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1. Background and Context

1.1.

1. The Government of India has initiated National Cyclone Risk Mitigation Project

(‘NCRMP’), herein after referred to as the ‘Project” or ‘NCRMP’, with a view to address
cyclone risks in the country. National Disaster Management Authority (‘NDMA”) under
the aegis of Ministry of Home Affairs (MHA) shall implement the Project in
coordination with participating States/UTs in the coastal areas.

. The Project has four components:

e Component A — Last Mile Connectivity for the dissemination of cyclone
warnings and advisories from district/sub-district level to communities. This
activity will be implemented by NDMA in consultation with participating
States/UTs.

e Component B - Construction/repair of physical infrastructure for cyclone risk
mitigation. This Component will be implemented by the States/UTs.

e Component C - Technical assistance for capacity building on hazard risk
management. NDMA and NIDM are the implementing agencies for this
Component.

e Component D- Project Management and Monitoring applicable to all
implementing agencies.

. To begin with, NCRMP is proposed to be implemented in the States of Andhra Pradesh

and Orissa. Other coastal states would be considered in further phases of the Project.

. The NCRMP shall be coordinated by a central Project Management Unit (PMU) set up

at NDMA. The participating States/UTs and agencies (such as NIDM) shall set up their
respective Project Implementation Units (‘PIUs’).

. The PMU shall coordinate with NDMA, MHA, World Bank, CAAA and other external

agencies involved. The PIUs shall coordinate with the various line departments of the
State Government/UT which will be finally responsible for execution of Project work.

Scope of the Financial Management Manual

. The PMU and the PIUs (Both State and NIDM PIU) are required to maintain financial

management system including adequate accounting and financial reporting to ensure that
they can provide to the Bank and Government accurate and timely information regarding
Project resources and expenditure.

. This Manual has been designed to provide guidance on matters relating to financial

recording and reporting for NCRMP such that financial management for the Project is in
compliance with the Project requirements. Accordingly, this manual provides the
principles of financial management including standard reporting formats.
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8.

1.2.

1.3.

10.

This manual does not prescribe procedures to be complied by other involved agencies
such as the NDMA, the MHA, the World Bank, or CAAA. It also does not specify rules
and procedures that the participating units are required to follow as part of routine
Government procedures. For such rules, the participating units are required to refer to
respective guidelines as are applicable to them. The State/UT shall continue to use their
existing system for budget and account classification.

Financial Management and Operating Environment

Orissa has a dedicated autonomous State Disaster Management Authority (OSDMA) for
undertaking reconstruction and rehabilitation work necessitated by natural calamity. In
Orissa, OSDMA will act as the PIU and in Andhra Pradesh, the PIU shall be set up as an
administrative department of the State Government.

Staffing at the PIUs and the PMU

The Project Management Unit (PMU) shall be set up at NDMA. This PMU shall be
headed by Project Director, NCRMP. To discharge the finance function of the PMU, a
qualified accountant along with other support staff shall be appointed. The qualified
accountant along with other staff of the finance section will constitute the finance
department of the PMU. The finance department of PMU shall be responsible for:

¢ Overseeing the financial management arrangement of PIUs

e Calling for budgetary requirements of PIUs under the Project and consolidating the
annual budget for NCRMP.

e Reviewing the financial progress of the Project and analysing any delay in budgeted
activities.

e Considering and allocating resources among the States under different components
of the Project.

e Consolidating financial reports submitted by PIUs i.e. quarterly Interim Unaudited
Financial Reports (IUFRs) and Project Financial Statements (PFSs) and submitting
these to the World Bank on time.

e Facilitating the smooth and timely flow of funds to all PIUs and providing overall
guidance to PIUs in respect of financial management issues including monitoring of
expenditures, audit and internal control.

e Conducting training programme for PIUs, regularly on financial management
matters.

e Processing of invoices and payments for NCRMP (for the PMU).

e Managing the bank account of NCRMP and cash-in-hand at the PMU. It shall
facilitate smooth and timely flow of funds.

e Coordinating with the PI1Us in conducting timely audit of accounts of the Project and
consolidating the reports.

e Appointment of Internal Auditor for the PMU, approving the Internal Audit plan for
NCRMP and reviewing the results of internal audit for NCRMP
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Appointment of external auditor for PMU and PIUs (where applicable)
Providing such information as is required by NDMA to interact with other involved
agencies i.e. CAAA, MHA, World Bank etc.

11. The Finance wing of the PIU shall be staffed by a qualified accountant. He would report
to the Project Director of the PIU and shall have adequate number of support staff (3-4).
In addition, he shall also consider the observations of the Internal Auditor / External
Auditor while monitoring the finance function. The PIU shall be responsible for the
following functions:
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Preparing the budget estimates for submission to PMU and monitor the use of funds
according to the approved budget.

Managing the bank account of NCRMP (where separate bank account is opened for
the Project) and cash-in-hand and facilitate smooth and timely flow of funds.
Complying with the various procedures and guidelines laid down for administering
the financial management system of NCRMP.

Processing and making payments on account of expenditure incurred under NCRMP
(where PAO system is not followed)

Completing all necessary documentation and accounting every transaction properly.
Providing timely financial reports to PMU and State Government.

Ensuring timely conduct of internal audit and statutory audit of accounts.

Reviewing the financial progress of the Project and analysing for any delay in
budgeted activities.

Appointment of Internal Auditor.
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2. Budgeting

2.1.

2.1.1.

12.

13.

14.

2.1.2.

15.

2.1.3.

16.

2.14.

17.

Preparation of the Annual Budget

Budgeting

Preparation of a proper budget plays an important role in the timely implementation of
NCRMP. The PIUs shall ensure effective budgeting exercise each year to facilitate
timely implementation of the various components of the Project. For this purpose, the
PIUs shall estimate requirements of the funds for specific tasks/objectives of the Project
before seeking funds from the Government of India. At the time of estimating the
requirements of the funds, the PIU shall consider the priority and importance of work
based on the Project guidelines and proposals submitted. Every effort should be made to
link the budget with physical targets. The budget would be consistent with the annual
procurement plan.

The budget for the NCRMP shall be provided by the MHA under its annual plan budget.
A separate plan head has been provided for NCRMP under the NDMA in the annual
budget of the MHA. The State Government/UT shall make sufficient provision in their
budget for meeting the expenditure to be incurred under the Project.

The state of Andhra Pradesh will make 100% provision for project budget including the
central share and the state of Orissa will make provision of 25% share of the budget for
the expenditure to be incurred for Component B.

Administrative procedures

The PIUs shall prepare their budgets. After due approval of the Finance Head and the
Project Director of the PIU, these budgets shall be forwarded to the Project Director at
the PMU. The PMU shall make an estimate of its annual budget. It shall collate the
budgets received from the PIUs and its own operating budget. The Finance Head at
PMU shall prepare the consolidated budget under NCRMP and submit it to the Project
Director, PMU for forwarding to the NDMA.

Timelines

The PIUs shall forward their budgets by August 31st of every year to the PMU. The
PMU shall forward the consolidated budget to the NDMA by September 30th of every
year.

Formats

The budgets shall be prepared such that there is a direct correlation between the budget
and the physical targets. Additionally, the PIU and the PMU shall prepare an annual
budget as per Gol guidelines. The PIU and PMU are expected to refer to applicable
rules for the preparation of the budget and these have not been separately elaborated in
this manual.
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The format for preparation of budget estimates by PIU has been provided in Annexure 1
The format for preparation of Consolidated Budget by PMU has been provided in Annexure 2
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2.2. Review and revision to budgets
18. The PIUs and PMU shall monitor the fund utilisation status on quarterly basis through

the Interim Unaudited Financial Reports (‘IUFRs’). It is herein clarified that the basis of
this reporting is actual expenditure by the PIU and the PMU and not the release of funds
to the PMU and the PIU.

19. Based on the status of expenditure incurred during the first six months, the PIU shall
submit a revised budget by August 31% of every year. The PMU shall in turn make a
revised budget for its operations. Based on the feedback received, a revised budget for
the NCRMP shall be prepared and submitted by the PMU, by September 30™ of every
year, to the NDMA.

20. While reviewing the budget for Year 2 and beyond, consideration would be paid to the
variations in achieving the budget for the prior year/years.

2.3. Re-appropriations of budget
21. The PIU and the PMU is authorised to re-appropriate the budget in between the activities

under the same component. However, all such cases of re-appropriation shall be pre-
approved in writing by the head of the PIU and supported by sufficient and reasonable
explanation. Such re-appropriation also requires a written pre-approval from the
NCRMP Project Director in the PMU.

2.4. Disclosure of Annual Budget
22. Annual approved budget for the project as a whole as well individual budget of each PIU

will be disclosed on the website of NCRMP.

2.5.  Commitment charges
23. The Project agreement between the borrower and the World Bank usually provides for

levy of commitment charges implying that if there is delay in implementation of the
Project, the borrower has to pay a Commitment Charge on the un-drawn credit amount.
The PIUs and PMU should ensure that effective budgetary exercise is followed leading
to proper utilization of the credit and thus avoid payment of commitment charges.
However, States/UT’s/NIDM would share the burden of commitment charges on pro
rata basis levied by the World Bank in case of delays in utilisation of funds by
States/UT’s/NIDM.
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3. Flow of funds and disbursements

24. The NCRMP shall be implemented by the Government of India through external
assistance of World Bank. Therefore the Project attracts the provisions of Gol in respect
of externally aided Projects.

25. As part of this Project, the loan shall be taken by the Centre and assistance to the States
shall be provided as Grant-in-aid. For this purpose, expenditure under Component A, C
and D will be funded 100% by the Centre and Component B shall be funded 75% by the
Centre.

26. According to the general principles relating to Grants-in-aid to State Governments / UTs
laid down in the General Financial Rules, 2005 [Rule 215 (2)], every Centrally
Sponsored Scheme (CSS) should be treated as a Project with time bound targets for
monitoring, midterm evaluation and detailed impact studies.  Apart from making
provisions in the budget and releasing funds, Ministries/Departments should establish a
mechanism to ensure that the funds earlier released have been effectively utilized and
that the data and facts reported by the State Governments or Union Territories relating to
physical and financial performance are correct. Before releasing further funds, it should
also be ensured that the State Governments/UTs have the capacity to actually spend the
balance from the previous years and the releases during the current year. Attention
should be focused on the attainment of the objectives and not on expenditure only. A
mechanism for avoiding release of large part of funds towards the end of the year should
be devised and incorporated in the Scheme design itself. An evaluation mechanism
should also be built into the Project, providing for concurrent reviews and applying mid-
course corrections where necessary. A post-completion review of every CSS should be
undertaken by the State Governments/UTs implementing the Scheme, highlighting the
time and cost overruns, if any, and suggestions for formulating and implementing future
schemes. This review should be kept in view while formulating new CSSs.

27. According to Rule 239 of the GFRs, 2005 which pertains to the fund flow for Central or
Centrally Sponsored Projects financed from external aid, the process of disbursement of
such claims by the Funding Agency shall be the same as explained in Rule 237 (i) (a) of
the GFRs Refer Annexure 3 for details [This Rule explains the procedures laid down
for withdrawal of funds from the loan or grant account, namely Reimbursement
procedure.]. The Ministry shall get funds when demands for grants are passed in the
Parliament and advised by the Budget Division of the Ministry of Finance.

28. Disbursement from the World Bank will be based on quarterly Interim Financial Reports
(IUFRs), which will provide information on expenditure for last quarter and forecast of
expenditure for next two quarters. Therefore, the project will follow a system of ‘Report
Based Disbursement’. Please refer to Annexure 16, Circular dated September 2, 2008 of
Aid, Accounts and Audit Division, Ministry of Finance.”
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The various stages of flow of funds and disbursement have been explained as follows:

3.1.

Receipt/replenishment of money from the World Bank in Special

Account

29.

30.

3.2.

3.2.1.

31.

3.2.2.

32.

33.

34.

A Special Account for NCRMP will be opened with an initial advance as per the Credit
Agreement executed with the World Bank. CAAA shall perform the necessary
procedures for seeking replenishment of funds into the Special Account. It shall seek
such information as is required from the PMU in this regard.

Disbursement from the World Bank will be on the basis of quarterly IUFRs. Each PIU
will prepare a quarterly IUFR and submit to the PMU within 25 days of end of each
quarter. The PMU will prepare a consolidated IUFR for the project and submit it to the
World Bank no later than 45 days of end of each quarter. Please refer to format of IUFRs
in Annexure 13, Annexure 13A and Annexure 13B. Reconciliation between IUFR and
annual audited financial statements of the project will be carried out annually and
ineligible expenses will be recouped in subsequent disbursements.

Flow of Funds
Budgeting of funds for NCRMP

Based on the annual requirement for the NCRMP, a budgetary provision shall be made
in the NDMA budget under Demands for Grants for Ministry of Home Affairs.

Release of funds to PMU and PIU

On the basis of the rules set forth in Section 3.3, the PIU and the PMU (for its own
operating expenses and areas within NCRMP) shall prepare formal statements of
expenditure (with supporting annexure). These statements shall be provided to the Head
of Finance at the PMU for review.

The Head of Finance at the PMU shall use these statements to prepare a draft sanction
order for release of funds. The sanction order, with recommendation of Project Director
shall be forwarded to the NDMA for further processing. NDMA shall perform the
necessary administrative tasks for releasing the funds to the PMU and the States.

In case of Orissa, the central share of the Project shall be directly remitted to the PIU’s
separate Bank account. However in case of Andhra Pradesh, the funds would be
transferred by the PAO (Pay and Accounts Office) of NDMA to the State’s Treasury and
the State would continue to follow the existing mechanism for management and
disbursement of funds.
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3.2.3. Release of funds from the PMU and the PIUs to vendors/external parties

35. Based on the invoices or request for advance that have been processed, the Finance
Team at the PMU/PIU shall prepare the cheque and update the accounts. The cheque
/payment shall be signed in accordance with the Delegation of Authority for the
PMU/PIU and released to the concerned vendor/3™ party within 2 weeks of preparation.

36. However, in case of Andhra Pradesh, the State would follow the existing mechanism (
PAO system) for disbursement of payments to the vendors/external parties.

Refer diagrams on next page:
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Flow of funds for NCRMP (Orissa)

World Bank T1T—> Government of India
MHA Budget Head
NDMA
l v
NIDM PIU PMU

State PIU
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Flow of funds for NCRMP (Andhra Pradesh)

World Bank
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3.3.

Basis of release of funds to the PIUs and the PMU

37. The rules for release of funds under different components of expenditure are illustrated

as follows:

Purchase of goods & equipment/civil works/services:

Frequency of  Percentage of

Documents to be

Pre-Conditions submitted by
Instaliment Instaliment State/UT
Year 1
o 60% (Central Procurement plan and budget for the year. Procurement plan and
1 share) Budget
Balance 40% To furnish reasonable evidence that 50% of = Reasonable Evidence/
(Central share) | the total release for the year have been Utilisation certificate
2" disbursed.
Utilisation certificate may be additionally
provided.
Year 2
60% (Central Procurement plan and budget for the year. Procurement plan,
1ot share) and; Budget
Submission of utilisation certificate for first = and
installment of previous year. Utilisation certificate
Balance 40% Submission of utilisation certificate for : Utilisation certificate
(Central share) e Second installment of previous year
2" and;
e 50% of utilisation of first
installment of current year.
Year 3 and subsequent years Similar principles as those for year 2

38. The State Governments/UTs should submit Utilisation Certificates for the total amount
(of the Central share) in respect of the expenditure incurred while submitting request for
release of subsequent installment of funds. Similarly PIU-NIDM would also submit
Utilisation Certificate in respect of the expenditure incurred while submitting request for
release of subsequent installment of funds. Refer Annexure 9.

39. In addition, State Governments/UTs and MHA may conduct inspections to ascertain the
progress of implementation of the Project.  The release of funds should be linked to
physical targets achieved in the implementation of the Project.

40. Unspent balances available with the State PIU shall be taken in to account before further
releases of funds are made.

3.4. Banking arrangements
41. The PIU and the PMU shall open a separate bank account for receiving NCRMP funds

and making all payments out of NCRMP funds. The bank account shall be opened as per
the directives issued by NDMA/Ministry of Home Affairs in this behalf in consultation
with respective State Governments.
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42. However the State of Andhra Pradesh would not open a separate bank account for the
Project and would continue to follow the existing treasury accounting and payment
mechanism .

43. The PMU shall keep track of the funds received from the World Bank and amount
released to States/UTs.

3.5. Retroactive Financing
44. Expenditure may be initiated prior to the World Bank’s approval of the Project. In such

a case, the expenditure shall be eligible for retroactive financing provided that Bank’s
procurement procedures are complied with. In such a case, the following rules will
generally apply subject to the specific details set out in the Financing Agreement:
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Total amount of retroactive financing of expenditures will not exceed 20 per cent
of total credit/loan. Any expenditure in excess of 20 per cent of total credit/loan
will be borne by Government of India/States.

Eligible expenditure can be borne up to a maximum of 12 months prior to the
signing of the Project Agreement and Financing Agreement.

The PIU and PMU should ensure that the Bank’s procurement procedures are
followed while incurring expenditure under the Project so that the expenditure
becomes eligible for reimbursement from the Bank.
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4. Accounting and financial monitoring

4.1.

45.

46.

47.

48.

49,

4.2,

50.

Accounting policies
Government departments across India follow the cash basis of accounting which will also

be followed for NCRMP.

All payments shall be charged off to relevant expense account head at the time of making
the payments except advance payments. Advance payments shall be charged off to the
relevant heads of accounts on adjustment.

The assets created out of Project funds shall be accounted at acquisition cost including
taxes, duties, freight and other incidental expenses relating to acquisition.

No depreciation shall be provided on Fixed Assets acquired under the Project.

The basis of preparation of financial reports and significant accounting policies related to
material items shall be disclosed.

Chart of Accounts
In addition to the requirements under Gol rules for financial reporting and irrespective of

the legal constitution the PIUs and PMU, the implementing agencies are required to
maintain financial records in such detail as is required by the Project guidelines.
Accordingly, the PIUs and the PMU will maintain a detailed Chart of Account for
booking expenditures under the NCRMP. All expenditure under the Project would be
recorded against the appropriate ledger codes specified in the Chart of Accounts for the
NCRMP.

The indicative Chart of Account is provided in Annexure 4.

51.

4.3.

52.

53.

The Chart of Account maintained should be able to provide sufficient details under which
head expenditure has been incurred. The Chart of Account would facilitate categorisation
of expenditure as per the Project guidelines.

Method of accounting and book keeping
Separate books of accounts and records of fund flow for the Project funds are required to

be maintained by each PI1U. In case of Andhra Pradesh, where the existing mechanism for
financial management and disbursement would be followed for NCRMP also, the line
departments would have to maintain separate books of accounts and records for flow of
funds under this Project.

A ‘Grant in Aid’ register in the prescribed form for receipt of funds from Government of
India shall be maintained. This register will be used to record the money received as
installments of Government of India share, expenditure incurred and reference to
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54,

55.

56.

S7.

58.

59.

60.

4.4,

61.

utilisation certificate numbers sent to Gol. The format of the register has been provided in
Annexure 5.

Each of the PIUs will maintain standard Books of Account (Master Cash Book, Cash
book, ledger, cheque issue register, fixed asset register etc.). Master Cash Book shall be a
summary of all payments made by the PIU. In case of Andhra Pradesh, these books of
account would be maintained by the respective line departments also. The States/NIDM
may continue to use existing formats for ledger ,cash book and cheque issue register. An
illustrative format of the cheque issue register has been provided in Annexure 6.

Support vouchers will be prepared for record of transaction.

PIU will pay particular attention to maintenance of Works and Contractor’s Registers.

The Cash Book will be closed monthly and attested by the In-Charge (Finance) of PIU.

In addition, bank reconciliation statements would be prepared by the PMU and the P1Us
on a monthly basis and be approved by the Finance Head of the respective implementing
agency. An illustrative format of bank reconciliation Statement has been provided in
Annexure 7

Orissa: While activities will be implemented by various line departments, all payments
will be centralized at the State PIU. The implementing departments will be required to
send documents and payment instructions to the PIU. The PIU will perform an
accounting and back office function and release payments/ issue cheques as directed by
the departments. In case (low value) operation and maintenance expenditure needs to be
incurred, then opening of imprest (Bank) accounts will be permitted at other departments.
This will however be done on a case to case basis after prior approval of PMU.
Arrangements as described above will ensure that there is only one accounting location,
for the purposes of implementation of a financial accounting software, and statutory
audit.

Andhra Pradesh: GoAP has decided to use its mainstream accounting and payments
systems. Budget will be released by the Finance Department to the Nodal (Revenue)
Department which will in turn provide budget to the implementing departments
(Panchayati Raj, Roads & Bridges, Irrigation). Implementing offices of these
departments (15 from PRI, 5 from R&B and 1 from Irrigation) will approve bills and
request the local P&AO (based on a Letter of Credit) to make payments to suppliers/
contractors.

Fixed Asset Register
The PIU, PMU and line departments shall maintain a separate Fixed Asset Register to

record the assets acquired and created by them respectively out of the Project funds. The
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62.

63.

4.5.

64.

4.6.

65.

66.

format is attached as Annexure 8. Individual asset-wise entries will be recorded in the
Fixed Asset Register.

An identification number for each item of asset would be assigned for easy identification
of the assets. These identification numbers would be painted on each item prominently
and the same would be recorded in the Fixed Assets Register.

Each PIU shall ensure that assets created out of the Project funds are being utilised for
Project purposes only. There will be an annual physical verification of fixed assets by the
finance wing of the PI1U.

Period for which records are to be kept
The PIU/Line departments and the PMU shall ensure that all records (contracts, orders,

invoices, bills, receipts and other documents) evidencing the expenditure are retained
until at least five years after the Bank has received the audit report for, or covering, the
fiscal year in which the last withdrawal from the loan account was made.

Submission of Utilisation Certificates
Each PIU / PMU shall consolidate the amount spent and amount incurred by it on the

basis of entries made in the Cash Book and Master Cash Book. Before seeking funds
from Gol, the PIU shall submit the utilisation certificates in prescribed format to the
PMU. The Format of utilisation certificates has been provided in Annexure 9.

Where the PMU is an implementing agency (for instance in Component A, C) or is using
the funds for Component D, the PMU shall submit the utilisation certificates to NDMA.
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5. Internal Control and Governance Structure

67.

68.

69.

5.1.

70.

71.

72.

73.

To ensure the integrity of Project Accounting and Financial Management System, each
PIU and the PMU shall establish proper internal check and internal control mechanism. It
includes establishment of procedures and systems for ensuring standard internal control
such as checking of expenditures, appropriate documentation, levels of authorisation,
periodic bank reconciliation and physical verification.

The PIUs and PMU will develop a system to ensure that expenditures are incurred with
due regard to economy, efficiency and propriety. For this purpose, finance wing of the
PIU and the PMU will check the veracity of records provided by the executing
division/department.

In case of Andhra Pradesh, the State is following the existing system of financial
management wherein the line departments would be maintaining financial records.
Therefore the line departments would establish systems such that that expenditures are
incurred with due regard to economy, efficiency and propriety. In the state of Andhra
Pradesh, Divisional accountants in each of the line departments is an officer on
deputation from the Finance Department of the state.

Financial governance

The PIU set-up under each state/UT will follow the rules for delegation of authority
applicable to each State/UT. The organisational hierarchy of the PIU shall provide for
authority and responsibility of the finance wing of the PIU, who shall be accountable for
utilisation of Project funds as per the laid down procedures.

The funds to be utilised as per the approved procurement plan and budget. Any re-
appropriation of funds from one head to other is permissible only under the sanction of
competent authority.

Each PIU shall devise a system of reporting which is fair, transparent and assessable to
all stakeholders of the Project.

The PIU and the PMU shall appoint external auditor for conducting audit of Project
Financial Statements of Project as per the scope and report of the auditor shall be
available to all stakeholders. For details, refer Section 7.

e National Steering Committee will review the annual/revised budgets at their semi-
annual review meetings. It shall also review the critical findings of audit reports and
further actions.

e State Steering Committees shall perform a similar function for their states.
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5.2. Passing of bills
74. The following are the matters to be considered while passing the bills under different

categories of expenditure:

5.2.1  Checklist for bills relating to goods
o Whether the bill for purchase of goods is supported by Purchase Order, Goods

Received Note and Supplier Agreement, if any?

e Whether the goods have been procured as per the procurement guidelines laid down
for NCRMP?

o Whether the request for purchase of goods has been accorded sanction as per
respective delegation of power and as per the budget of the concerned period?

e Whether the goods purchased have been taken to stock register and certificate
furnished accordingly?

5.2.2  Checklist for bills relating to works
o Whether the bills for Works are passed with reference to original agreement with

Contractor? It should be scrutinised that bill raised by the contractor is as per the
payment conditions provided in agreement.

e Whether the work bills is counter-signed by the Engineer In-Charge of the work
concerned and such site-engineer has certified on the bill that “bill has been cross
tallied with the measurement book and as per the stage completed and mentioned in
the measurement book™?

o If the work bill presented is the final bill, whether the completion certificate issued by
the Engineer in Charge is enclosed?

e Whether the asset created has been taken to asset register and certificate furnished
accordingly?

5.2.3  Checklist for bills relating to consulting services
e Whether the bill for consulting services is as per the milestones mentioned in

consulting contract?
o If there is any delay in milestones, applicable deduction on account of delay has been
made as per consulting contract?

These points are not exhaustive and therefore at the time of passing of bills, consideration should
be given to propriety, efficiency and economy of transaction.

5.3. Documentation
75. Every voucher for payment should be filed properly along with the concerned bill and

supporting documents.

76. Vouchers should be serially numbered with a corresponding reference key in the
accounting system.
e Once the payment is made, the bill should be crossed on its face as “Paid”.
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5.4. Internal audit
77. To ensure that PIU has an adequate system of internal control, which includes control

over providing reliable data and safeguarding assets and records, it is necessary to have a
system of internal audit after prescribed frequencies.

54.1 Scope of internal audit
78. The internal auditor shall conduct an assessment of the adequacy of the Project

management, financial management, and procurement system including internal controls.
The internal auditor shall provide PIU and PMU with timely information and
recommendations on the project to enable the PIU and PMU to take corrective measures,
wherever necessary.

An indicative checklist on matters to be considered for routine financial controls is given in

Annexure 10. The terms of reference for the Internal Auditor is provided in Annexure 11

54.2 Agency for conducting internal audit
79. An independent internal auditor shall be appointed to provide reporting on compliance
with operating guidelines for the NCRMP for the PIU and the PMU. Internal auditor for
PMU and NIDM would be appointed by the PMU. State PIUs would appoint internal
auditors for the respective States.

54.3 Frequency and timelines for conducting internal audit

80. At the beginning of each year, an assessment would be made of the work being executed
based on the Procurement plan. Based on this assessment, the Finance Head of the PI1U
and the PMU shall prepare a draft internal audit calendar (for PIU and PMU respectively)
detailing the scope, coverage and frequency of review.

81. This audit calendar would be reviewed by the Project Director of the PIU and forwarded
to the Project Director, PMU for inputs (if any). Based on the inputs provided, the
internal audit coverage would be finalised for the PIU and the PMU for the year.

82. The draft 1A Calendar shall be forwarded to the Project Director, PMU for consideration
by January 31°% of every year. The IA Calendar shall be finalised by the Project Director,
PMU by February 28" of every year. The guidelines for finalising the internal audit
coverage are as follows:

- The audit should cover at least 50% of the expenditure incurred by the PMU/PIU
during the year

- The audit coverage should be decided considering the need for follow up audits at
locations where significant observations have been reported previously

- The audit calendar to also include certain works/line departments where there is
significant delay in utilisation of funds released
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5.4.

5.4.

4

83.

5

84.

85.

5.5.

86.

Responsibility for oversight and appointment
The Finance Head at the PIU or PMU shall be the coordinating officer for the conduct of
the Internal Audit.

Review and reporting
The internal auditor would submit the audit report to the Project Director PIU & PMU
respectively for their respective operations on a half yearly basis. In addition, the Head
the Finance of the PIU shall forward Internal Audit reports to PMU within two weeks of
submission by the Internal Auditor.

In addition, the Project Director (PIUs and PMU) shall review the findings and the
progress of the Internal Audit on a half yearly basis.

Disclosure requirements
The following information shall be provided by the PMU to the NDMA to be displayed

on the Project website:

e List of sanctions/releases providing details of sanction order no., recipient State,
amount, date of release by Pay and Accounts Office and/or date of cheque.

o Consolidated IUFR for the Project and IUFRs of individual P1Us

e Consolidated ‘Project Financial Statements’.(Refer Annexure 12 for format)

e Annual audit report.

e Annual approved budget

Page 25 of 70



Financial Management Manual - NCRMP

6. Financial reporting

6.1.

87.

88.

6.2.

89.

90.

Interim Un-Audited Financial Reports (IUFRS)
Each PIU shall submit to the PMU Interim Un-audited Financial Reports (IUFRs) within

25 days after the end of every Quarter. The PMU shall consolidate the IUFRs received
from PIUs and send it to the Bank within 45 days after the end of every quarter. The
formats of IUFR has been provided in Annexure 13, Annexure 13A, Annexure 13B.

It is clarified that basis for reporting will be expenditure by the implementing entity and
not releases. Reporting through the IUFRs will have the advantages of (a) regular
reporting of expenditure information, thus ensuring timely monitoring (b) regular
reimbursement from the Bank, thus ensuring timely receipt of the loan/ credit funds.

Project Financial Statements (PFS)
The duly audited PFS (refer section 7) shall be prepared and submitted by the PIU to the

PMU by August 31st after the end of the financial year. The PMU shall in turn
consolidate the PFS and submit them to the Bank within 6 months of the end of the
financial year.

The PFS shall include:

A summary of funds received, showing the World Bank and counterpart funds (State
share) separately;

A summary of expenditure under the main Project components, both for the current year
and accumulated till date.

The format of the PFS is provided in Annexure 12
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7. Audit requirements for Project Financial Statements

91.

7.1.

92.

93.

7.2.

94.

95.

7.3.

96.

7.4,

97.

98.

To ensure proper accountability of Project funds and to comply with requirements of
World Bank, it is necessary to have an effective system of independent external audit of
accounts of the Project.

Scope of audit

The Project Financial Statement (PFS) shall be audited such that the auditor may express
a professional opinion on the financial position of NCRMP at the end of each fiscal year
and of the funds received and expenditures incurred. The terms of reference for the
external auditor have been given in Annexure 14.

In case of States where books of accounts would be audited by the State AG (For eg- in
case of Andhra Pradesh), the scope of audit would be as per the ‘standardized terms of
reference for audit of World Bank assisted Projects’ issued by the office of the C&AG of
India (provided in annexure 15). In the case of Orissa, notwithstanding the statutory
audit of AG, the project statements shall be audited by an external auditor to be appointed
by OSDMA.

Timeline for conduct of audit of Project Financial Statements

The PIU/PMU shall be responsible to get the audit completed for their operations and
submit the audit report on or before 30" September each year after the end of financial
year of the Project.

Accordingly, the PIU and PMU shall submit their audit report to the Head of Finance,
PMU on or before August 31 each year after the end of the financial year. The Head of
Finance, PMU shall submit these to the World Bank on or before 30" September after the
end of the financial year.

Responsibility for conducting the audit of Project Financial Statements
Timely completion of audit at PIU’s end and submission of audit certificate along with
Project Financial Statements shall be the responsibility of the Head of Finance for the
PIU/PMU. The Head of Finance for the PMU shall oversee and monitor that the
necessary arrangements have been made well in time for the conduct and reporting of the
audit.

Agency for conducting the audit of Project Financial Statements

PMU would appoint a firm of Chartered Accountants empanelled with Comptroller &
Auditor General of India (CAG) to carry out an audit of Project accounts for PMU,
NIDM and the state of Orissa.

The firm would be selected out of this panel based on following criteria:

Constitution of the firm - Whether partnership or proprietorship and year of
establishment;
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e Number of partners in the firm - Whether FCAs/ACAS;

e Experience of partners;

e Years of association of Partners with the firm;

e Experience of the firm in similar assignments;

e Turnover of the firm in previous three years; and

o Number of staff providing details of qualified, semi-qualified and others.

99. In case of Andhra Pradesh this audit would be conducted by the State AG as per the
terms of reference agreed with CAG (provided in annexure 15). However, State AG
would have to adhere to the timeline of six months for completion of audit of Project
accounts in these States.

Page 28 of 70



Financial Management Manual - NCRMP

LIST OF ANNEXURES

Page 29 of 70



Financial Management Manual - NCRMP

Annexure 1 - Format for preparation of budget estimates by State PIU’s

National Cyclone Risk Mitigation Project

Name of the State PIU:
Budget Estimates for the period.................cooooviiiiinn.

Probable Expenditure

S Specific Tasks/ Physical date of Estimated incurred till Budget Disburse-
: Component | Objectives to Y - expenditure / the start of | expenditur ment
No. Target completion .
be taken up - Funds required | the present | ecategory | category
of activity year

TOTAL:
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Annexure 2 - Format for preparation of budget estimates by PMU

National Cyclone Risk Mitigation Project

Consolidated Budget for the period ending

Specific . Expenditure | Budget
Tasks/ . FrEE Estlmgted incurred till | expendi | Disburse-
S. | State/ L Physical date of expenditure/
Component | Objectives . the start of ture ment
No. | PIU to be Targets | completion Funds the present | cateqor | catedgor
of activity required P g gory
taken up year y
Sub
Total
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Annexure 3 - Abstract of Rule 237 of General Financial Rule
National Cyclone Risk Mitigation Project

Reimbursement through Special Account (Revolving Fund Scheme) has been explained in Rule
237, which says:

Under the Revolving Fund Scheme, the Funding Agency disburses the estimated expenditure of
four months for the Projects as initial advance to the Government of India under the respective
loan/credit/grant agreement. Office of Controller, Aid Accounts and Audit withdraws the
amount specified in the agreement as initial deposit from the funding agency, by sending a
simple withdrawal application in the prescribed format after the loan is declared effective. Such
initial deposit designated in US $ is received by Reserve Bank of India, Mumbai and rupee
equivalent shall be passed on to Controller, Aid Accounts and Audit through Government
Foreign Transaction (GFT) advice. However, Reserve Bank of India, Mumbai shall maintain a
loan wise Pro forma account for liquidation of advance received from Funding Agency. Office of
Controller, Aid Accounts and Audit, on receipt of reimbursement claims from Project
Implementing Agency, shall send an advice to Reserve Bank of India, Mumbai advising them to
debit the Special Account with the US$ equivalent of the amount of the eligible claim. Office of
Controller, Aid Accounts and Audit shall consolidate all such claims and submit to Funding
Agency for replenishment of Special Account. This will be accompanied by a statement of debits
and credits made during the period by Reserve Bank of India, Mumbai and supporting
documents received from the Project Implementing Agency.
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Annexure 4 - Indicative Chart of Accounts
National Cyclone Risk Mitigation Project

Expenditure:

Component Specific Task/ Objectives Detailed Head Link to
(1 digit) (2 Digits) (3 Digits) Budgetary
Classification
Component A — Last - Purchase of equipments - Procurement of goods (Plant & Major Works
mile connectivity Machinery)
- Execution of civil works
- Procurement of goods Other

Component — B
Physical Infrastructure

- Construction of
Embankment

- Construction/Repair of
multi-purpose cyclone
shelters

- Construction/Repair of
missing rural road links

Component—C
Capacity Building

- Consultancy

Component D — Project
management

- Consultancy

- Operating expenses

(Office Equipment)

-Procurement of goods
(Vehicles)

- Procurement of goods
(Office Furniture)

- Procurement of Goods — Works
A/c - Embankment

- Procurement of Goods — Works
AJc — Cyclone Shelters

- Procurement of Goods — Works
Alc — Approach Roads

- Procurement of Goods — Works
Alc — Others

- Operating Cost — Salaries

- Operating Cost - Rent

- Operating cost — Travel Expenses

- Operating Cost — Repairs &
Maintenance — Office equipment

- Operating Expenses —
communication Expenses
- Operating Expenses —
Hiring of vehicles

- Operating Expenses -
Hiring of Equipments

-Operating Expenses —
Office Expenses

Expenditure
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Component
(1 digit)

Specific Task/ Objectives
(2 Digits)

Detailed Head
(3 Digits)

Link to
Budgetary
Classification

-Operating Expenses —
Printing & Stationery

- Operating Expenses -
Books & Periodicals

- Advertising Expenses
- Consultants’ Services

- Operating Expenses —
Workshops & Training
Programmes

Advances — Advances payment to
Contractors

Advances — Materials issued to
Contractor

Advances — Advance against
Material

Advances — Mobilisation advance

Advances— Machinery advance
Advances — Advances to suppliers

Advances - Other Advances
- Tax Deducted at source account

Statutory Deductions —

Income Tax & surcharge from
Supplier’s / Contractors (Credit
Balance)

Statutory Deductions —

Works Tax/State Tax & surcharge
from Supplier’s / Contractors
(Credit Balance)

Statutory Deductions — Any other
deduction from Supplier’s /
Contractors

(Credit Balance)

Deposits Repayable — Earnest
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Link to
Budgetary
Classification

Component Specific Task/ Objectives Detailed Head
(1 digit) (2 Digits) (3 Digits)

Money Deposit from suppliers/
contractors (Credit Balance)

Deposits Repayable — Security
Deposit from supplier/contractor
(Credit Balance)

Deposits Repayable —
Any other refundable deposit

Receipts
Component Group of Income Detailed Head
(1 digit) (2 Digit) (3 Digit)
A — Last Mile connectivity | Project funds Funds Received — Gol share
Funds Received — State Govt. share
B — Physical Infrastructure | Incidental Receipts Forfeiture of EMD
Fines, forfeiture, penalties etc.
C- Capacity building Any other non-refundable deduction
Miscellaneous Receipts
D — Project management

Explanatory Notes to Chart of Accounts:
e This Chart of Account is composition of 6 digit code. The account code structure for
expenditure shall be as follows:
- Component A to D will have codes 1, 2, 3, 4 respectively.
- Specific tasks/objectives shall be assigned codes starting from 21 up to 99
depending on the number of works to be taken up.
- Detailed heads will have range from 211 to 999

e The account code structure for receipt shall be as follows:
- The codes for component shall remain the same.
- Group head has been assigned code from 11 to 20.
- Detailed heads will have range from 111 to 199
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National Cyclone Risk Mitigation Project
State Government of

Project Implementation Unit

Annexure 5 — Format of Grant-in-Aid Register

Amount Released
by Gol
@

Reference of
Sanction
Order No.

Date of credit
to State
Government
Account

(b)

Amount Spent

Reference of
Utilisation Certificate
(UC No.)

The entries can be cross tallied from this register to Master Cash book maintained by PIU.
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Annexure 6 — llustrative Format of Cheque Issue Register

Name of the State PI1U:

National Cyclone Risk Mitigation Project

S.No.

Date of Issuance of
Cheque

Name of the
Party/To whom
cheque is issued

Reference of the Bill
No./VVoucher No./Purpose
for which cheque has been

issued

Account Head

Amount (in Rs.)
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Annexure 7— lllustrative Format of Bank Reconciliation Statement
National Cyclone Risk Mitigation Project

Bank reconciliation Statement for XXX as on dd/mm/yyyy

Amount in
Particulars Details INR

Debit Balance per Cash Book XXX
Add | Cheques Issued/drawn but not yet presented for payment XX

Interest Allowed by Bank but not recorded in Cash Book XX

Cheques paid into Bank but omitted to be entered in Cash Book XX

Any wrong Credit given by Bank in the Bank Statement XX XXX
Less | Cheques paid into the Bank but not cleared XX

Interest and expenses charged by Bank XX

Cheques issued but omitted to be entered in Cash Book XX

Any wrong debit given by Bank in the Bank Statement XX XXX
Computed Credit Balance as per Pass Book XXX
Credit Balance as per Pass Book XXX
Difference if any XXX
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Annexure 8 — lllustrative Format of Fixed Asset Register
National Cyclone Risk Mitigation Project

State Government of

Project Implementation Unit

No

Description
of Item

Custodian
Department

Supplier’s
Name

Location

Date of
Purchase

Invoice/
Bill no.

Amt

Qty

Identification
No.

Initials
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Annexure 9 - Format of Utilisation Certificate
National Cyclone Risk Mitigation Project

SI. No. Letter No. and date Amount

TOTAL (1 +2) Rs.

Certified that out of Rs. (Central share to be mentioned) of Grants-in-Aid sanctioned
during the FY in favour of Government. of under the Ministry/ Department
letter No. given in the margin and Rs. (amount in words) on account of unspent
balance of the previous year, a sum of Rs. (amount in words) has been utilised for the
purpose of for which it was sanctioned and that the balance of Rs.
remaining un-utilised at the end of the year has been surrendered to Govt. vide
letter No. dated / will be adjusted towards the grant- in-aid payable during
the next year.

Certified that | have satisfied myself that the conditions, on which the grant-in-aid was
sanctioned, have been duly fulfilled/are being fulfilled and that | have exercised the following
Checks to see that the money was actually utilised for the purpose for which it was sanctioned.

Kinds of Checks exercised:

1. Procurement procedure followed as per norms indicated in procurement manual.

2. Procurement certificate furnished.

3. Civil works carried out by PWD/State approved agencies as per approved estimates and
layout drawings.

4. Grant-In-Aid checked from the register maintained

Expenditure checked from the register maintained

6. Any other check required as per the guidelines

o1

Signature of Finance Director of PI1U

Date:
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Annexure 10 - Indicative list on basic financial controls
National
National Cyclone Risk Mitigation Project

e Transactional check

To check whether transactions are recorded properly under appropriate heads of account.
To check whether transactions take place under proper authority with respect to
concurrence to budget, passing of the bill, making payments etc.

To check that transactions are duly supported by proper supporting documents.

To check the propriety of transactions to ensure that expenditure are incurred with due
consideration of economy and efficiency.

To check whether World Bank guidelines are being followed for procurement of goods,
works and services.

e Checking the system of maintenance of Books of Accounts

To ensure that there exists a sound system of book keeping that record all the transactions
without delay.

To ensure there is proper segregation of duties and persons authorised to make payments
are not allowed to update the Books of Account.

To ensure that Books of Account are cross tallied at proper intervals of time.

To ensure that Books of Account are supported by various subsidiary records and these
records are reviewed at periodic intervals.

e Checking the Subsidiary records

Check whether budgets are reviewed periodically.

Check if running bills are raised for payment under each Project.

Check the various contracts awarded, supply order raised under each component of the
Project.

Check the bill register and ensure about the status of fund utilisation and bills pending for
payment.

Check whether there exist proper linkages between subsidiary records, accounting
records and financial reports generated.

e Checklist for Financial Management
To check if:

- Cash book are written up to date.

- Cash balance reconciles with physical cash in hand, if any.

- General ledger is written up-to-date and has the relevant ledger heads.

- All vouchers are serially numbered and filed properly.

- Bank reconciliations have been done as at the end of each month.

- Fixed Asset Register is up to date.

- Advances are classified separately. Only on the receipt of contractor’s / vendor’s bill,
advances are adjusted.

- Whether advances are outstanding for long (greater than 6 months)

- Whether there are any pre-signed blank cheques or large cash withdrawals
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Annexure 11 - Terms of Reference for Internal Audit
National Cyclone Risk Mitigation Project

1. Introduction

Project Background

The Government of India has initiated National Cyclone Risk Mitigation Project (‘NCRMP’),
herein after referred to as the ‘Project” or ‘NCRMP’, with a view to address cyclone risks in the
country. National Disaster Management Authority (‘NDMA’) under the aegis of Ministry of
Home Affairs (MHA) shall implement the Project in coordination with participating States/UTs.

The key objectives of the NCRMP are as follows:

e Reduction in vulnerability of coastal States, through creation of appropriate infrastructure
which can help mitigate the adverse impacts of cyclones, while preserving the ecological
balance of coastal regions.

e Strengthening of cyclone warning systems enabling quick dissemination of warnings and
advisories from source/district/sub-district level to the community for their timely reception
and adequate response.

Project Components

Based on the above objectives, the Project has been divided into four components, namely:

e Component A — Last Mile Connectivity for the dissemination of cyclone warnings and
advisories from district/sub-district level to communities. This activity will be implemented
by NDMA in consultation with participating States/UTSs.

e Component B - Construction/repair of physical infrastructure for cyclone risk mitigation.
This Component will be implemented by the States/UTs.

e Component C - Technical assistance for capacity building on hazard risk management.
NDMA and National Institute of Disaster Management (NIDM) are the implementing
agencies for this Component.

e Component D- Project Management and Monitoring applicable to all implementing agencies.

To begin with, NCRMP is proposed to be implemented in the States of Andhra Pradesh and
Orissa. Other coastal states/UT’s would be considered in further phases of the Project.

Proposed Implementation/ Funds Flow Arrangements:

The NCRMP shall be coordinated by a central Project Management Unit (PMU) set up at
NDMA. The participating States/UTs shall set up their respective Project Implementation Units
(‘PIUs’). The PMU shall coordinate with NDMA, MHA, World Bank, CAAA and other
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external agencies involved. The PIUs shall coordinate with the various line departments of the
State Government/UT which will be finally responsible for execution of Project work.

The Project is assisted by the World Bank. The external aid disbursed by the World Bank is first
received by the Central Government in the Ministry of Finance (MoF). This money is directly
transferred to the PIUs’ and PMU” Bank Account based on the status of their utilisation of funds
and other details as specified in the finance manual. In the case of AP state, the funds would be
routed through the regular Treasury mechanism. Expenditure under the Project will either be
made centrally at the PMU or at the State PIUs. Each PIU or PMU which makes payments
maintains regular books of account and records as per the prescribed procedures.

2. Objective

The objective of the internal audit is to determine whether the Project management arrangements
including procurement, financial management, physical progress monitoring and internal control
mechanisms are working effectively. The auditor shall also identify areas for improvement and
enhancing efficiency. This should include aspects such as adequacy and effectiveness of
accounting, financial, procurement related and other operational controls, and any needs for
revision; level of compliance with established policies, plans and procedures; reliability of
accounting systems, data and financial reports; methods of remedying weak controls or creating
them where there are none; verification of assets and liabilities; and integrity, controls, security
and effectiveness of the operation of the computerised system.

The internal auditor shall provide the PIU and PMU with timely information and
recommendations on the financial management, procurement, project management and physical
progress aspects of the Project to enable the management to take corrective measures, wherever
necessary.

3. Scope of Audit Services

The audit will be carried out in accordance with applicable professional standards & will include
such tests & controls, as auditors consider necessary under the circumstances. In conducting the
audit special attention should be paid to the following:
e Procurement
o Whether goods, works and services are being procured following the procurement
procedures defined for the Project (Project Guidelines and the guidelines internal to
PIU/PMU)
o Whether goods, works and services are being procured in accordance with the
procurement plan and sanctioned budgets
o Whether time schedule for procurement of goods, works and services is in line with the
Project Procurement Plan
o Whether required documentation for procurement activity and contract management is
being maintained for all purchases made
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o Whether capacities for procurement as indicated in the operations manual have been
created

¢ Financial Management

o Whether books of accounts are being maintained in the manner and formats defined by the
Financial Management Manual of the Project
Whether the financial transactions are being accurately and completely recorded
Whether utilisation certificates and FMRs submitted are prepared in time and reflect the
correct status of utilisation of funds as recorded in the books of accounts of the Project

o Whether the fund management is being done in compliance with Financial management
guidelines of the Project

o Whether funds have been used with due regard to economy, efficiency and for the
purposes they were provided.
Whether release of money is adequately supported.
Special emphasis may be laid on items like :
= Timely and accurate preparation of Bank Reconciliation Statements
= Maintenance of separate accounts for NCRMP
= Timely and accurate preparation of financial reporting statements
= Surplus funds lying unutilized for long
= Financial records and registers being maintained
= Disbursement of funds to the third parties

o Understand the process of tagging and maintenance of assets acquired under the Project.
The auditors may perform physical verification of assets (if considered necessary)

o Whether capacities for financial management as indicated in the operations manual have
been created

e Project Management
o Whether the physical progress tracking mechanism defined for the Project has been
operationalised
o Whether physical progress reports being submitted have been reviewed for their
correctness and authenticity before submission
o Whether physical progress reports are being submitted as per the timelines and formats
defined by the Project tracking framework

e Others

o Whether appropriate internal controls as specified by the Financial Management Manual,
Operations Manual, Procurement Manual and other relevant notifications, if any, are
operating satisfactorily. The auditor should suggest methods for improving weak controls
or creating them where need be.

o Verifying compliance with recommendations of the earlier audit reports and commenting
thereon

o Deviations (if any) from Project guidelines have been reported to the PMU in time and
requisite approvals obtained
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4. Reporting
The Internal audit shall provide the reports with the following frequency:

o Audit report within 2 weeks of the closure of fieldwork to the Project Director
o Quarterly summary of audit findings and recommendations

5. Support/Inputs to be provided by the PIU

The internal auditor will be given access to all legal documents, Project Financial
Management Manual, Procurement Manual, procurement check list, and any other
unclassified information associated with the Project and deemed necessary by the auditor.
It is extremely important that the auditors become familiar with the Project Guidelines on
Disbursements and Procurements. All these documents will be provided to the auditor by
the PIU/PMU.
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Annexure 12 — Format of Project Financial Statement
National Cyclone Risk Mitigation Project

For the period ended on....................
(Amount in Rs. ‘000)

For the | Previous

Particulars b year | Project till
ended on | ended date
on......

Sources

State Government Funds

Government of India Funds

Total Sources (1)

Expenditure by Component

Component — A - Last Mile Connectivity (A)

Component — B — Physical Infrastructure
e Construction/Renovation of Embankment
e Construction of multi-purpose cyclone shelters
and access roads
e Construction/Extension/Repair of missing rural
road links
e Construction of roads and bridges

Total of Component B— (B)

Component C — (C)

Component D — (D)

Advances to Suppliers/ others (E)
¢ Advances for civil work

e Advances for equipment

e Other Advances

Total Uses of Funds (Il=A+B+C+ D +E)

Certified that the above figures are as per the books of account maintained by the
implementing entity.

Signature
Head of the Finance, PMU
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Annexure 13 - Interim Un-audited Financial Report

National Cyclone Risk Mitigation Project
Format -1

Quarterly Interim Financial Reports

Report as on

(Amount in Rs. Lakhs)

Particulars

For the
quarter

Cumulative
Financial | Project
year till till date

date

Forecast
for the next
6 months

Opening balance of Funds (A)

Receipts

State Government Funds

Government of India Funds

Other receipts/income

Total Receipts (B)

Total Sources (C=A+B)

Expenditure by Component

A. Early Warning Dissemination to
Coastal Communities

A.l-EWS

A.2 — Community mobilization and
training

Total

B. Cyclone Risk management
Infrastructure

B.1 — Cyclone Shelters

B.1.1 Construction of Cyclone Shelters

B.1.2 Cyclone Shelter Management Cost
(Corpus fund by State Governments)

B.2 — Roads and Bridges

B.2.1 Roads to cyclone shelter and
habitations

B.2.2 Connecting roads

B.2.3 Bridges

B.3 — Repair and Up-grade of Saline
Embankments

Total
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C. Technical Assistance for
Strengthening Capacity on Disaster
Risk Management

C.1 — Risk Assessment

C.2 — Capacity building on disaster
management

C.3 — Damage and loss assessment

Total | - - - -

D. Project Management and
Implementation Support

D.1 — Incremental Operating cost

D.2 — Technical Assistance Cost

D.3 — IEC and Capacity building for
Management of Cyclone Shelters

Total | - - - -

Grand Total of Expenditures (D)

Advances given in the current quarter

(E)

Advances adjusted in the current
guarter and consolidated in the
expenditure components above (F)

Closing balance of funds ( G=C-D-E+F) | -

Notes:
a. Only shaded cells can be modified or data be entered therein
b. If report is for the quarter ended on June 30", it should provide information of
expenditure for the period of April to June and forecast for the period July to December
c. Closing balance will be as per Project Books of Account, as on the date of the report
d. Forecast is to be provided separately for each component

Certified that the above figures are as per the books of account maintained by the implementing
entity.

Signature
Head of the Finance, PMU
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Annexure 13 A - Interim Un-audited Financial Report
National Cyclone Risk Mitigation Project
Format — 2
Quarterly Interim Financial Reports

Reportason .......cceuvveeenn.

(Amount in Rs. Lakhs)

Particulars

For the
quarter
(Compone
nts

A,C &D)

For the
Quarter
(Compon
ent B)

Cumulative

Financial
year till
date
(Compon
ents A,C
&D)

Financial
year till
date
(Compone
nt B)

Project till
date
(Compone
nts A,C
&D)

Project till
date
(Compone
nt B)

Forecast
for the
next sis
months
(Compon
ents A,C
&D)

Forecast
for the
next six
months
(Compone
nts B)

Expenditure by
Implementing
Entity

1. National
Disaster
Management
Authority

2. National
Institute of
Disaster
Management

3. Orissa

4. Andhra Pradesh

5. State 3

6. State 4

7. State 5

Total Expenditure
(D)

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

Error calculator
(Difference from
Format — I)
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Annexure 13 B - Interim Un-audited Financial Report
National Cyclone Risk Mitigation Project
Format — 3
Quarterly Interim Financial Report — (World Bank Funds Requirement)

Reportason .......cceuvveeenn.
(Amount in Rs. Lakhs)

Total Components Component B
A,C&D (WB share 75%
(WB share 100%)

Expenditure for - - -
the quarter

World Bank Share | - - -
of the above

Bank funds I
received till date

Total Project I - - -
Expenditure till
date

World Bank Share | Il - - _
of the above

Funds Unutilized AV -
(1-11m)

Forecast for V - - -
Project payments
for the 6 months

World Bank share | VI - - i
of the above

Less Funds AV -
Unutilized

Net Funds VIl -
required from the
Bank (VI-IV)

Notes:
a. Total projects uses till date ‘II’, will be the same as Grand Total of Expenditure ‘D’ as
per Format 1, Column 4
b. Forecast for payments for the next 6 months ‘V’ will be the same as Grand Total of
Expenditure ‘D’ as per Format I, Column 5
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Annexure 14 - Terms of Reference for External Audit
National Cyclone Risk Mitigation Project

1. Introduction

Project Background

The Government of India has initiated National Cyclone Risk Mitigation Project (‘NCRMP’),
herein after referred to as the ‘Project’ or ‘NCRMP’, with a view to address cyclone risks in the
country. National Disaster Management Authority (‘NDMA’) under the aegis of Ministry of
Home Affairs (MHA) shall implement the Project in coordination with participating States/UTs.

The key objectives of the NCRMP are as follows:

¢ Reduction in vulnerability of coastal States, through creation of appropriate infrastructure
which can help mitigate the adverse impacts of cyclones, while preserving the ecological
balance of coastal regions.

e Strengthening of cyclone warning systems enabling quick dissemination of warnings and
advisories from source/district/sub-district level to the community for their timely reception
and adequate response.

To begin with, NCRMP is proposed to be implemented in the States of Andhra Pradesh and

Orissa. Other coastal states would be considered in further phases of the Project.

Project Components

Based on the above objectives, the Project has been divided into four components, namely:

e Component A — Last Mile Connectivity for the dissemination of cyclone warnings and
advisories from district/sub-district level to communities. This activity will be implemented
by NDMA in consultation with participating States/UTs.

e Component B - Construction/repair of physical infrastructure for cyclone risk mitigation.
This Component will be implemented by the States/UTs.

e Component C - Technical assistance for capacity building on hazard risk management.
NDMA and NIDM are the implementing agencies for this Component.

e Component D- Project Management and Monitoring applicable to all implementing agencies.

2. Objective

The objective of the audit of the Project Financial Statement (PFS) is to enable the auditor to
express a professional opinion on the financial position of NCRMP at at the end of
each fiscal year and of the funds received and expenditures incurred for the accounting period
endedon............. , as reported by the PFS. The auditor is expected to express an opinion on the
eligibility of the expenditure under the Project.
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The Project Books of Account provide the basis for preparation of the Project Financial
Statements (‘PFS’) and are established to reflect the financial transaction with respect to the
Project, as maintained by the Project Management Unit.

3. Scope

The Audit shall be carried out in accordance with relevant standards of auditing with due regard

to regulations and standards of audit of the Comptroller and Auditor General of India, and will

include such tests and controls as the auditor considers necessary under the circumstances. In
conducting the audit, special attention should be paid to the following:

e All funds provided by Gol with the World Bank assistance have been used in accordance with
the conditions of the relevant agreement, with due attention to economy and efficiency, and
only for the purposes for which the financing was provided.

e Counterpart funds have been provided and used in accordance with the relevant financing
agreements, with due attention to economy and efficiency, and only for the purposes for which
they were provided;

e The Project Financial Statements attached to the audit certificate must be on cash basis only.

e All necessary supporting documents, records, and accounts have been kept in respect of all
financial transactions of Project including expenditure reported in IUFRSs.

e Existence of proper audit trail providing linkages between the Books of Account and reports
presented to the Bank.

e The Projects accounts have been prepared in accordance with consistently applied Accounting
Standards in this respect and the accounting policies laid down in the Financial management
manual and give a true and fair view of the financial position of the PIU for the financial year
ending 31st March each year and of receipts and payments for the year ended as on that date.

e There exists a system to maintain fixed Asset Register to record all assets procured under the
Project. The management has conducted a physical verification of fixed assets during the
financial year and major discrepancies, if any, have been adjusted in books. The auditor may
undertake physical verification of fixed assets, as deemed necessary, as per the auditing
standards.

4. Project Financial Statements

The Project Financial Statements should include:

e A summary of funds received, showing the World Bank and counterpart funds (State share)
separately;

e A summary of expenditure under the main Project components, both for the current year and
accumulated till date.

As an annex to the Project Financial Statements, the auditor should audit a reconciliation
statement (prepared by the Project) between the amounts shown as "received by the Project from
the World Bank™ and that shown as being disbursed by the Bank. As part of that reconciliation,
the mechanism for the disbursement (i.e. Special Accounts, etc) should be indicated.
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5. Responsibility of preparing the Project Financial Statements

The responsibility of preparing the Project Financial Statement rests with the Project staff under
the guidance of auditors. However the auditors have to express a professional opinion on the true
and fair view of the operations of the Project during the year and the financial position of the
Project at the close of the fiscal year. The responsibility of maintaining accounting records
totally rests with the ‘Project Staft”.

6. Management Letter

In addition to the audit reports, the auditor will prepare a “Management letter”, in which the

auditor should summarise the observations on internal control issues (other than those which

materially affect his opinion on the Project Financial Statements). These observations would

include:

e Comments and observation on the accounting records, systems and internal controls that were
examined during the course of the audit;

e Specific deficiencies and areas of weakness in systems and internal controls and
recommendations for their improvement;

e Report on the level of compliance with the financial/ internal control, procedures as
documented in the financial manual of the Project; and

o Matters that have come to the attention during the audit which might have a significant impact
on the implementation of the Project.

The observations in the management letter must be accompanied by the implications, suggested
recommendations from the auditors and management comments on the observations/
recommendations from the management.

7. Audit Opinion

Besides a primary opinion on the PFS, the annual audit report of the Project Accounts should
include a separate paragraph commenting on the accuracy and propriety of expenditures
withdrawn and the extent to which the Bank can rely on IUFRs as a basis for loan disbursement.

The financial statements, including the audit report, should be received by the Bank no later than
six months after the end of the accounting period to which the audit refers. The auditor should
submit the two copies of the audited accounts and audit reports to the PIU (/PMU).

The auditors’ report shall also contain other statutory certification (where applicable) such as
certifications relating to societies registered under “Societies Registration Act, 1860
8. General

The auditor should be given access to all legal documents, correspondence, and any other
information, which is deemed necessary by the auditor, relating to the Project. The auditor
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should obtain confirmation of amounts disbursed and outstanding if any from Gol. It is highly
desirable that the auditor become familiar with a copy of the Bank's document on Financial
Management Practices in the World Bank financed Investment Operations which summarises the
Bank's financial reporting and auditing requirements. The auditor should also be familiar with
the Bank’s Disbursement Manual. Both documents will be provided by the Project staff to the
auditor. The auditor would also be provided with copies of the legal agreements, and related
manuals of the Project, The auditor will maintain working papers in a systematic manner and
make them available to Gol and World Bank if required.
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Annexure 15 — Circular of CAG on Terms of Reference for audit of World Bank assisted
Projects

No 201 -Audit (EAPY1-2007

WRE & FEE-gererE Tiss T wraiag
OFFICE OF THE COMPTROLLER
AND AUDITOR GENERAL OF INDIA

[Gyic]
Date May 14, 2009

To,

Mr. L. Kojima,

Semor Finaneial Management Specialist,
W orld Bank,

10, Lod Estate,

Meww Delha-110 003

Sub: Standardization of Terms of Reference (TOR) for audit of the World Bank
assisted Projects.

Sir,

Artention is invited to this office DO, letter No 102-Audit (EAPY1-2007
dated March 5, 2008 addressed o Ministry of Finance {Department of Economic
Affairs) and copy endorsed to World Bank on the subject cited.

Z In view of the fact that Ministry of Finance [Department of Economic Affairs)
have now circulated the Standardized TOR for information and necessary sction to all
Umien Ministries, States & Union Termitenes ete vide therr OMF. No. 1 7/7/2006-FB-
Il dated March 20, 200%, we have also requesied all our field audit offices vide this
office circular letter Mo 167-AudifEAP)/1-2007 dated 28 42009 to undertake audit
certification of all new World Bank assisted projects keeping in view the provisions
contaned in the standardized TOR. In this context a copy of this office D0 letter
dated 5 3 2008 alongwith a copy of Standardized TOR has also been enclosed for
their information and guidance

<. A copy of this affice circular dated 28 4 2009 and our reference dated March
5, 2008 alongwith the standardized TOR is also enclosed for information.

Yours faithfully,

Encl:  As stated. W
_'E | 1 I..IE-.:I'“-L:' HJ' ._,.,_,,,‘_f.-i S
— (M 8. Subrahmanydiif 3705
WA A S B A T Director {Audit)
14 m:rlﬂq[ﬁ .
. NEW DELHI IR

10, FETErmE T wel, 7 Faeeit-110124

10. Bahadur Shah Fatar Mara Mew Melki. 10124
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Mo 16T -A L ilab w200 i

Leular No DEAKUEAPY I3 & forerrs- sereren wéieras @1 wraiers
OFFICE OF THE COMPTROLLER

AND AUDITOR GENERAL OF INDIA

fimem
Mate o
] ./\L)/ April 28, 2000
T,
All Principal Accountants General/ Accountants General { Audit),
Directors General { Audity Pr. Director { Audit)
Sub: Standardization of Terms of Reference (TOR) for audit of the World  Bank
assisted Projects.
Sir/Madam

The ssue of standardization of Terms of Reference (TOR) for audit of the

World Bank assisted projects has been under consideration for quite some time. The
draft TOR prepared by the World Bank and forwerded by Ministry of Finance

(D
Ban

partment of Econemic Affairs) was examined in consultation with the World
k Team The TOR has been revised to make it more integrated with the exisling

procedure applicable to audit of Externally Assisted Projects (EAPs),

-

The TOR was approved by C&AG Mimistry of Finance (Department of

Economic Affairs) was apprised of this decision under intimation to the Waorld Bank.
Mimstry of Finance, Department of Economic Affairs have now circulated the

slhan

dardized TOR to all Minstries, States, UTs, ete. for information and MECESSATY

action vide their F. Mo, 17/7/2006-FR-11 dated March 20, 2009 o oy meclieas |

3

Therefore, awdit certification of all new World Bank assisted projects may he

undertaken keeping in view the provisions contained in the standardized TOR, In this
context, a copy of DG {Audit)'s D.O. letter dated March 5, 2008, addressed 1o
Ministry of Finance, alongwith a copy of the standardized TOR is enclosed for

irtfi

rmadion and guidance. The points haghlighted under para 4 of the D.O. letter dated

March 5, 2008 clarify the issues relating to format for Audit certification/Report and
requirement of Managsement Letter,

Enc

I As stated.
Yours faithfully,

(4 X2

{B.B. PANDIT)
Director General {(Audit)

10, SETETAE AW url, T faeet- 110124

10, Bahadur Shah Falar Marn Mow Madlkid 104 54
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TERMS OF REFERENCE FOR THE AUDIT OF PROJECT FINAMNCIAL
STATEMENTS OF [PROJECT MAM E {For audits conducted by CAd)

Background

[Project Ams, Timelines and Objectives]’ .

Objeciive

The essence of the World Bank” audit policy is to ensure that the Bank receives
adequate independent, professional nedit assurance that the proceeds of Werld Bank
loans were wsed for the purposes imtended” that the annual progect financial
stalements are frec from malerial misstatement, and that the terms of Use foan
agreement were comiplied with in all matesial respects.

The obpestive of the audit of the Project Financial Statement (PF5) 15 1o cnable the
suditor t express a professional opinion as to whether (1) the PFS present Tnirly, in
all material respects, the sources and applications of project funds for the period onder
audit examination. (2] the funds were utilized for the purposes for which they wirg
peovided, and (3h expenditures shown in the PFS are eligible for firancing wnder the
refevant loan or credit agreement.  In addition, where applecable, the auditor will
express @ prolessional opinion as o whether the Finaneial Managemen Reports
submitied by profest managemend may be refied wpon to su pport any applications for
withdrinwnl, and whether adeguate supporting documentation has been maintained
support clams made by propect manazcmes for reimbursement of caponmditures
curred wader the Statement of Expenditure method of reim bursement.

The bovks ol secoem tha provide the hasis for preparation of the FES are estihlished
to reflect e fnancial ransections of the project and are maiiained by the propect
implernentation agenev- [ ] Projeet Implementation Unit and the participating
divisions

Stamlards

The audit will be carried oul in accordnce with the Auditing Standards promuolpated
by the Comprrodler and Auditor General of India. The auditor should aceordingly
conssder materiality when planning and performing the audit to reduce audit risk to an
avceplable fevel that is consisent with the objective of the asdit. Although the
responsibifity for preventing ircegularity, fraud, or the wse of loan procegcds for
purposes other than as defined in the legal apreement remains with the horrow er, the

' The dockzromd shouhd normally include o ditaibod deseripgion of the ookt including il mntion
0 praoject sources of Feding: the purpases Far which ke luinds are intended: and a meiteral
dlescripthen ol implementalsm arcanpemenis, inelding ihe arganfraticra! siruciure of all
implement ing: crtilics.

[

"World Bank™ includes the Imematioen? Developmse) Agency arl the Isterrational Bank for
Rocpsstingikm and Developimgn, “Louns™ inclydes credies amd wranis b which the TORS wouid
s i “Paarrvner™ inelides recipients of such loms,

Thas Bank s cliamer [Aricle B Section Wikl ol IBRD"s Aniclss ol Agrevinent asd Ariche Y Seclian
Wghal 1A s Aricks of Ayreemeni | s I that: “The Daisk shall makee UNNQENETES [0 ST
that the proceeds al sy luan are used oaly loe the purpeses fir which the Kan was grangeed, with dus
giberdion Lo considerations of ceonomy and elficiency and withoul aegand g poliical or cther non-
eocmamic influsmos or considerations™
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-

audit should be planned s0 a8 w have a reasonible expectation of detecting material
misatements in the project financial statements

.‘id:-:-p-E*
In conducting the audit, special atiention should bo paid to the following:

(a} All external funds have been wsed in pcocordance with the conditions of the
relevant fegal agreements and only for the pusposes fior which the financing
was provided. Relevant legal agreements include the Finansing Agrecment,
the Project Agreement, and the Minutes of Negotiations:

() Counterpart funds have been provioed andd used in accordance with the

relevant legal agreements and only fof the purposes for which they were
prowided,

e} All neeessary suppoeting documents, reconls, and accounis have been kept in
respect of all project transactions ineluding expenditures reporied via SOEs/
Sas’ or FMRs where applicable, Clear linkages should exist between the
hooks of pceount and reports prosented to the Bank: and

() The project accounts hove been prepared in accordance with consistently

applied Governiment Accounting Standards’ and present fairly, in all material © -
respects, the linanciel sitvation of the project a1 the yvear end and of resources
and expenditures fos the year ended on that date.

Project Financial Statcments

The Project Financial Statements shoubd inelnde-

AL Sratement af Sources and Applications of Funds: The conlents ol Project
Financial Statements (PFS) are specilic o the sector, The progect desipn and
the type of implementing entity. These formats therelore vary from one
Praject 1o ancther. The formats of PES are pre pared in consultation with the
implementing entity during the preparation of the Project. See Annexure 1 for
an example of 2 Statement of Source< and Applications of Funds that could be
prepared for o project implemented by core government deparinsents.

k. Recanciliation ol Claims to Total Applications of Funds. The PFS ingluds a
recomciliation between expenditune roperted as per the Stalement of Sources
and Applications of Funds and expeaditure claimed from the Workl Bank
through Statements of Expenditures {SOE), documentzd claims or report
based methods of reimbursement. An example is shown al Annexure 2.

. Other Statements or Schedules as may  be applicable in particular

cireumstances and as specified in The relevant legal agreements, such as:
« A statement showing appropaiate majer heads of expenditure. (say by
Praject Com ponentiSub-com ponents)

U in ruspurcs Lo identificd prouit risks, Lhe seoges may ke g pancted bo include & repon or the

eagpresinn OF N ppinios o speCifas aspes ol the pperation such as iscamal contrals, conpliznece
with Bank procurement galicies, or elficiency and eifecliventess i ihe use ol loan poteods.

5 Limdl such time as the pronoumiesncnls of Uhe Gowerpmunt Acoonnting Sandrds Advisry Board ore
nocepled vl presribed by the Minisiey ol Fennnoe, 1he accounting standards followed by the
Cavermsment af India will be defined by the Genersl Financial Rules, MWD codis, Treasury codes
and similar fiearcial roles arel codies 35 are in effect and applicabls W ihe operutions of the project.
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A
A summary of cumulative expenditures by category of expenditure such as
buibdings, equipment, furniture, vehickes, major rehabilitation of canals etc
. pampement  Asserion:  Managemen should sign the projeet financial

statcinents and provide a written acknowledgement of it responsibility for the
preparation and fair presentation af the finoncinl spatements and an asseiion
that project funds have been expended in accordance with the intended
purposes as reflected in the financial statements. An gxumple of o
Management Assertion Letter is shown al Annexuore i

Statements of Expenditures and Financial Management Reports

iin addition to the audit of the PFS, the auditer is required 1o audit all Stntements of
Expenditures (SOEs) andior Financial Management Reports (FMRs) for withdrawal
applications made during the period under audit examination. The awditor should
apply such tests as the awditor considers necessary under the circumstances to satisfy
the audit obicetive. In particular, these expenditures shoukd be carefully exumincd for
praject eligibility by reference to the relevant financing ngreements. Where ineligible
expenditures are identitied as having been included i w ithdrzwal applications and
geiimbursed apaingt, these should be separately noted by the audilor.

Audie Bepart

An asdit report on the project financial stateients should be preparcd in accordancy
with the Auditing Standards promulgated by the Comptrolier ane Awditor General of
Indie. Those standards require an audil opinion to be rendered related o the financial
clatements Grken as a whole, indicating “unambigwously whether it is unqualificd o
gualificd and, i the latter, whether it 15 qualified in conain respects or 5 adverss or a
disclaimer of apmion”™  In addition, the audit opinion parsgaiph will specify
whether. i the auditor’s opinion, (% with respoct o SO, adequale supporting
decimentation ha: heen mainmained o support clims oo the Woekd  Bank  for
reimbarreemente of espondires inourred and (L) exeep Foor ineclimble expeasditares us
deraited in the audic ohserentions, i any, appended o the aodic copo, expenditores e
elinjtle for unandne under thie Loan Credi ."'.Hnr_“l_n'uul. Pelovant CAD Awditing
Standards arc reproduced in Annexore 300 A sample sudit report windings for
ungualificd opinion i shown at Annexure 4

The peaject linnncial slatements and the audit report should be received by 1the Bank
met Larer Man & months after the end of ihe fiscel year The suditor shoald afsa sushmit
two copies of The audited oocownts and audit roport to the Implementing Agency.

The audit report is issued without prejudice to CAG"s right to incorporine the audit
rehservations m the Report of CAG of Indu for being aid b fore Parhament/ State or
LT Legistaione

Management Letter

In cdditicn 1o the audit report on the project financiol statements, the nuditor may
prepare a management letter containing recommendations for improvements in
internal control and ofher matters coming 1o the attention of the auditor during the
auchi? examination,

LI R — porticns of Auditing Fiaedards of the Comparoller and Awditor Guenerd of Indin os
applicable fram tine o time
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[
Where such a management letier is prepared by the auditor, a copy of the same will be
supplied 1o the Bank. Else, o writien advice may be made that no management letier

was prepared together with the audit report on the project financial siatements,

Cieneral

“The suditor should be given access to any information relevant for the purposes of

conducting the oudit. This would normally include  all legal  documents,
cormespondence, and any olher information associated with the project and deemed
necessary by the auditor.  The informalion made available to the auditor should
inclides, but mi be limited to, copies of the Bank™s Project Appraisal Document, the
relevant Legal Agreements, a copy of these Guidelines, and a copy of the Bank's
Financial Management Assessment of the project entity. It is highly desirable that the
suditor become Tamiliar with other Bank policy documents, such as OP/BF 10,02, the
Bank's inlernal guidelines on Financial Management that include financizl reporting
andd auditing requirements for projects financed by the Waorld Bank. The auditor
should atso be familiar with the Bank's Dishursemnent Manval, Both documents will

he provided by 1he Project staff 1o the auditor.

il'a
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Annexure 1 |
Exampbe of 3 Statement of Sources and Application of Funds
(projects implemented by core gpvernment depa riments)
Mame of the Prifect
L Cred it Grunt Mo,
Stutement of Sources und Applications of Funds
Feport for the vear ended o
B Im s 000
Particukars Curremt | Previgus | Project to
arlrcubars Year Year dhate
Opening H_ahm':, (il cash balances are
cuntrolled by the endity) (A)
] Rcrrinl.t“ o N
’ Funds received drom  Govemmeni  through .

Budget {These will include external assistance
reccived by Government for the project.] I B R

Fomds  received  directly by Project i
fmplemerting  Aubority throogh external

assislance ] R

Tartul Receiprs (1)

el Serurees (O _-.r‘. + [t}

TEapenditures by Component |

A

Total Expenditares (D)

L o '
!Iﬁns'rﬂg kumee, (i eash balances are
| controfled by the entity) ((C-10)

I Informetion about the basts of preparation of the financial statements with
regard 10 the Financial Rules and Codes applicable.

3, The above Hgones will be based on monthlyquarter]y abstract accounts
prepancd by the accounts compiling elfices, duly reconciked by the respective
(3005, with details of unreconciled amounts to be furnished.

3. Maomes of sccounting unilts whose financial stalements ane aggregated 1o
prepase the consolidated accounts.

4, Any other project specific Mote.

Page 61 of 70



Financial Management Manual - NCRMP

Page 62 of 70

Sample Recancilition of Claims to Tatal Applications of Funids

Mame ol the Project
Lpan / Credii [ Corant Mo

Annexure 2

ecenciliativie of Chims to Total A pplicatiens of Funids

Repnrt for the vear enbed

At { Rs. 0041}
Sehedules | Current l Previous | Project
Year Wear i dule
FBunk Fusils claimed during the vear (4] I
Total Expenditure muode during the year (B} | ]
Lesss Chatstanding AC Bills (] u
]lh‘ligilﬂz f'\_||{"|p||i1lll'l.': l”:l 151 )
Expenclitures wot claimed (E v }
Tetal Eliginte Evpembitnre Chained
(Fy={ B (O D) ]
World Bank Share G0 2% of (F) above (G} - 1

Daie ' . Dae

Mol

[
|

Peoject Director

U “Totsl Expenditures shown on the Statginent of Sources and
Applications of Funds (1 on the Siatenent of Sources and Applications of

F unds)

; Tuta] expenditure made during the year (B above) must be the soime as os

) Crtstandmg AC Bills (T above) reflect Funds drawn against AC bills that
have bezen booked as expenditure bul nol settied by the end of the vear (ie,
pnsettled advinces). The project should show in Schedule 11 the opening
balance of unaettled AC bills, AC bills drawn duging the vear, AC bills
settled during the vear, and A bills unsetled ot the end of the vear.

i Fxpenditunes nid claimed (€ above) may reflect tirming differences for
cligibie expenditures ivcurrcd during the year but claimed after the year

.
L Amounts A and G above must be equal.

o
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Example of a Managemenl Assertion Letter’
{Project Letterhead)
[ P Ao i Deabe)

This assertion leter is provided in connection with your aodit of the firancial
statemint= of the Progect for the year cncled . We

seknowledge our responsibility for the fair presentation of the financial statements in
socordmnee wilh the cosh basis of accounting followed by the Government of India,
and we conlirm, to the bist of our knowbedge and beliel, the following representations
riade i vou during your audit-

& The project financial stateiments are free of material misstalements, incheding
DMIEEEING

«  Project funds have been used fop the purposes for which they were provided.

¢ Projoct expenditunes are eligitle for financing snder the LoanCredit agreemant

s There have been ne rrregularities involving management or employecs who hawve o
significant role in internal control o that could have a material effect on the
project fineneial statements

e We have made pvailable to vou all books of account und sepporting
documentation relating to the project.

«  The project has complied with the conditions of all relevant legsl agreaments,
ineluding the Financing Agreement, the Project Agreement, the Project Appraisal
Decument, the Minuies of BMeaotiatims, aml the Borrower's Project
Implementation Flan.

;:H::n'::'u rut::m.-.ﬁ}ﬁ::$

¥ Thits =prgle management asserion lelter 9 hesed on 154 350, “Mmmagement Regmrieniaticers,”
Hemaboak of fnermational Audiing. Apoeanve awd Sivles Promownseminty, Inlermagional
Fe=ration of Accountanls, ZIHFY
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Anmexure 4 .

sampie Awdit Report —Ungualified Opinion”

Eeport of the Compiroller and Avditor General of India

Adidreszes”
Heport e the Froject Finaficl Stetements

We have auchted the scoompariang financial staremems of the __ Frojeet finaneced
viincley Woorld Bank Loan Ma._ DA, which i:nmpr.ise the Statemen of Sources and
Applicatiens of Funds snd the Reconcilistion of Claims to Tatal Application: of Fumds'"
for the yemr ended _ . These staterments ace the responsbility of the Project's

AT pETLE T ier r|:~.'|'|n|'|=ibllir_|; I5 b0 eXpress an c'«pin.inn on the nrmmwn!.-jn_;._: [raneial
stternen b based oo cner audal.

Wi conducted our audie maccordanee with the Avdinng Staddards promulpared by e
Crompreslies and Avelitne Genersl of India, Those Standacds requise that we plan and
peerform ehe aodin 1o obiain reasonable assoronee abour whedeer the Goancin! siaements
are Feee of mnrerial neestaremient. Cher awedil examinegs, anoa test hosis, sviklence
supportng the mmounes and disclosuges i the finapcial statements, [ alsooimehodes
assessing the aceounting principes used and significant estimates made by management,
as el as evaduaring the overall strecrment preseniaton. We Lelieve that our aoaci
prevsesdes o nomsonadsle bams far our opion.

by o espinstons, the foaneil soicments peesent Fairly, in all matennl respeces, the sources
and applecancns of fods of Praject for the year enged e _in
arenpdance with Government of Bidia acooamting s:::n{lards_'l

Frv sdediseom, 1 daer afizinn, :"} with re S[RECE 0 L :u:li:qu-.q[n: '-"-'I“E""f'i“g
dlacimmentaticn his been maanrained e suppon claims e World Book for
renshursemen s of expendituces meurred; and () except For incligibi expendinises as
deratled mothe aodie ab=ervations, if anv, appended oo chiz awdic report, expenditiees are
ehigilile for Foancng under the Loan/Credit Agreement, Duding the omaree of the audin,
SO Rs (each application sso, and smwount to be indicated) and the conpeeted

¥ Gew redevant poetinn of Audiding Stendurncds of the Compieedler and Audilor Gerernl of Imdia as
wpplaciibebe Tivwwy fiene wy 1Eme For comnlininas where requaliliod, quufiﬁr_‘d’. ady SR OF dinclaimers o
wpinion may appropsiasely be rendered.

! Pha aualitor's report shonld bo sbdnessed 1o the porsan Aipuloted In the smlerdying loen nprocment s
responsible T proveiding sditgd project fimncinl siatemonis.

" st 1tles o ather voquired statements s schedules inclinded inorannesed 1o 1he projeet Girancial
sttt il sy

T T Misasivy of Finmnoe prescribes adoption of e accounting stanckinds pronosinegd 1y
GASAR or pther body such i 1FSAS, the aecounling standards. il loaved by 1he Covernesent of
Tndia shall B the cash basis of peceanting applivd with due aegind 1o the General Financial Riles,
PO coddes, Teeasury eodes and similar lisancinl rales ond codes &5 ane in ellisct and applicable 1o
the pperations of the project.
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b

dowwrnents were examined and these can be relied upen to support rembucserent under

the Lo Credit Aggeernent

Ihis report s Bsued withont prejudice to CAG!s dght to incorporate the audit
ohsereations i the Reportof TAL of Tndia {or bemng tad before Padiamant/Stateor

LT L;_'Hi-h'l,lrf.
|hudipor's Spmanre|

JAuchier's Address)

(e

2 The report should be dmed as of the date 1o which the waditor has become dwars 0F and consickened
the effecis af cvents pnd ransections. This i gencrally the Anal dat of ficklvork, as opposed s the
date of signing the mlit repor.
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Aiinexure 3

Excerpt from CAG Auditing Standards (2" Edition, 2002) Chapter 1V,
Reperiing Standards

Tl The foros aond conteat of aagdil opinion Iliﬂll‘i"l"tl i

1.1 The Torm aed comtert of all audit cpinions and reponts are Tousded gn the follawing
woeneral princaples:

(2] Fitle, The ppinion ce report should be preceded by a suitable tle or heading, -
helping the reader to distinguish it from statements and information issued by
others.

(b} Signatwre amd date. The opinion or report shouid be progerly signed. The
inchusion of a date informs the reader thet consederation has been given o the
effeet of events or fransaciiens about which the auditor became aware ug 10 that
date [whieh, in the case of regularity (fnancial) sudils, may be bepond L
perigd af the Gnancial siatemants)

(o) Oibjectives and seope. The opinion or report shoald include reference to the
' abjecrives anid scope of the audit This inffrmation establishes the purpose and
brundanes of the audii.

] Completeness, Opinions should be appended to and published with the
financia? stusements to which they relate, bt perfommance reports may be free
standing. The suditor's epinions and repons shoold be presented as prepansd by
(e audilor. bn exercising its independence CAG may acuire infirmation from
limae 1o b, whagh in the national imterest cannot be freely discloscd, This can
affeet the completeness of the aodil repon, In this sifuatica the ducdinor showld
comsider the noed o make a repod, possibly incleding canfidentin? ar sensitive
materinl in a separate, vnpublished seport. -

Addressee. The epinion or report should idenn by those 1o whom i is addsessed,

i required By the circunstances of the awdit engagement ard local regulations
or peactice . This is unnecessary where formal procedures exist for its delivery,

45

o

1y Wbentifwsition of subjeet mutier. The Gpinsn o report shaoato emify the
fimancind statements {in the case of regularnty {financial) audits) or area (in the
casg of performnce audiis) to which it selabes. This includes mlimmation such
s the name of the audied entety, the date and period covered by the financial
siatemenis and the suhject watior that has becn aedited.

{£] Legal busis. Audit gpinions and reports shoubd adentify the legisltion or other
authority providing for the audil

(1} Compleanes with standards. Audil oganio and sepoets shonld srdicate the
avditing standards or practices followed in conducting the audl, thus praviding
the repder with an assurance that the medit hos been carried o in acsordanes
with generally sccepted procedures. '

(i) Timeliness The awht oganian of report should be available promptly to be of
greatest use o readers and usces, particelary those who hies 1o ke necessarny
action.

112 An oudit opinion is normally in o siondand foemial, relating bo te Tnancial

statements as a whale, Unis avoiding the reed to state at length wihiat lies behind it
bust conveying by its nature & general understancding amony readers a5 to its
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11.5

o

-

b b
i -—-;"/)
meaing The nature of these words wiil be influenced by the legal framework For
the audrt, Bt the content of the opinian will need 1o indicate unambiguous |y
whether it 15 urguaifted o gualified ad, if the latter, whether it 13 qualifi=i in
CErtnin sespects o is wdverse ar & disclaimer of opinion.

Am wngqualified opiaion s @iven when the aunditar is satisfied inell malerigl respects

ihai:

(al The financial stalements have been prepared vsing accepiable accounting bases
amdl policies which hove been consistently applied;

(b} The statements comply with statutory requirements and relevant repalations;

(i) The view presentad by the financial stalemanls is consistent with the auditor's
kmgwcledpe of the audited entity; ansd

{d) There 5 adegueate diseloswe of all material muiters relevant 1@ the financial
shslemnents

Emphiasis of Matter, In cerlaim circumstances the auditor may consider 1ha the
reader will not obiain o proper vaderstanding of the financial sualerents gy less
attention is deawn 1 unusudl o Fmporant matters. As a genecl principle e
iuilitaoe Essaigt an unquatificd opinion does not make refersnce to specific aspecls
of the financial siztements in the opinion in case this showld be miscormrged s
being o qualification. In order toavoscd giving rhat impression, references that e
meanl as “erphases of maier” are contained ina separate parageaph fom the
opinien. However, the auditor should net make we of an emplasis of matier o
reclify o fuck .-F:lppnj;u'i:llu disclosure in the financial statements, nor Bs aq
allernative o, ar s subsinue for, -:rl:.ﬂ!il':.'ing 1he opanion.

Adlverse Cypinien, Where the 2iditor 15 unphle o form an npini{m o the financtal
statgments tnken as a whole due to disppreciment which is so fundamesal ghar it
undermines the position presended to the extent that an opinien which s qualincd in
certain respocts waukd ol be adedquati, an adverse aganion i3 given, The wonding of
swh s npinanns makes clear that the finaecil sialemems are nol I"airl:.' stated,
:pr.-l:ljfuli-'!y_ .:Iﬂrl:,' e concisely all the matters uj'dimgrwm:m_ ."'.gIJ'_IH. i I||;I|:|Ii,|!
if the finamcinl effeer en the Drancial statemeants s quantified where relevgn amd
praciicable,

Haclaimer of Opanion. Wiee the auditor i onaltele o armve at an opiniap
regarding the fnancial statcoments takes as a whole dug 10 an uncertainty ar O
restriclicn that is so Tncsnental that an r.||'|i:|1i|;,rr|_ which is qualificd in ceriam
respects, soould nol be adequate, a disclaimer is given. The wording of syeh o
dischnimer makes clear that an spision cunnot B2 weeen, specilying clearly g
concisely ali matiers of mocerainly. T

11 i custosiary 1o provide o detailed veport amplifying the oginion i circymsapees
in which it has been unable w pive an unquatificd opinion.
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Annexure 16 — Circular of Aid, Accounts and Audit Division regarding Report based
disbursement.

I"CD'S Incom Fr.aﬁﬁ

Daie:[Zepl- 5 donf
MNo. AAADIDisb. IIf IBRDV FMR/ 2007 For aetion | |- [V,

Ministry of Financa P "
Department of Economic Affairs Bt om0
Aid Accounts & Audit Division Seasdla

Disbursement | & Il Sections
Janpath Bhawan, "B" Wing
Janpath, Mew Dailhi
i

2™ September, 2008
F RAMNDAM

It has been observed that projects selected for FMR based disbursements are
facing problems in compilation and reporting the expenditure to the World Bank.
Therafore, ravised guidalines are being issued in consultation with World Bank, which are
as under;-

1. New Projects:

At time of initiation of a new project the Task Team Leader [(TTL) Financial
Managemant Specialist (FM3) from the World Bank may organize a meeting with CAAA
including participation of the project finance staff to clarify requirements and procedure
relating to FMR based disbursements, Alternatively this could also be done in case the
project organizes a 'Project Launch Workshop' where CAAA staff may be invited.
Further, the World Bank has suggested that if CAAA can designate a specific officer as
the point person for each project, then the Project Staff as well as the Task Team will be
able to regularly laise with himfher for claim submission. In this regard a list of officers
will be pravided to the Warld Bank.

2. Appraval of FMRa:

It iz advized that the project send a copy of the FMR in advance to Waorld Bank TTL
befare submitting to CAAA for review and commeants. This procedure may be followed at
least for the first 2 -~ 3 quarters in case of new projects. In this regard as suggested by
Warld Bank, CAAA obtain a confirmation from projects that the Reports have already
been sent to the Task Team Leader in the Bank and their comments incorporated!
approval obtained before submission to the CAAA.

3. Advance:

If the World Bank and the project are in disagreement on a FMR [e.g. amaunt of
forecast for the btwo quarters) then Warld Bank should try its best to disburse what it
considers as appropriate; rejection of the entire Withdrawal Application should be the
last resort. The World Bank agreed that tha amownt of the advance considered
reasonable be immediate'y disbursed by the Bank. However, the calculation of advance
will have to be as per the terms agread and farming part of the loan documentation,

4. Ratroactiva financing:
In such casas, a separate, one tima, FMR will be submitted by the project covering
aligibla axpenditure; this will not include any forecast. Alternatively, the regular FMR
may include a separate column for the retroactive period.

F D e o L -
PAMNASEMEMT it
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5. Mixed IBRD and IDA Loans/Cradits:

In case a Project gets a mix of IBRD and IDA Funds, first liking will ba a separate
FMR to be prapared by the project for each component. Alternatively they have to clearly
identify each requirement in the same format.

B. FMR with forecast:

In case a FMR based application is received with a forecast, then the same will ba
processed by the CAAA through two RFs; the first will liquidate earier Special Account
Advance with the reported expenditure and the second will modify the Special Account
Advance based on the forecast. The exchange rate will be same in both the cases i.e. the
rate on the date of debiting the special account in RBI.

T. Details in CAAA Systems:

CAAA will maintain details as per the various cabegories/components as
menticnad in the Loan' Credit Agreemsant. Separate line items will be created in case
separate disbursemeant parcentages are mentioned against each. However, in context of
the FMR formats which wusually might be more detailed, the same level of details may not
he mantained as part of the CAMA system and the withdrawal application.

8, Summary Sheet;

FMR formats are genarally prepared as per the activitias of the projact. It may not
be passible to standardize these formats. To resolve this issue, an Abstract (Summary)
Sheet has been prepared which is enclosed. The project autharity will submit this sheet
aleng with other formats while claiming saxpendituras.

All tha stakehaoldars are raquasted to follow these guidelines for smooth and battar
functioning of the FMR based projects.

This issue with the approval of CAASA and Jaoint Secratary (FB), DEA, Maorth
Block, Mew Dealhd. .
-
v

(5.0. Sharma)
Joint Controllar
Encl ala
All the Projects implementing FMR based Projects
Copy for information:
] Joint Secretary (Fund Bark), Department of Economic Affaira, Ministry of Finance, Narth
Block, New Delhi,
2] Ai!_plm'cm of Fund Bank Division, DEA, W'D Finance, North Block, New Delhi.
) _“Mr. Rachid Benmessaoud, Acting Country Director, World Bank, New Delhi
{4), Ms. Samvita Reddy, Finance Officer, World Bank, Chennai Office, Chennai V_’f
ki A
&pr‘ ﬂﬁ"q.a{lllnb
{ 5.0.8harmay)



