capacityhanthn resources represent
practical ways to expedite procurement but comea dtigh cost of reducing
transparency and competition.

The common feature in all departments interviewed whe lack of a consistent
approach. This is also exacerbated by the lackvefsight and control. There is
no collection and synthesis of procurement data mmcentity responsible for
overseeing procurement policy or execution in tketeS Whilst there are some
expenditure approval mechanisms in place, themmidirect internal or external
control of the procurement function and no systé&raidit. Procurement failures
are identified, if at all, by chance or as the lestipolitical intervention. Whilst
the data collected, therefore, suggests that tlem guocedure is the preferred
method of procurement and is used regularly, tlissdnot provide an accurate
measure of the system which is, in summary, basealitdated and inappropriate
rules, applied haphazardly, undermined by a lackapfacity and bedevilled by
the current political uncertainty in the State. Thality and transparency of the
system is thus open to question.

In respect to the applicable regulations regardireguse of different procurement
methods, Jharkhand’s public procurement systemadsssively rigid. Procedures
other than open competitive tendering are providedut the rules applying to
the proper use of these exceptional methods as&risgent and/or unrealistic that
the rules force procurement entities to apply thenoprocedure even where that
is not the most appropriate procedures.

The cost of applying such a procedure will often datweigh any financial or
substantive benefit so that any pretence of seekirarhieve ‘value for money’
or efficiency is lost. Thus, the open procedure trhaes used for all contracts
whose value exceeds INR 200 (!); there is no redoesjuotations procedure, no

2 Eor example, PWD Road Construction is currently pursuing PPPsin roads although the regulatory structure for PPPsin
Jharkhand has not yet been devel oped. The Health Department has experimented with signing sole source contracts with large PSUs
for the construction of works in order to ease their procurement burden, although this approach is not sanctioned by applicable
regulations.
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limited bidding and no pre-qualification. These lgsans are compounded by the
lack of competence, the absence of sufficient stahdorm for bidding and
contract documents and the over-reliance place@fen outdated) schedules of
rates in the evaluation process as a means ofiagogkercising judgment. Thus
the problem is neither that the regulations doprovide for the conditional use
of exceptional procedures nor that the regulatiemesnot complied but that the
regulations are themselves flawed and compliante tlvem is likely to lead to a
loss of efficiency and value for money.

There is no objective and independent complaintshergisni® in place which
would enable aggrieved bidders effectively to ahajle any breaches of the
recognized procurement process. If there are amplaonts (and the evidence is
that such complaints are, in any event, rare), thidygenerally be dealt with at a
departmental level. This is a type of internal amdrarchical administrative
control which implies that the complaint will bednd by the same government
department which is responsible for the procurem@nten the involvement of
senior officials in various tender committees, thidl, in some cases at least,
result in the same persons hearing a complainhagaiprocedure in which he or
she is implicated. Modern procurement systems malerts to provide
complainants with confidence in a complaints medranwhich provides
impartial and independent review.

In conclusion the procurement function is ratherorho executed. The

combination of a severe lack of capacity and humesources with a set of
outdated rules constrains the ability of execuaggncies to comply with the law
and execute procurement effectively. In respongeneies are developing new
practices that while pragmatic continue to widee tlvide between the formal
rules and actual practices. There is a severetutistial failure to guide, to

support and to ensure value for money.

PI1-20: Effectiveness of internal controls for nonsalary expenditure

The purpose of this indicator is to assess the cehgmsiveness, relevance and
understanding of the internal control framework aondpliance with controls in
budget execution.

Apart from Bihar Financial Rules (Volumes | & 1B, number of other rules and
codes are applicable which have been adopted bighHred. These include Bihar

22 It isimportant to distinguish between the role of an independent complaint mechanism and the CVC. Independent
complaint mechanisms are designed to ensure that bidders and/or potential bidders have the ability to raise complaints
to a procurement process and ensure that the process happens in accordance with the rules. The objective of the
processisto have a proper process, not to identify and punish wrong-doing on the part of officials. Processes that are
run by the CVC or state vigilance committees operate in order to indentify wrong-dorers within government and punish

them.
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Budget Manual, Bihar Treasury Code, Public Workp&tnment Code, Public
Accounts Code, etc.

139. While the overall framework undoubtedly is compmetiee, many of the rules are
quite antiquated and need to be reviewed. The Gowent has issued a number
of orders/circulars impacting many of these ruléhout amending them. There
is a need to revamp these in line with more modesults based management
techniques and taking advantage of present-daytéatpy solutions.

140. The treasury ensures that no excess drawal takes plgainst allocations under
any budgetary head. In Jharkhand there are laagmgs in almost in every
demand for grant. Therefore the question of nonkawdity of cash/budget to
meet commitments does not arise. However thereoissystem of tracking
commitments at the departmental level.

141. Although in the present scenario budget over-ruairesy any demand for grant
is a very rare phenomenon in Jharkhand, our stadthiee departments has
revealed several instances of non-compliance wighother internal control rules
and procedures as laid down in the State FinaRuiéds (See Box). A perusal of
Chapter \#° of the CAG’s Annual Audit Report of successive rgeindicates
several lapses in internal control.

Monitoring & Control of expenditure

Health &RD: As per Rule 475 of BFR, all Controlli@fficers /head of dept required to maintain a droa
sheet in prescribed format to watch receipt ofrtioaithly & progressive totals of exp. up to sub hiexel
from all the DDQ’s to monitor exp vis a vis phyai@achievements. COs/ HODs neither maintain Broad
sheet nor insist on getting the exp figures fromMDO. There is no expenditure monitoring .by
Controlling Officers.

Roads Construction: Monthly accounts maintainefiddgt units consolidated and monitored at the lefel
Controlling Officer. Since the Department functiamsder PWD model where monthly accounts are
required to be compiled by district level units amd by AG (A&E), accounting is regular. A persaarh
the divisional accountant cadre is positioned iargwistrict level unit to undertake accountingdtion.

Health: Rule 306A of Jharkhand Treasury Code regutonduct of inspection once a year of the office
DDO by CO with special emphasis on accounting @sadKo such inspection conducted.
RD: Although inspection was conducted in four dis¢rin FY 05-06, no inspection reports issued.

RD: Rs. 240 million drawn from Contingency Fundseb’2004 was NOT recouped till close of the year.
Finance Alcs 04-05 shows that this advance wésadi under the head- 4515-103 —Rural Developr&ent
drawal was due to “ non availability of provisioBut, the AA/s 03-04 shows that Rs 87.19 lacs & Rs
1314.47 lacs were (-) re-appropriated from thisonimead reflecting lack of budgetary control.

RD: Contracts for construction of rural roads canfaovision for recovery of liquidated damagesase
of delay in completion of works. Recoveries althlougade are refunded in all cases after a few ya@ars
the ground that delay is due to law and order 8dnaln no case since the formation of the Stiage t
liquidated damages have been forfeited.

2 AG Jharkahnd does a review of the internal cdsystem of one line department every year. This is
reported in Chapter V of the Civil and Commerciald Report.
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Timely clearance of advance accounts is anotheoitapt aspect of internal
control. The Jharkhand Treasury C8dprovides that advances drawn on AC
bills are required to be settled within one mongtploviding supporting invoices
failing which the Treasury should decline furtheawlal of AC Bill by the same
DDO. However, there is widespread non-compliangeadjusted advances are an
endemic problem in the State. Overall, an amounRef 10,726 million was
drawn during 2005-06 as advances against which ettdesients had been
submitted till October 2006. The corresponding am®uemaining outstanding
for adjustment as at October 2006 for 2004-5 waslR670 million and for
2003-04 was Rs 3,627 million.

In 2004 the Department of Finance issued instrastior opening of commercial
bank account, one each at the level of Deputy Casioner, Circle Officer,
Block-development Officer and Sub-Divisional Officéo overcome certain
practical difficulties after taking necessary pessmn from the Government as
required by the Treasury Code. The circular wasigndus about the purpose for
which these accounts could be opened. Taking adganof this ambiguity,
numerous bank accounts were reportedly opened bgraedepartments at
various levels (district blocks etc) without ne@egs permissions and funds
withdrawn from the Consolidated Fund were parkedsirth accounts. The
Government does not have a reliable estimate of rttegnitude of this
irregularity. Accountant General (A&E) is in theopess of assessing the amount
involved. GoJ has issued instructions to all lingpaitments to close such
accounts and have the funds re-deposited into tms@idated Fund.

In conclusion, essential financial controls havé been operating as intended.
The CAG audit reports point to frequent and repkdteancial irregularities
involving very large sums of money. The most agiof all concerns is that
despite widespread knowledge of control weaknetise® is limited response
from the executive by way of timely remedial acBo€AG’s findings tend to be
repetitive year after year due to continued non{aance with the established
controls

PI-21: Effectiveness of internal audit

The purpose of this indicator is to assess whdtiee is a regular and adequate
feedback on the performance of the internal cordystems through an internal

audit function, which is independent of the intér@ancial control systems and

whether it is operating to professional standards.

24 Rule 320 of Jharkhand Treasury Rules (Vol I)
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There is no independent internal audit functiomhia
State. There are however “internal audits” in f{
nature of a internal checking activity conduct
periodically by approximately 125 dedicated stdff
the Finance Department to monitor the functioni
of certain financial controls based on reque
received from line departments/district collectors
areas deemed high risk by the Finance Departm
These “internal audits” of transactions are focus

Internal Audit

Health and RD: Although audi
has been conducted in some 0
the field units, no internal audit|
report has been submitted to th
Secretariat of the department i
the last five years.

=]

mainly towards identifying major defalcations with view to undertake
recoveries. There are individual audit reportsheirt activities but no summation
of the results of their activities or overall impad the function. These internal
checks are transaction based and not systems-bd$exyy do not make

recommendations for improvements of systems.

Internal audit staff is drawn from the CommerciaxTcadre. No specialized

training is imparted to the internal audit staff. donclusion, the internal audit
function mainly focuses on recoveries in caseseféildations and does not meet
professional standards. Internal Audit, as elsew/ireIndia, is a minor player in

the overall system of Jharkhand’s public finanoranagement.

C (iii) Accounting, Recording, and Reporting

PI-22: Timeliness and reqularity of accounts recogiliations

The purpose of this indicator is to assess the laety and timeliness of

reconciliations of critical accounts data.

Since primary data from which AG (A&E) compiles dkfaand’s Accounts are
provided by the Treasuries, the information so ctedpneeds to be reconciled
with the information as kept by the DDOs of the @emmed line departments
(spending units). Normally AG (A&E) reconciles thdormation on a monthly
basis. However in Jharkhand a huge backlog of thesenciliations widespread
across departments has been piling up (see talidev)o€his raises questions
regarding the reliability of financial informatioim the primary records of the

GolJ.
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Table: Unreconciled Expenditure?®

Rs. Million

Year Number of Controlling Officers who did No. of units Amounts not

not reconcile their figures reconciled
2000-01 24 1259 902.37
2001-02 27 1736 3324.83
2002-03 29 2453 3939.93
2003-04 95 1120 4067.89
2004-05 95 1615 5544.76
2005-06 96 1636 5307.52
Total: 366 9818 23088.30

As on date, the unreconciled difference in theiolpgash balance according to
the Government’s books and that intimated by thé &gBo March 2006 is Rs 25
million (Debit). However, the entire unreconciledldnce relates to the period
prior to formation of the State.

In conclusion, the analysis above indicates thatabcounts are not reconciled
regularly and delays extend into several years

PI1-23: Availability of information on resources received by service delivery units

The purpose of this indicator is to assess whedippropriate systems exist to
capture information which can clearly demonstratg tesources (cash and kind)
that are intended for use by front line servicaveey units (such as schools and
health clinics) as per plan are actually receivealcKing of such information is
crucial in order to determine if the PFM systemieafvely support front-line
service delivery.

Although the budget documents do not make it ekplisut allocations for
primary service units are basically embedded withan budget of the concerned
departments. The accounting system as maintainddebpAG (A&E) is capable
of capturing actual expenditures upto the DDO levwever it is not being
done currently. Expenditures incurred are beiagtuwred upto the level of the
Budget Control Officer.

In the education sector, the head masters of sstavel generally the DDOs. In
the Health sector, the Chief Medical Officers dre Budget control Officers for
the entire District. The Medical Officers are th®0s at the primary service

®C&AG”s Civil and Commercial Audit Report 2006.
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delivery units. There is no formal reporting agament in place for feedback on
either physical or financial resources utilisedha&t primary service delivery units.

So far as distribution of materials is concernéé, $ame is recorded at the level
of the primary service delivery units. GoJ does unadertake tracking surveys to
collect such data.

Although expenditures incurred are being captunei the level of the Budget
Control Officer by the AG, the same is not avaikalib the implementing
department. . Thus at the level of the line depantnthere is no arrangement for
reporting or aggregation of data for monitoringgmses.

In conclusion, the accounting system does not peoinformation to demonstrate
resources actually received by the primary serdaeery units

Pl 24: Quality and timeliness of in-year budget rports.

In-year budget reports allow comparison of the actimancial performance with
the budgets to take corrective actions as needsel plirpose of this indicator is
to assess GoJ’s ability to produce comprehensmelyi in-year budget execution
reports from the accounting system

According to the Bihar Financial Rules every demanmt is expected to maintain
a register recording all expenditure in the présaiformat at the spending unit
level. A copy of this is required to be sent te thO every month. A monthly

abstract is also expected to be prepared in thgetddrmat for all spending units

and submitted to the Controlling Offié&r The abstract allows for comparison
between budget and actuals on a monthly basis.

However, our reviews in the three departmentsaletieat the above system is
not being adhered to. Thus there is no aggregatian-year budget reports to
prepare a departmental report for monitoring pugpds most departments. The
only exceptions are the few departméfiendering accounts to the AG (A&E)
directly. The Finance Department does not receiventhly statements of

expenditure from the departments to facilitate @aybudgetary correction at its
level.

Monthly accounts received by the Finance Departnfeorh the AG (A&E)
provides expenditure data major-head wise (funetitevel) and not department-
wise (administrative level) and therefore does faailitate in-year budgetary
corrections.

% Rule 475 of Bihar Financial Rules
2’ RD, Health and Roads Construction Departments
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In the absence of regular reconciliation betwean abcounts compiled by AG
(A&E) and the in-year budget reports maintainedeakl of the spending unit
(DDO) accuracy of data cannot be ascertained.

Presently there is no mechanism for periodic revaéwaudget execution reports
by the Cabinet.

PI-25: Quality and timeliness of annual financialstatements

The purpose of this indicator is to assess the taemess, accuracy and
timeliness of annual financial statements submibecudit.

Framework of the year end financial statementsoimmon across all the States
and Gol and is determined by Article 151 of theidndConstitution. These

statements basically consist of two major documethis Finance Accounts and
the Appropriation Accounts.

Finance Accounts present the Accounts of the p&seand outgoings of the

consolidated Fund for the year, under revenue apdat heads, the accounts of
the public debt, contingencies fund and finanasdetsas worked out from the

balances recorded in the Accounts. However no eoisyn is made with the

budgetary allocations. Corresponding figures favjpus years are given. Major
variations compared to previous year are explaited, the explanations are

generally brief without always going into the d&tairhe Finance Accounts has a
total of 19 individual Statements with Annexes aawg a number of details. A

few important ones can be identified as Capitall@utState’s Debt Position,

Loans & Advances, Guarantees given by the StateefBowent, Cash Balances,
Capital Expenditures, Commitments for Incomplet@i@ \Works etc.

Appropriation Accounts provide comparison of thearged/voted Grants with

actual expenditure. These analyze each individuaintg minor head-wise,

providing details of Grant under the revenue angitah head with actual

expenditure. Comments also consider the status upplementary Grants.

However like other Indian States reasons for viamat between the budget Grant
and actual are not provided for most of the graAtsa result the utility of the

Appropriation Accounts is diminished.

An additional statement called ‘Accounts at a Géans prepared. This provides
an overview of Governmental revenues and experditamd the financial
performance of the State. The information is presg&nhrough tables and brief
explanations. The overall purpose appears to beelp a non-expert understand
salient features of Finance Accounts & AppropriatRccounts. .

These year end financial statements are preparethdyAccountant General
(A&E) on behalf of the CAG, who certifies the “ceatness” of the presentations.
These financial statements are prepared on casfdfasccounting. Normally the
financial statements are certified within 9-10 nienof the year-end, but they are
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not made available to the public till these arec@thon the floor of the house. In
the case of Jharkhand this takes place generadly B2 months

Till now there are no accounting standards codified presentation of
Government Accounts. In 2002 the C&AG took initvati to formulate a
Government Accounting Standards Advisory Board (BB GASAB has
issued 5 Exposure Drafts, including Exposure Dfadh Presentation of Financial
Reports. The draft recognizes cash-based accoumiitig certain established
exceptions. It makes several suggestions on hawailce the financial statements
more presentable and simpler to understand. Itralsommends disclosure of all
major accounting policies.

In conclusion, consolidated financial statemenéskaing prepared annually with
sufficient information on revenues, expenditur@aficial assets and debt. The
statements are prepared on a consistent basi®andtfover time.

These are prepared in line with prevailing nationgés for government accounts.
These rules do not comply with international pulsiéctor accounting standards
for cash based financial reporting. The statemargsubmitted for external audit
within six months of the year end. Tax expendituReEnsion and other liabilities,

contingent liabilities etc are not disclod&dAny significant improvements in

these areas are recognized as being in the dorhe@amtyal institutions.

C (iv) - External Scrutiny and Audit

PI-26: Scope, nature and follow-up of external auit

The purpose of this indicator is to assess thewaisq independence and quality
of audit; timeliness of submission of audit repdddegislature and effectiveness
in follow-up of audit observations.

Articles 148 to 151 of the Constitution of Indiaatlevith the Comptroller and
Auditor General of India (CAG), which is an authgricreated by the
Constitution. The head of the CAG’s audit organaatat Ranchi -is called the
Accountant General — Audit.

The Constitution prescribes adequate safeguardshtorfree and independent
functioning of the CAG. The CAG is appointed by feesident; he holds office
for a fixed non-renewable tenure of six years.

The duties and powers of the CAG are prescribethwyenacted by Parliament.
The Constitution has placed the ‘Audit of the acdswof the Union and of the

2 Under the recently enacted FRBM Act, these infdiomaare require to be disclosed in the Annual
Budget document.
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States’ in the Union List; the Union Parliamentreddias the authority to legislate
on the matters contained in the said list to theuston of the State legislatures.

The State Audit Reports of the CAG are submittedht® State Governor who
shall cause them to be laid before the legislature.

The CAG has responsibility to audit all receiptsl &xpenditures of the State
Governments including substantially governmentiahbody or authority

The statutory auditors for the audit of Governmesrmpanies are appointed by
the CAG; the CAG has the right to issue directitmsuch auditors and also has
authority to conduct any further audit deemed remgsby him. The scope of
audit is to be decided by the CAG

CAG’s annual Audit report of Jharkhand consist ofotparts, a Civil &
Commercial report which covers audits of Govt. Dapants and state Public
Sector Entities, while the Audit Report of ReverRieceipts cover the revenue
part of the state Government. These reports proaideverall critique of State
Finances, comments on efficiency of budgetary atioas, both original and
supplementary, performance review of 2-3 departmergsults of transaction
audits undertaken in the state, results on reviéwntrnal controls in one
department every year and report on audit of PSIansaction audit is
conducted annually in all the line departments eagor field units. The C&AG
follows a system of biennial and triennial auditsmhall field units. The reports
are written with clarity and cover a variety ofuss. The CAG also publishes
annually an Epitome of the main contents of hisiAR&ports.

The CAG has promulgated his own Auditing Standandse with international
standards. In practice, however, the majority ofliawork is focused on
compliance with financial rules and regulationsheTemphasis on performance
auditing is increasing. Of late the CAG has introetli the practice of hiring
private consultants for doing field surveys of desaries and other stakeholders.

A gap analysis identifying variations between C&AGiuditing standards and
actual practices has not been undertaken. One woiscthe reporting on the fair
presentation of financial statements of the GovemimThe report is focused on
“correctness” of the statements as distinct froair“presentation” of the financial
position of the state. The audit issues that arth@fhighest significance need to
be prioritized. Also the impact of audit qualifigats is not provided on the face
of the “audit certificate”.

29 A body or authority is said to be substantially @oment funded if the amount of Government funding
is not less than Rs. 2.5 million and also not tees 75 per cent of its total expenditure in a y®éith the
prior approval of the President, the CAG may aladitaall receipts and expenditure of such a body or
authority if the amount of Government funding ig less than Rs. 10 million in a year.
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183. The CAG’s Audit Reports become public after theswehbeen placed in the
legislature. Audit Report for FY 05-06 was tabledApril ‘07. In the earlier
years these were tabled after about 18-21 montm the end of the financial
year.

184. The single biggest problem affecting the impacthef external audit is a lack of
responsiveness from the executive to audit obsenat While the state has been
regular in presenting CAG’s report to the legisiajuthe response to audit
findings at the Department level (as common in nhodian states) is rather tardy.
A large number of issues remain pending. For exampVer the years, 760
Inspection Reports ranging from 19863870 2005-06 still remain unresolved.
The state could benefit from the effort made atni&gaka where a computerized
tracking system has been introduced to follow upaadit observations and at
Andhra Pradesh where release of funds to deparsnaeatlinked to timely audit
response.

185. The seemingly indifferent attitude of Governmend dine legislature to the audit
findings has weakened the institution of accoutitgbi There is no effective
system to establish individual accountability fbe tlapses pointed out by the
CAG. Audit observations are frequently repeateal ydter year.

186. In conclusion, there exists a fairly robup®
constitutionally guaranteed independent pul
audit set up. All major entities are subject toitw
covering revenue, expenditure and finand Health 236
assets/liabilities. A full range of regularity atedif RD 790
and performance audit in select departments | Road Construction
performed generally adhering to their auditi
standards, focusing on significant and systerrrc
issues. Audit reports are generally submitted éoAksembly after one year of the
end of the period covered. There is no clear eddeof effective and timely
follow up by the executive. Thus the elaborate esysiof public audit is not
having the desired impact on the state’s performanc

Unresolved Inspection paras
(outstanding since FY 2000-01)

P1-27: Legislative scrutiny of the Annual Budget law

187. The purpose of this indicator is to assess thereatnd extent of legislative
scrutiny of the budgdiefore the budget law is passed.

188. The PEFA framework assesses whether the legislaimdertakes detailed
scrutiny of budget proposals, whether internal pduces of the legislature for
budget review is firmly established and compliethwivhether, the legislature is
allowed adequate time (at least two months) toesg\budget proposals and clear
rules exist for supplementaries.

% These pertain to areas now falling under Jharkatitidh were earlier part of undivided Bihar.
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Jharkhand has established Rules for the functioairthe Legislative Assembly.
Keeping in line with the Rules, the Jharkhand Addgmhas on paper an
Estimates Committee. But it is not functional. hatugh the Legislative
Assembly Rules lay down procedures for presentatimtussion and passage of
the Budget, there is insufficient debate on the Budget Doauntefore it is
passed by the Legislature. The 2007/08 budgeposals were enacted
reportedly without any discussion on the floor lvé tAssembly. Supplementaries
are passed during the fiscal year but again withsufficient debate at the
Assembly.

In conclusion, the established procedures for cotioly review of budget
proposals are not followed. The time allotted feview by the Legislatures is
clearly insufficient for any meaningful debate lre tHouse.

PI1-28: Leqislative Scrutiny of External Audit Reports

The purpose of this indicator is to assess thereatnd extent of legislative
scrutiny after the budget execution has been caeghle The focus in this
indicator is on state government departments ataterk entities, including
autonomous agencies to the extent that eitherh@y) are required by law to
submit audit reports to the legislature or (b) tip@irent or controlling department
must answer questions and take action on the aggrehalf.

The framework and system of ex post legislativersigat of public financial
management is prescribed in the Constitution ofalrathd the Rules expected to
be framed there under. Each State Assembly opeirate manner that respects
the centrally driven framework.

Jharkhand has framed Rules of Procedure and Cowdisiness of the State
Assembly. These Rules provide for the establishnoénthe Public Accounts
Committees (PAC) and the Committee on Public Uradkengs (PUC) to which
the Audit Reports of the CAG stand automaticallyiteed for follow up action.

In some Indian states Departmental Standing Coraesttmonitor the timely
presentation of reports and papers to the Legrgafilnarkhand does not have any
such Committee.

The PAC and the PUC consist of up to 4 membershand a term of one year. A
Minister cannot be a member of either of the Conteeg. One of the Committee
Chairman (PUC) is at present from the Oppositioth #ne other (PAC) from the
supporting party. Both the Committees are assiftgdthe CAG official at
Jharkhand in the examination of his Audit Reports.

31 The State Legislative Assembly Rules lay down thate shall be no general discussion of the builbet
after five days from the day on which it is presehto the Assembly and the voting of demand fonigra
shall not be commenced till after 17 days fromdhg the budget is so presented. However, the speéke
the House has the power to suspend these rules.
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The PAC is expected to examine the Audit Reporth®iCAG on the accounts of
the State Government. It is also expected to exam@ases of excess expenditure
beyond the amount of grant authorized by the Letist and make suitable
recommendations before the excess amount can blarnegd by the Legislature.
But the record so far is that the meetings areded far between and they do not
regularize any excess expenditure.

The system of legislative scrutiny in Jharkhanddsy rudimentary. Examination
of audit reports is bare minimum; and there is gehbacklog (see table below).
The reports are discussed on a first in first agi®— thus the recent reports of
the CAG will not be dealt with for a long time. Heeays that do take place
reportedly are not in-depth. And very few, if amgcommendations have been
made by the oversight committees so far.

Year of A/IR No. of Paras No. of No. discussed | No. settled Para/ rev

reviews

Civ. | Com RR Civ. RR Civ.| Com| RR | Civ.| Com RR

1999 - 200 30 -- 36 7 1 21 -- 36 -- -- 3/0

2000 - 2001 19 -- 32 6 2 19 -- 22| 173 -- 1/0

2001 - 202 13 1 25 3 2 12 -- 25 -- -- --

2002 - 203 26 1 39 5 3 19 -- 32 1/

2003 - 204 17 2 29 6 2 -- -- 2 -- -- --

2004 - 205 23 4 27 5 2 -- --

2005 - 2006 Not yet placed before Legislature

197.

198.

199.

The PAC held 14 meetings in 2004-05 and 10 meetm@%/06 and 24 meetings
in 06/07 (upto 3T Jan.07). Seven Action Taken Notes have been issuéar. A
major disability is the lack of sufficient numbef meetings, attendance by
members is poor and there is an inadequate resporise Committees’ reports.
These are closed hearings — the engagement olitilie pnd the media is absent
Even Secretaries of departments do not personpfigaa before the Committee.
There is very limited transparency of the Commifiezcess or results.

The PUC is expected to examine the accounts andutiié reports of the public
sector undertakings, and the reports of the CAGny, on these undertakings.
Here again the system is not working as intendduerd are extremely few
hearings. The PUC had held only one meeting in Z@Since the formation of
the State; but has so far not submitted any report.

The relative inexperience of the legislative systendharkhand is one of the
reasons for lack of rigorous legislative scruti@gapacity building in this area will
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help in strengthening legislative oversight. Expedio best practices and training
of members and staff in research and follow-up wdtkogies will be beneficial.

In conclusion, while the machineries for oversigkist, the main issue is lack of
any impact of legislative scrutiny — the oversi@idmmittees have not been able
to place sufficient pressure on the executive t@rowe Jharkhand’s public
expenditure management system. And this has dettaheffect not only on the
performance of the legislature but also on the thpéthe external audit function
on which it feeds

Government Reforms

Jharkhand has recently passed the Fiscal Resplitysiinid Budget Management
Bill recommended by the Twelfth Finance Commissibhnis legislation is aimed
at institutionalizing a medium—term fiscal framewoend encourages the
imposition of a defined time-frame for a gradualuetion in the government’s
fiscal and revenue deficits. A Center for Fiscaldtes comprising a Fiscal Policy
and Analysis Cell and a Debt and Investment CeH baen set up at the
Department of Finance under the USAID assisted REB¥dProject to augment
the capacity of the Jharkhand Finance Departmenarégas of Revenue and
Expenditure Planning, Forecasting and Analysis amddeveloping a Medium
Term Fiscal Framework. USAID has also recommendsdftavare for Debt and
Investment Management which is under considerabiprthe State. Under this
Project, technical assistance has been providedpfeparing departmental
performance budgets in 12 major departments. Marar@ being written for
improved debt management, performance budgetingglodiure of contingent
liabilities etc. A number of studies and evaloas are also being completed on a
variety of topics including revenue estimates, &enditures, buoyancy and
elasticity of sales tax, and cost benefit analysegrogram activities such as
irrigation schemes and primary education. Trairhiag been imparted on Project
appraisal techniques to officers in the Planning) lare departments

The reforms program has so far focusedfiscal management as distinct from
financial management of public resources. It wdaddimely to expand the scope
of the existing reforms beyond macro economicsnmompass budget execution
and monitoring arrangements including human resourequirements and
technical capacity for better financial managemenefporting and external

scrutiny arrangements without which the targetsisehe fiscal responsibility

legislation passed recently would be difficult theeve.
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