FIRST INDEPENDENT REVIEW OF THE
BAGCRWARD REGIONS GRANT FUND







First Independent Review o1 the
Backward Regions Grant Fund (BRGF)

SYNTHESIS REPORT

World Bank
January 7, 2010

@

THE WORLD BANK GOVERNMENT OF INDIA %@ Slda




@2010 The International Bank for Reconstruction and Development/The World Bank
1818 H Street, NW,

Washington, D.C. 20433

USA

The findings, interpretations, and conclusions expressed herein are those of the author(s) and do not necessarily reflect the
views of the Executive Directors of the World Bank or the governments they represent.

The report has been discussed with the Government of India, but does not necessarily bear their approval for all its contents,
especially where the authors have stated their judgements/opinions/policy recommendations.

The World Bank does not guarantee the accuracy of the data included in this work. The boundaries, colors, denominations,
and otherinformation shown on any map in this work do not imply any judgement on the part of The World Bank concerning
the legal status of any territory or the endorsement or acceptance of such boundaries.

The material in this work is copyrighted. Copying and/or transmitting portions or all of this work without permission may
be a violation of applicable law. The International Bank for Reconstruction and Development/The World Bank encourages
dissemination of its work and will normally grant permission promptly.

All queries on rights and licenses, including subsidiary rights, should be addressed to the Office of the Publisher,
The World Bank, 1818 H Street, NW, Washington, DC20433, USA,

fax: 202-522-2422, email: pubrights@worldbank.org

Cover Photo: Dipankar Ghosal

Designed and Printed by Macro Graphics Pvt. Ltd. www.macrographics.com



Contents

Foreword

Abbreviations

Acknowledgements

1.1 Background and Objectives

2. Development Grants

2.2.4 Horizontal Allocation

2.3 Conditions for Access to Funds

2.4 Flow of Funds

2.6 Alignment and Convergence

2.7 Quality of the Investments

2.8 Absorption Capacity

3. Planning Issues

3.1 The Participatory Planning Process

vii

viii

X

1. Background to the Study and Summary of the Findings 1
1

1.2 TheTeam and the Working Approach 2
1.3 Summary of Overall Findings and Recommendations 3
5

2.1 Size and Overall Utilization of Development Funding 5
2.2 Allocation Criteria — Vertical and Horizontal 9
2.2.1 BRGF Allocation across Districts 9
2.2.2 Rural PRIs - Versus — Urban Local Bodies (ULBs) 10
2.2.3 Vertical Allocation across the PRIs 10

10

12

13

2.5 Investment Menu and Size of Projects 14
20

20

21

2.9 Conclusions and Major Issues on the Development Grants 22
2.10 Recommendations on the Development Grant 27
31

31

35

3.2 Institutional Structures for Planning




iv

3.3 Quality of the Plans

3.4 PlanPlus

3.5 Overall Assessment of Planning

3.6 Recommendations for Deepening and Consolidating Planning

4. Capacity Development Issues

4.1 Capacity Building Planning

4.2 Capacity Building Funding

4.3 (B Coordination and Monitoring

4.4 Functioning of TSIs

4.5 Innovations in CB Delivery

4.6 Assessment of Training Activities Conducted

4.7 Outcomes of Capacity Building

4.8 Overall Assessment

49 Recommendations

5. Monitoring and Evaluation

5.1 Systems for M&E within the BRGF

5.2 Assessment of the M&E

5.3 Conclusions and Recommendations on M&E

6. Program Management Issues and Institutional Arrangements

6.1 Overall Institutional Arrangements

6.2 Institutions and HR Issues

6.3 Guidelines and manuals

6.4 Recommendations on Program Management, Institutions and Guidelines

7. Conclusions - Findings and Recommendations

7.1 Overall Conclusion

7.2 Summary of Challenges and Recommendations

Addendum from the BRGF Division of MoPR

Annex 1: Questionnaire for the Field-Mission

Annex 2: MoPR Release of Funds under RSVY and BRGF

Annex 3: Note on Various Methods of Expenditure Needs Calculations

First Independent Review of the Backward Regions Grant Fund — Synthesis Report

37
40
40

41

45
46
47
49
49
51
52
53
54
55

57

57

57

58

61

61

62

64

64

67

67

67

73

75

82

83



Table 1:
Table 2:
Table 3:
Table 4:
Table 5:
Table 6:
Table 7:
Table 8:

Table 9:

Table 10:
Table 11:
Table 12:
Table 13:
Table 14:
Table 15:
Table 16:
Table 17:
Table 18:
Table 19:
Table 20:
Table 21:
Table 22:
Table 23:

Table 24:

Chart 1:

Chart 2:

TABLES

Overview of the Entitlements and Releases (Rs. Crore)

Average Allocation per Capita (Rs)

Average Allocation per Capita (Rs)

Revenue for Kushagarh Block, Banswara District 2007/08

Revenue for Banswara Municipality, Banswara District (2008/09)

Vertical Allocation of Funds from BRGF

Horizontal Allocation Criteria for the 8 States — PRIs

Development Fund Releases - Timing for the FY 2007/08 Funds

Sector Composition of Use of funds — Core Areas (FY 2007/08)*

Size of the Projects and Unit Costs (PRIs)

Utilization of the 5% of the Development Grant on Functionaries.

The Participatory Planning Process at GP Level

State Wise Preparation of the Plan (Rajasthan)

Functioning of the DPCs

Quality of the District Plans

Use of PlanPlus

Future Composition and Roles of DPC and HPC

Overview of Capacity Building Planning in the States

CB Funding and Fund Utilization for 2006/07, 2007/08 and 2008/09

Summary of the Funds Released by MoPR

Coordination Mechanisms for CB Support

Functioning of TSIs

Innovations Used for CB Delivery

Overview of Challenges and Recommendations

CHARTS

Composition of Discretionary Funding — Nalgonda District in the State of Andhra Pradesh

Composition of Expenditures from BRGF

11

11

12

16

18

19

31

34

35

37

40

43

46

48

49

49

50

51

67

17



Vi

GRAPHS

Graph 1: Per Capita BRGF allocation versus district population

Graph 2: Per Capita BRGF and Backwardness Ranking for Districts Involved in the BRGF

FIGURE

Figure 1: Mutually Strengthening Components of a Performance-Based Grant System

TEXT BOX

Text Box 1: A two-pronged approach used in West Bengal for Participatory Planning

Text Box 2: Experiences from Samastipur Nagar Parishad (ULB) and Malajkand municipality (Balaghat district) ......c..c.......

Text Box 3: Composition and functions of the DPC (Rajasthan Panchayat Raj Act 1994)

Text Box 4: Approval process in Madhubani District — Bihar State

Text Box 5: Rajnagur Block - Flaws in the Planning Process, Bihar State

Text Box 6: Gaps in the Development Plan

Text Box 7: Objectives of the National Capability Building Framework

Text Box 8: Overview of Monitoring and Evaluation for CB

Text Box 9: Improvement in Financial Management: A Case of Bankura District, West Bengal State

First Independent Review of the Backward Regions Grant Fund — Synthesis Report

10

26

32
33
34
36
39
39
45
50

54



Foreword

BRGF was launched with considerable expectations in
February 2007 and is about to complete three years of its
existence. It intends to:

a. Ensure convergence of a plethora of Central/State
Schemes and pooling of resources for better
outcomes.

b. Bridge critical gaps in the local infrastructure and
other development requirements that are not being
adequately met through the existing inflows; and

c. Build capacity of Panchayats & Municipalities
in participatory planning, decision making,
implementation and monitoring to reflect local felt
needs and counter possible efficiency and equity
losses.

The scheme gives discretion to the local bodies in the
rural and urban areas to plan and implement works and
activities.

The duration of BRGF, as of now, is for the period up to 31
March, 2012. Thus, a mid-term independent review of the
Scheme was considered desirable. The World Bank readily
agreed to undertake the task and engaged a team of
reputed experts for the purpose. The Study Team had gone
about its task energetically and methodically. It collected
and analyzed core information, made many field visits and
interacted with a cross section of the stake holders. This
has made the study well founded in its data base and the
conclusions that it has arrived at. | appreciate the efforts put
in by the World Bank and the Study Team in bringing out
this report in a very short time.

MoPR has followed this Study with seriousness right from
the commencement. On receiving the draft of the Study
report, MoPR placed it for discussion with the BRGF States
on 10% August 2009 in a meeting convened to review the
implementation of the BRGF Scheme. This was followed by
implementation of some of the findings of the Study even

without waiting for the final report. For instance, States
have been advised to notify the allocations for individual
local bodies quickly and to complete the preparation of
the District Plans for 2010-11 by January 2010. States
and the Districts have been advised to refrain from
modifying the plans prepared by the local governments.
Further, the Ministry has undertaken the implementation
of the Capacity Building Program through professional
agencies in public-private partnership mode.

It may mention here that a National Advisory-cum-Review
Committee has been set up with the following TORs:

“ Assess the extent to which objectives of BRGF ( in-
cluding redressing backwardness and decentralized
planning ) have been fulfilled;

% Need for modification in the objective and design
of BRGF including the Block as the Unit for BRGF
funding.

% Review the quality of program management at
Central, State and District levels; and adequacy of the
monitoring mechanism.

% Assess the quality of district plans, frequently
occurring deficiencies, aspects of capacity building,
planning process, role of TSIs etc.

% Any other matter relevant to the subject.

| hope the two reports in conjunction, would provide
sufficient insight for improving the quality and pace of
implementation of BRGF and also its reassessment and
restructuring, if need be.

(AN.P. Sinha)
Secretary to the Government of India
Ministry of Panchayati Raj

New Delhi
29t December, 2009
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1.1 Background and Objectives

The Backward Regions Grant Fund (BRGF)' is a national
program entirely funded through Government of India (Gol)
budget and managed by the Ministry of Panchayati Raj
(MoPR).The BRGF is designed to redress regional imbalances
in development. The fund provides financial resources for
supplementing and converging existing developmental
inflows into 250 identified districts in 27 States and the fund
provides resources to support rapid development of the
Panchayati Raj Institutions (PRIs) and Urban Local Bodies
(ULBs). The objectives of BRGF, as defined in the Program
Guidelines?, are to:

1. Bridge critical gaps in local infrastructure and other
development requirements that are not being
adequately met through existing inflows;

2. Strengthen, to this end Panchayat and Municipality
level governance with more appropriate capacity
building, to facilitate participatory planning, decision
making, implementation and monitoring, to reflect
local felt needs;

3. Provide professional support to local bodies for planning,
implementation and monitoring their plans;

4. Improve the performance and delivery of critical
functions assigned to Panchayats, and counter possible
efficiency and equity losses on account of inadequate
local capacity.

The expected outcome of the BRGF is to: “Mitigate regional
imbalances, contribute towards poverty alleviation in
backward districts and promote accountable and responsible
Panchayats and Municipalities.”

The BRGF was launched by the Prime Minister at Barpeta in Assam on 19*
February, 2007 (see News February 19, 2007, www.webindia.com

Backward Regions Grant Fund Program Guidelines, Prepared and Circulated by
Ministry of Panchayati Raj, Government of India, 2007, hereafter referred to as
“Program Guidelines”.

Background to the Study and
Summary of the Findings

At the launching of the BRGF in 2007 the Prime Minister
Manmohan Singh expressed optimism that the BRGF would
bridge critical gaps in district planning, implementation and
development and would also strengthen the Panchayati Raj
system. He mentioned that: “the scheme is a major shift of
power from the Centre to the district level. People who have
first-hand knowledge of issues of an area will be involved
in the BRGF. The scheme will accelerate delivery of services
assigned to Panchayati Raj Institutions and strengthen
oversight functions”.

According to the BRGF Guidelines, integrated development
planning in each district will be based on a diagnostic study of
its backwardness, including a baseline survey. This would be
followed by preparing a participatory district development
perspective plan to address this backwardness during the
years 2006-07 and the period of the Eleventh Five-Year Plan.
Under BRGF, the Panchayats at the village, intermediate and
district level, referred to in Part IX of the Constitution, will
undertake planning and implementation of the program, in
keeping with the letter and spirit of the Article 243G, while
the Municipalities referred to in Part IX A will similarly plan
and implement the program in urban areas in conformity
with the letter and spirit of the Constitution’s Article 243W,
read together with Article 243 ZD.

The BRGF Program has two components namely: (i) a district
component, covering 250 districts with two funding windows,
being the Capacity Building Fund and a substantially Untied
Grant; and (ii) special plans for Bihar and the KBK districts of
Orissa. For the latter the Rashtriya Sam Vikas Yojana (RSVY)
has been subsumed into the BRGF Program. According to the
Program, the erstwhile districts under RSVY will receive their
full allocation of Rs 45 crore per district as per norms of RSVY.
Thereafter, they will shift to the BRGF mode of funding.

During the first couple of years of implementation of the
BRGF a number of bottlenecks in its operations have been
experienced, including under-utilization of funds, challenges
in the local planning process and challenges with regard to

Background to the Study and Summary of the Findings



coverage and scope of the capacity building support. The
MoPR therefore requested the World Bank to conduct a first
independent review of the BRGF implementation and its
achievement towards the original objectives. This review
focuses on the district component of the BRGF, and covers
both windows, that are the capacity building fund and the
untied grant.

The specific objectives of the evaluation were: (i) to review
progress in the implementation of the BGRF program with
respect to program objectives, (ii) to highlight what has
worked, (iii) to identify challenges and (iv) to recommend
improvements?.

1.2

A multidisciplinary team composed of members from the
World Bank, UNDP and Steffensen Consult ApS (hereafter
referred to as the Review Team) was fielded from June 29
- July 18, 2009, to conduct an independent review of the
functioning of the Backward Regions Grant Fund (BRGF).
The team was supported by resource persons from MoPR*
who were particularly instrumental in clarifying issues
during and between meetings, whilst guiding the team
throughout all phases of the field-work.

A sample of eight States that have a relatively longer
experience with BRGF was selected by MoPR for the
review of the experiences in the use of the BRGF. The
sample included expected stronger and weaker States in
terms of implementation arrangements and efficiency in
BRGF operations. The selected eight States were: Andhra
Pradesh, Assam, Bihar, Chhattisgarh, Madhya Pradesh,
Orissa, Rajasthan and West Bengal.” In each state, 2 districts
and a number of Intermediate Panchayats (IPs) and Gram
Panchayats (GPs)°¢ as well as Urban Local Bodies (ULBs) were
sampled for review (minimum 2 in each State).

Prior to the field-work, a detailed questionnaire was
prepared, including questions regarding the development
grants and overall funding issues, planning and governance

Refer to ToR for this review, dated May 26, 2009.

The resource persons were: Indrani Joshi, Jaya Chaturvedi and Swasti Anand,
BRGF, MoPR.

Districts visited: Andhra Pradesh: Khammam, Nalgonda; Assam: Morigaon,
Bongaigaon; Bihar: Madhubani, Khagaria; Chhattisgarh: Dhamatari, Sarguja;
Madhya Pradesh: Seoni, Balaghat; Orissa: Nabarangpur, Kalahandi; Rajasthan:
Banswara, Udaipur; West Bengal: Bankura, Purulia.

The names of the various tiers of government vary across the States, but in this
report we use: Zila Parishads (ZP) in some places named district or district council;
Intermediate Panchayats (IP), in some places named e.g. blocks, and, at the lowest,
normally the village level, the Gram Panchayats (GPs).

issues, capacity development support, monitoring and
evaluation (M&E) and program management (see Annex 1).

The field work was conducted in two rounds. The first
round covered the States of Andhra Pradesh, Chhattisgarh,
Madhya Pradesh and West Bengal during July 1-6, 2009.
Each state team consisted of members of the Review Team
and resource persons from MoPR and the states and spent
six days in each state. The four state teams reconvened
in Delhi and debriefed MoPR on July 8 and adjusted
approaches to data collection. The second round covered
Assam, Bihar, Orissa, and Rajasthan during July 9-15, 2009.
Debriefing sessions were held with senior state officials at
the end of each state visit. On July 17,2009 the Review Team
shared the findings with senior officials from MoPR. Finally,
the Review Team presented its findings to MoPR and the
State Secretaries in the workshop organized on 10% August,
2009, and obtained feedback to finalize the report.

The field-work covered visits to the a wide range of State
Departments, training institutions, PRIs and ULBs, and
included a wide range of actors — political representatives,
officials, staff, researchers and training provides as well as a
interviews with a large number of beneficiaries and villagers.
In some of the States, the team also met with Members of
the Legislative Assembly (MLAs). The Team visited and
reviewed more than 50 projects funded under the BRGF
development grants, covering most of the sector areas.

The Team benefited from strong support from the central
government as well as the (8) state governments and the
selected (16) sample districts. At the central government
level, the team was guided and supported by the Secretary
and Additional Secretary of the MoPR and the Director
and her team for the BRGF, including consultants, officials
and support staff. At the state level, the secretaries for
the Departments of Panchayati Raj (and sometimes
Rural Development) and the commissioners, deputy
commissioners and other officials were very supportive
in guiding the teams in the field and in organizing all the
logistical support. At the district level, the teams were
supported by the respective District Commissioners
(DCs)/Chief Executive Officers (CEOs) of the Zila (District)
Panchayats who organized all the specific field visits and
joined most of the meetings.

This report is a synthesis of the findings and recommenda-
tions. Based on the detailed State reports, presented
under Volume Il of this report, this Synthesis Report covers
a number of core areas of the BRGF, divided into four
areas: Development Grants (Chapter 2), Planning Systems
and Procedures (Chapter 3), Capacity Building Support

First Independent Review of the Backward Regions Grant Fund — Synthesis Report



(Chapter 4), Monitoring and Evaluation (Chapter 5) and
Program Management (Chapter 6). It is followed, in
Chapter 7, by conclusions and a number of specific
recommendations on how to improve the BRGF to enhance
the efficiency in the realization of the stated objectives.
The following section summarizes the findings and
recommendations of the Review Team.

1.3

The review of the achievement of objectives has been
constrained by the fact that the four stated objectives and
the expected outcomes, specified in the BRGF guidelines, are
not clearly defined, and not logically structured or linked. The
Review Team recommends restructuring these objectives
in a clear logical framework (from inputs to impact) with
specific results, indicators and progress measures.

The overall conclusion from the review is that the BRGF has
stimulated a process of PRI/ULB strengthening, particularly
in poor states and districts, and laid the foundation for
achieving several of its specific objectives. But the program
has not yet been implemented in its true spirit. To achieve
its full potential, significant increase in funding and
improvement in program management is required.

The BRGF has provided much appreciated discretionary
resource for PRIs/ULBs to address local investment needs.
BRGF provides 50-90% of a typical PRI's discretionary
development funding and 5-40% of a typical ULB’s
discretionary development funding. PRIs/ULBs have adopted
participatory planning approach. Over a 100,000 local
investment projects have been executed in the eight States
within a short period of time. Our crude impression is that
these are generally addressing local needs within core local
government mandates in a relatively cost-effective manner.
When funds are available, projects are implemented relatively
fast (within less than 6 months) and are of reasonable quality.

The BRGF Capacity Building (CB) Fund has enabled States
to provide relevant training for elected PRI/ULB officials
and staff through cascading models, satellite training, help
lines and engaging Technical Support Institutions (TSls).
Generally, in places where CB support was provided, it
has been highly appreciated. The training is said to have
enhanced the functionality, confidence and awareness
of the political representatives and officials, although the
specific level of this achievement is hard to measure without
established baselines and benchmarks.

On the other hand, the Review Team identified serious
limitations about the program that hamper achievement
of its overall goal of “mitigating regional imbalances,
contributing towards poverty alleviation in backward
districts and promote accountable and responsible
Panchayats and Municipalities”.

Under the Development Grant sub-component of the BRGF,
the most significant weakness relates to curtailed autonomy
of PRIs/ULBs in deciding investment priorities as a result
of cumbersome administrative controls in approving PRI/
ULB plans and releasing funds. The long gap between
completion of local plans and approval by the State severely
compromises PRI/ULB autonomy and accountability. This
practice is against the spirit of the BRGF. The Review Team
recommends allowing the PRIs/ULB to set their own planning
priorities within the prescribed guidelines and in line with
the principles of subsidiarity. The role of the DPC and the
HPC should change from approval of PRI plans to guidance,
coordination and support to the local planning process and
strengthening horizontal coordination between PRIs and
line departments. The technical capacity of all DPCs requires
significant strengthening before they can perform to the
expectation set out in the District Planning Guidelines.

The current system of financial management accountability
relies on cumbersome ex ante conditions for fund releases,
instead of strong ex post audit and financial discipline.
Currently, there is at least one year of backlog of release
from Gol to states. This backlog had misled some critics
to conclude that the PRIs/ULBs do not have capacity to
plan and implement initiatives, when the real culprit is the
bottleneck in the system. The Review Team recommends
that Gol reconsider its reliance on Utilization Certificate
as an accountability instrument. The Review Team
recommends instead that Gol provide predictable transfers
to states on the basis of participating States’commitment to
improve its oversight of local government institutions and
capacity building support. In other words, the focus should
be encouraging and facilitating a medium-term reform
program to improve accountability of the local government
system.

BRGF has achieved little in stimulating convergence of
fragmented government programs at the local level. With
meager resource within the control of PRIs/ULBs, line
departments have little incentive to disclose information
about their local activities and to improve horizontal
coordination. Gol and States needs to create incentives
for the line departments to participate in integrated local
planning. At the minimum, line departments should be

Background to the Study and Summary of the Findings



required to disclose information regarding their plans
and activities. Gol should consider a more fundamental
fiscal reform and replace the schemes with conditional (or
unconditional) grants to achieve sectoral objectives.

An important limitation of the BRGF is its small budget. The
program is only 0.4% of the Gol budget and is spread thin
across a large number of PRIs and ULBs. Per capita allocation
of BRGF is meager: the national average is Rs 103, with
75% of BRGF districts receiving less than Rs 176 per capita.
Most GPs get 2-6 lakhs per annum. The very small size of
allocation per PRI/ULB unit limits the volume of investments
as well as the choice of possible types of investments. More
importantly, the volume of the BRGF is too small to stimulate
interest by line departments in integrated local planning
and therefore compromises the most important capacity
building objective of the program.

The inter-PRI allocations are not usually reflecting the
variations in needs and backwardness and do not take into
account factors such as variations in the size of the territories,
size of the SC/ST population, number of people below the
poverty line, illiteracy rates nor other expenditure needs
indicators. If the central government maintains the current
funding envelope and wide coverage for BRGF, fine-tuning
the allocation formula will only lead to marginal changes
in allocation in most districts. If there is interest to improve
BRGF targeting to a smaller number of very backward
districts, or if the BRGF funding can be raised significantly,
then there will be a need to revise the formula.

Within the area of Capacity Building, many states lack
capacity to absorb generous funding from BRGF. Often these
are states without strong training institutions. NGOs and
consulting firms are engaged but not managed effectively.

One of the biggest weaknesses of the BRGF capacity building
program is that it does not have a systematic feedback loop
for managers on the quality of capacity building support
and its impact. The only indicators currently tracked in most
states are quantitative: how many people are trained, how
many person-days of training are provided, etc. But the
Review Team did not find any states systematically tracking
whether their local governments are improving vis-a-vis
specific governance standards related to, for example,
financial management, participatory planning, transparency
and disclosure, revenue performance, etc. The Review Team
recommends that Gol require all States to specific capacity
development targets when developing capacity building
programs and help States develop a monitoring framework.

Systematical collection feedback from target individuals and
measurement of local government performance will help
managers of large-scale capacity building programs identify
what works and what requires more attention. States should
establish district HR departments to coordinate capacity
building activities for local governments.

Currently, PRIs/ULBs do not have much say in the design
and delivery of capacity building programs that are meant
to help them. While supply-driven interventions will remain
important, States can gradually adopt a demand-driven
approach to capacity building. That is, States can focus on
ensuring quality of service providers and make the menu
available to PRIs/ULBs but allow PRIs/ULBs to choose what
service is most useful for them. This approach will become
increasingly important, as local governments diverge in
capacity.

In most States, the ULBs have received insufficient attention
under the BRGF. There is a need for a stronger coordination
between the rural and urban departments at the State
level, specific guidelines on UBL matters to supplement the
general guidelines, and targeted CB support to the ULBs.

To provide incentive for PRIs/ULBs to learn new skills, adopt
good practices, and improve performance, States could
consider rewarding PRIs/ULBs that meet higher governance
standards with more development grants.

Currently, the BRGF management focuses largely on
disbursement of development grants and quantitative
training targets. Program management needs to adopt a
focus on local government system improvement. All levels
of program management therefore should shift away
from scrutinizing micro plans and utilization certificates to
monitoring capacity growth of PRIs/ULBs, finding the most
effective ways to close these gaps, and creating incentives
for PRIs/ULBs toimprove. Specifically, program management
functions such as IT, data-handling, communication and
intergovernmental fiscal transfers are to be strengthened at
the central and state levels. At the PRI level, the planning
and project management functions and the social audit
functions need further support.

Finally, the Review Team recommends up-dating the
existing BRGF Program guidelines. The report contains a
specific set of recommendations on this. The Review Team
recommends elaborating separate operational manuals for
ZPs, IPs, GPs and ULBs in order to package the messages in a
tailored and customized manner.

First Independent Review of the Backward Regions Grant Fund — Synthesis Report



The Review Mission reviewed the design and operations
of the development grants under the BRGF, including the
nature, size, the horizontal and vertical allocation, the
systems for releases and flow of funds, the use of funds
and various issues related to the execution of the projects.
This section contains the main findings on these issues,
followed by a discussion of selected core topics and the
recommendations.

2.1 Size and Overall Utilization of
Development Funding

For the year 2006-07, the allocated budget for BRGF
amounted to a total of Rs 3,750 crore, divided in
two parts: Capacity Building fund of Rs 250 crore, at
Rs 1 crore per district, and an untied grant of Rs 3,500 crore.
This allocation, however, was reduced to Rs 1,925 crore at
the Revised Estimates stage. For 200708, the budgetary
allocation was Rs 4,670 crore, a Capacity Building Grant of

Development Grants

Rs 250 crore and a total Development Grant of 4,420 crore.
This allocation was reduced to Rs 3,600 crore at the revised
estimate stage. The allocation for the year 2008-09 is
4,670 crore.

The table in Annex 2 presents the budget allocations and
release under the RSVY and BRGF for the last two fiscal
years. A significant amount of allocated funding under the
BRGF was not disbursed to the States: Rs 1,898 crore and
Rs 1,526 crore, for 2007-08 and 2008-09, respectively. This
under-spending reflects teething problems of the relatively
new program with regard to operational challenges in
the BRGF system and procedures, combined with a new
administrative set-up at the district, sub-district and ULB
levels.

Table1 below shows the status of the entitlement, releases
and the utilization of funds for FY 2007/08 and FY 2008/09
for the eight states in the sample. Some of the just mentioned
problems with delays in spending are reflected in data for
some of the States.

TABLE 1:  Overview of the Entitlements and Releases (Rs. Crore)
Budget- Sanctioned/ Released | Utilized
State Entitlement | approved amount | amount | amount Comments
FY 2007/08
Andhra Pradesh 335.28 325.47 312.73 278.03 | 90% of funds + part of second (10%) release
Assam®* 157.00 134.64 50.08 5978 Second installment is not released from the State
government
Bihar 603.99 603.55 603.55 417.19 | Two installments utilized 69% based on UCs
Chhattisgarh 236.75 22627 226,21 208.54 tlsegtlhzatlon as the funds from FY 2006/07 is being
Madhya Pradesh 428.4 428.4 4239 357.83 | Used 83.6% of the budget and 84.4% of the releases
Orissa** 305.67 305.67 298.05 ZOS'L'Z Used 68.8% of releases
Rajasthan 250.99 250.99 300.90 742'295; Utilization till May 2009

Development Grants



Budget- Sanctioned/ Released | Utilized

State Entitlement | approved amount | amount amount Comments
Budget entitlement does not include Rs19.88 Cr of
remaining due 2006-07

West Bengal 2449 2449 187.25 20.18 | Released amount includes Rs 30 crore of
2006-07 entitlement
Rs 157.25 Cr. released by MoPR in Jan-Feb, 2008

FY 2008/09

Andhra Pradesh 335.28 226.79 113.39 12.95 | Released 34% of the annual amount

Assam 157.00 157.00 53.00 0 | As 2006/07 funds are being used

Bihar 602.99 357.17 357.17 0
19.93 crore released against balance amount of

Chhattisgarh 235.48 192.45 192.45 0 | district annual plan 2007-08. As FY 2006/07 funds are
being used.

Madhya Pradesh 4284 4284 247.5 112.95 | Used 26.4% of budget and 45.6% of releases

Orissa 305.67 305.67 169.42 0.0 | Utilization based on UCs

Rajasthan 250.99 250.99 183.50
Budget entitlement does not include dues for 06/07
and 07/08.; Out of total released amount

West Bengal 244.9 244.9 142.55 139.83 | Rs 79.05 Cr was not actually received by State Finance
Department in FY 2008-09; Released amount also
include due amount of 2006-07 & 2007-08

Source: State Reports from the Review Team and data provided by the States.

* In the case of Assam all figures pertain to fund for FY 2006-07. There is difference between the released amount shown on the website and the
statement provided to the mission. In the case of Bihar and Chhattisgarh there are small deviations between budget figures received from the States

and the web-pages of MoPR.

** Re. Orissa: based on UCs submitted, the expenditure during the year was much smaller: Rs 60.0 crore. For FY 2008/09, the expenditure in this
year was Rs 199.40 crore, but the UCs show 0. Notes: Rajasthan: The budget, sanctioned and released amounts are from http://www.brgf.gov.
in/fundsmanager/factfile.asp (please note that this is not consistent with what was presented in the BRGF progress note by the State to the Review
Team). Utilization — quote from the BRGF progress note to the Review Team:“... an expenditure of Rs 7499.97 lakhs and Rs 2958.26 lakhs had been

made till May 2009".

The lack of utilization could lead to the conclusion that
there is lack of absorption capacity amongst the PRIs and
ULBs, but the Review Team concluded that this is not the
case. Instead, the cumbersome operating procedures of the
BRGF are the main reasons for delayed implementation’.

One of the biggest challenges for the BRGF, strongly
emphasized by all respondents in the eight States, is the
small size of the BRGF. There are various ways of measuring
size, but the point made by all the respondents is that
the size of the grants it too small to achieve the BRGF
intended outcome of “closing the regional imbalance and the
fiscal gap”.

It is indeed the impression of the Review Team that the
allocation is small, in terms of per capita allocation and
in comparison to the overall budget of the PRIs as well

7" Please refer to the Planning Section of the Review for a discussion of these issues.

as other schemes in India.® Most importantly, the grants
are small relative to the great investment needs in areas
targeted by the BRGF - (see below under the Section
Investment Menu?®).

Itis also important to note that the size of the grants should
be in a reasonable balance with the efforts made at the
local level in areas such as participatory planning, project
mobilization and monitoring. In several of the districts
visited, there were serious concerns that, unless the size
of the grants could be increased, it may be hard to ensure
continued active participation by citizens in the local
planning process. In some places it was even discussed to

Based on the current year budget, BRGF only constitutes less than 0.5% of the
total public budget and is less than 10% of NREGS budget.

A full expenditure need calculation is outside the scope of this review, but this will
require clarification of the PRI functional assignment, minimum service standards,
unit costing, review of the fiscal potential, of other funding schemes etc., a very
comprehensive exercise, which will require several years of analytical work, see
enclosed Annex for various options for the methodology on costing.
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have a planning process going only once every 3-4 years,
whereby various PRIs would receive funds on rotation, i.e.
not every year'’. The size of the grants also has an impact
on the options for convergence and interests of the sectors
in coordination with the PRI institutions (see the discussion
under Convergence in the Planning Section of this Report).
However, it should be noted that despite these challenges
with the size and the requests to increase the level of
funding, the BRGF constitutes the single most discretionary
funding source for all the PRIs studied and even for some of
the ULBs, which typically have some own source revenues.

The average per capita amount from the BRGF development
grant varies greatly across the 250 BRGF districts. One
quarter of the districts receive less than Rs 81 per capita; one
quarter receive between Rs 81 and Rs 111 per capita; one
quarter receive between Rs 111 and Rs 176 per capita; and
the other quarter of the districts receive between Rs 176 and
Rs 3,162 per capita. Those districts that receive exceptionally
high per capita allocation are very small districts. With the
exception of the outliers, current allocation to BRGF is highly
insufficient to close the fiscal gap and seriously address the
challenge of regional imbalance. A PRI with an average size
of population will typically only be able to make 1-2 smaller
investments per year from this source of fund.

The allocation per capita for the States, visited on the field-
mission, is shown in the Table below:

The Table shows that the per capita allocation of
development grants under the BRGF is generally modest,
but that it varies greatly across the districts due to the

Average Allocation per Capita (Rs)

State Average amount allocated per capita
average for all Values in the two
districts in the state districts sampled
Andhra Pradesh 83 75 and 94
Assam 165 149 and 165
Bihar 75 52 and 58
Chhattisgarh 171 104 and 202
Madhya Pradesh 162 128 and 159
Orissa 149 72 and 145
Rajasthan 195 93and 112
West Bengal 59 68 and 79

Source: Data from the State Reports in most case figures from FY 2007/08.
Andhra Pradesh: Sanctioned figures FY 2007/08. Bihar: Estimated amount
for FY 2007/08.

19" This was discussed e.g.in Andhra Pradesh.

criteria applied (see below). The large fixed share - 10 crore
per district - tends to favor allocations per capita in districts
with smaller population size and disfavor larger districts
such as the ones in the States of Bihar and West Bengal,
which have a very high population size. In some districts,
the per capita allocation is 4 times higher than in others, not
always related to the level of backwardness (compare Bihar
with Chhattisgarh).

Size of the Allocations from BRGF Compared
to Other Revenue Sources

The team did not receive copies of the full PRI budgets and
accounts from all places visited, but for the cases reviewed,
it was clear that the BRGF was not the only or even main
revenue source. Other sources such as funding of salaries
and the NREG scheme were often larger. But BRGF was by far
the most important discretionary source for funding of local
development projects which can be used in accordance to
local needs. Most of the other funding sources are earmarked
or tied to specific delivery mechanisms. For example, the
NREGS, which is often the largest single revenue source
for PRIs, has the restriction that the infrastructure must be
delivered through locally employed unskilled labor. It should
be noted that the 12" Finance Commission (TFC) grant is
not fully discretional as there is guideline for PRIs to use the
grant on operating and maintaining existing infrastructure
and to give priority to water schemes.

In the State of Rajasthan, detailed data on the other revenue
sources were obtained (see Tables 3-5 below). Although

Average Allocation per Capita (Rs)

Source Amount in Lakhs | % of Total Revenues

BRGF Entitlement 3.0 54

1AY 1.0 1.8

NREG 45.0 81.1

SFC 2.0 36

TFC 3.0 54

General (Tribal Area

Development Grant,

MLA Development

Fund etc) 1.5 2.7

Total 55.5 100.0
Notes:

a) Source: GP Cash Book for BRGF

b) 3.29 lakhs were received in April 2008 for 2007/08 BRGF entitlement

c) Though 3 lakh from BRGF is very small in the overall budget (5.4%), it is
about 50% of the discretional resources of the GP which include mainly
SFC and TFC (discretionary resources defined as resource where the GPs
have some decision-making power on where and how to spend the funds).
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the BRGF may constitute a small percentage of the total
resources of a local body, the BRGF constitutes a large
proportion of the total discretional development grants at
the different tiers. Similar information was provided from
other States.

Revenue for Kushagarh Block, Banswara

District 2007/08
Source Amount in crore % of Total
BRGF 1.5 5.0
NREG 25.0 82.7
Other schemes 35 11.6
TFC 0.2 0.5
SFC 0.1 0.2
Total 30.2 100.0

Notes: Though BRGF is only 5% of the PS budget, it is 87% of the discretional
funds which include SFC and TFC

Chart 1 from Nalgonda districtin the State of Andhra Pradesh
illustrates a common situation in many districts, where
BRGF is the single most important source of discretionary
development investments.

The situation portrayed above is not the always the case
for the ULBs, which often have better access to other

sources such as own source revenues - various taxes, fees
and charges and other schemes (see Table 5, for example).
The contribution of BRGF to the discretional development
funding varied between 5-40% in the ULBs reviewed,
depending on the size and revenue potential of the ULBs.
Still, as the wage bill is expected to increase significantly this
year due to the 6™ Pay Commission recommendations, ULBs
found the BRGF an important revenue source to finance
discretionary development activities.

Revenue for Banswara Municipality,
Banswara District (2008/09)

Source Amount in crore % of Total
BRGF 0.9 10.5
Own revenue 2.2 249
Octroi compensation

grant 33 374
TFC 1.7 19.3
SFC 0.7 7.9
Total 8.8 100.0

Notes: Aside from BRGF, the municipality has 7.9 crore of income for
discretional use, just enough to cover 6.7 crore of salary and operational
expenses. This year, there will be an increase of 1.4 crore in the salary bill
as a result of the 6 Pay Commission. Therefore, the BRGF will be the only
discretional resource for development spending

Composition of Discretionary Funding — Nalgonda District in the State of Andhra Pradesh

13%“

4%—\

5% ——

BRGF SFC

2008/09: Composition of Funding of the
Discretionary Development Projects in Nalgonda District

TFC

\— 78%

Own Source Revenues

Source: Data from Nalgonda District Reports.
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2.2

BRGF Allocation across Districts

According to the BRGF Program Guidelines, grants should
be distributed to the districts using three criteria:

1. An equal share (Rs 10 crore per district p.a.) and the
remaining as:

2. Share of the population (50% weight of the balance),
3. Land area of the district (50% of the balance).

It should be noted that this formula does not reflect any
backwardness criteria, contrary to the overall objectives
of the BRGF. Smaller districts in terms of population and
with a large territory (low density) will typically receive a
significant higher per capita allocation from this allocation
formula (see above).

The graphs below show the correlation between population
and per capita allocation for all the 250 districts involved in
BRGF. The larger districts receive much less per capita than
the smaller districts. This is primarily a result of the large
proportion of the Development Grant, Rs 2,500 crores out

of Rs 4,400 crores, which is allocated equally to all districts
regardless of their size.

The graph below shows that there is no positive relationship
between the per capita allocation to districts and the
district backwardness ranking determined by the Planning
Commission and used to identify the 250 BRGF districts
along with other considerations. It is important to note
also that the BRGF districts are not all among the 250 most
backward districts. A significant number of the relatively
well-off districts receive BRGF funding, sometimes at a very
high per capita allocation level.

According to the BRGF guidelines, each State will determine
the normative formula for allocation of funds to each
Panchayat and ULG (excluding capital/cities with a population
of 1 million or above). According to the central BRGF Program
Guidelines, the normative formula shall consider the share
of each LG institution category within the district and the
norms governing the inter-se share of each Panchayat or
Municipality concerned. The formula may include any index
for backwardness and address priorities identified in the
envisioning exercise and a reasonable percentage of the
funds may be earmarked for performance incentives.'' There
are great variations across the eight States on how they use
this possibility to set state-specific criteria, see below:

Per Capita BRGF allocation versus district population

Per capita BRGDF & district population
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Per Capita BRGF and Backwardness Ranking for Districts Involved in the BRGF
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Rural PRIs — Versus — Urban Local
Bodies (ULBs)

All States, except Orissa, use the size of the population as the
only criterion for the division of funds between rural PRIs
and ULBs."” It should be remarked that none of the States
are using indicators of backwardness like % of population
living below the poverty line, % ST/SC population or % of
agricultural labor as share of the work force for allocation
between urban and rural authorities.

Vertical Allocation across the PRIs

The table below provides an overview of the criteria used for
vertical allocation of funds across the tiers of PRIs — districts/
Zila Parishads (ZPs), Intermediate Parishads (IPs) and Gram
Parishads (GPs):

Asitappears, mostStatesallocatethe highestsharetothelowest
level of government-the GPs. In two States, Chhattisgarhand
Madhya Pradesh, funds are not allocated/or reserved prior to
the beginning of the planning process, but will be disbursed
to each tier depending on the presented plan proposals

12 The State of Orissa is also using the population criterion, but adding a special
criterion which ensures that 15% extra is allocated to the ULBs, subject to a
maximum ceiling of 40% of the total funds. In practice this means that if the ULBs
in a district are entitled for 12% share (based on population), they will receive
27% of the funds; if however the share is say 27%, they will receive the maximum
share of 40% being the ceiling. The differentiation is based on the perception that
ULBs have higher expenditure needs, though the calculations are ad hoc. As result
of the State allocation formula, and the benefit of 15% extra for urban area, the
urban share has increased from 13.2% to 27.1%.

(i.e. no fixed amount per PRIs or no fixed relative share per
tier of Government). However, in Chhattisgarh and Madhya
Pradesh the selection of projects is done in such a way that
larger amount of total fund (or more than 50%) is channeled
to the GPs. As it appears from the Planning Section of this
Report, even in States where there is a set allocation for each
tier, the upper tier, especially the DPC, may in some cases
try to influence the spending-decisions in the IPs, GPs and
ULBs. This pressure seems higher in places where ZPs have
no share or a smaller share, e.g. in Rajasthan and Bihar (in the
first year in FY 2007/08, where the ZPs only had their own
small 2% share).

Horizontal Allocation

PRIs: Table 8 below shows a comparison of the criteria
and percentages for the horizontal allocation formulas as
applied in the eight States for PRIs.

Few of the States have elaborated backwardness targeting
criteria for allocations and targeting as envisaged in the
BRGF guidelines. Some States - e.g. Andhra Pradesh and
Rajasthan - have elaborated relatively simple criteria for
allocation. The indicators used in West Bengal are subject
for discussions and future refinements.

The BRGF guidelines encourage projects focusing on
the SC/ST segments of the population, but only Andhra
Pradesh includes the relative size of SC/ST population
as a criterion in the allocation formula while the same
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Vertical Allocation of Funds from BRGF

States ZP IP GP Remarks

Andhra Pradesh 20% 30% 50%

Assam 20% 30% 50%

Bihar (2007/08) 2% 6% 92% The allocation was changed, based on a

Bihar (2008/09) 10% 20% 70% study commissioned by GoB

Chhatisgarh 100% 0% o% ~ Disbusementio GPeand Psis based on

Madhya Pradesh 100% 0% 0% Disbursement to GP§ and IPs is based on
DPC approval of projects

Orissa 20% 30% 50% See 2.2.2

Rajasthan 0% 0% 100% So.m(j:' f'attempts from DPC to influence the
priorities

West Bengal 20% 20% 60%

Source: Data based on the state reports, see annexes.

State also keeps a good record of projects targeting
SCs/STs. In Ganjam District (Orissa), all GPs in 22 Blocks
were classified under five indices to arrive at the status
of backwardness of the respective GPs. These five indices
were: percentage of population BPL, relative size of the
SC and ST population, size of the un-irrigated area and
distance from the town.

There is an obvious need to review the formulas in some of
the States to try to identify simple, reliable, targeting and

transparent criteria for backwardness, such as the relative
size of the SC/ST population, population BPL, percentage of
agriculture labor force of total labor force, etc.

Urban Local Bodies - Horizontal Allocation: Similarly, for
the urban local bodies, only some (4) of the states are using
backwardness criteria in the allocation across UBLs. The
criteria applied are as follows:

* Andhra Pradesh: 50% population and 50% slum
population

Horizontal Allocation Criteria for the 8 States — PRIs

States IP GP Remarks
50% population 50% population L
Andhra Pradesh 50% SC/ST pop. 50% SC/ST pop. Reflect backwardness criteria
Assam 100% population 100% population No targeting
Bihar 100% population Equal share allocation No targeting
. No criteria for PRIs S Scheme based allocation, may or may
Chhattisgarh & 100% population for ULBs No criteria not be targeting
Madhya Pradesh | No criteria No criteria Scheme basgd allocation, may or may
not be targeting
Orissa No criteria No criteria scheme basgd allocation, may or may
not be targeting
Rajasthan No funds to the blocks >0% population Backwardness criteria applied
) 50% Below Poverty Line families PP
50% population 50% population (1991) Backwardnes§ criteria appllgd. -
o . . . Some discussions on the reliability of the
West Bengal 50% based on 7 criteria, some of  50% Non-literate population .
. 13 data and whether or not the formula is
those reflecting backwardness (1991) .
too complicated.

Source: Data based on the State Reports, see Volume Il

'3 The formula is a follows: 50% is allocated as per population census 2001 and 50% based on indicators of backwardness broken down as follows: 7% population density
(2001); 7% rural population (2001); 8% population of ST as per 1991 census; 7% population of SC as per 1991 census and minority as per 1981 census; 7% non literate
population (2001); 7% infant mortality (2001); and 7% per capita net District Domestic Product at constant price (1999-2000).

Development Grants

11



12

Development Fund Releases — Timing for the FY 2007/08 Funds

States From Gol to the States

Khammam: January 7, 2008

Andhra Pradesh

Nalgonda: January 7, 2008 PRIS)

Release for Morigaon District during

States to the PRIs and ULBs

March 2009 and April 2009 (2™ release to

No release yet

Remarks

March 2008 (1% release to PRIs, 90%)

Severe confusion about the
treatment of the ULBs

Was using the funds for FY
2006/07

March and May 2008 for the two districts
visited (1* installment)

ULBs: 1 district: May 2008

1 district June 2009

First: 16-01-2008 (Rs 716.8) and 07-03-2008

Confusion about the
treatment of ULBs

(Rs 477.88)

Assam 2009/10

Samastipur: January 7, 2008
Bihar

Madhubani: January 7, 2008

First: 11-12-2007 Rs 1194.68
Chhattisgarh -

Second: 31-12-2008 (Rs 241.32)
According to BRGF: Releases to all 13
districts January 2008.

First: 06-12-2007 (Rs 1878 lakh)

Dhamtari district

Chhattisgarh -

Bilaspurdistrict ¢ 4: 25-11-2008 (Rs 209.0 lakh)

Balaghat: October 10, 2007

Madhya Pradesh Seoni: October 31, 2007

Dhenkanal: May 8 2009
Orissa
Ganja: December 27 2007
Raiasthan March 8, 2008 (90%) and
) March 2009 (10%)
West Bengal February 2008 (90%)

July 3, 2009

January 29, 2008

Second: 16-02-2009 (Rs 241.32)

First: 16-01-2008 (Rs 1126.8 lakh); and
07-03-2008 (Rs 751.20)
Second: 10-02-2009 Rs 209.0 lakh

December 7, 2007
December 7, 2007

Release made in FY
2009/10 due to late
reporting of UCs and other
delays

May 2, 2008 (90%) and July 2009 (10%)

February 2008 (90%)

Source: Based on the state reports. The delays continue in FY 20008/09 as well, and in the FY 2009/10. Planning for FY 2009/10 is not completed in most
of the States visited and in some districts it has hardly started (e.g. some districts in Bihar). Please refer to further details in the state reports.

“ Rajasthan: 50% population and 50% BPL population

% Orissa: 85% for population and 15% weight for SC/ST
population of ULB

“ West Bengal: (i) total population (50%), (ii) density
of population (12.5%), (iii) SC & ST population as
per 1991 census (12.5%), (iv) illiterate population
(12.5%) and (v) length of kutcha drains in a
Municipality (12.5%).

Assam, Chattishgarh and Bihar are using the size of
population. In Madhya Pradesh, the allocation depends on
the discussions of the proposals by the DPC.

It should also be noted that none of the States have
elaborated the envisaged criteria or system for performance-
based allocation. However, there is a strong support to these
ideas in several of the States, such as West Bengal, Andhra
Pradesh and Bihar.

In Ganjam District (Orissa), the planning process seeks to
provide incentives for GPs to create wage employment for
wage seekers as part of the prioritized projects. Two GPs
in each block have been selected (44 in all) on the basis of
the number of person-days of wage labor generated and
who will be rewarded’ with Rs 5 lakhs per GP to implement
eligible projects of their choice.™

2.3

The conditions to access the BGRF funds are clearly stated
in the central BRGF guidelines, (page 16). Most States
comply with these minimum access conditionsand triggers

4 “International Experiences from Performance-Based Grant Systems-Concept

and Lessons Learned” by Jesper Steffensen, one of the coauthors of this report,
provides an overview of experiences in various countries with the design of
performance-based grant systems.
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for releases of funds. However, there are many instances
where utilization certificates (UCs) are not fully completed
prior to the next release of funds, or where these UCs are
treated wrongly, e.g. in Bihar where, in one of the districts,
releases were treated as ‘utilized funds’ within the BRGF
reporting system. Audits of the BRGF expenditures have
only started in the few States, and it is major problem that
the delays in the release of funds have delayed spending
as well and the subsequent audit. Funds for FY 2007/08 are
largely used in FY 2008/09 and even in FY 2009/10, which
has led to delays throughout the chains of accountability
and auditing. None of the States have added additional
access minimum conditions to BRGF and as mentioned
none of the States have introduced performance rewards
or sanctions.

2.4

Flow of funds and information on this

The field-missions revealed poor awareness amongst
parties in almost all districts, IPs, GPs and ULBs about the
size of their entitlements, transfers of funds, and utilization
of funds. There are severe delays in disbursement of BRGF
funding and the predictability in fund is perceived as low.

The present regulations on the requirement for minimum
spending prior to next installments are seen by most
stakeholders as overly complicated and non-appropriate.
There is a need for a simpler system, which ensures that
sufficient funds are available in due time.

ULBs are particularly suffering from lack of information
about their entitlements and future flow of funds as well as
the releases. In some places, ULBs have just received the first
installment in June 2009 (e.g. the ULBs in Andhra Pradesh).

Release of funds

Table 9 documents the general delays in releases of funds
for the FY 2007/08. Further details are available in the state
reports.

Releases to PRIs and ULBs

Fund releases are generally delayed in all States and funds
only arrive towards the end of each FY and parts of it even
within the subsequent year(s). Table 9 above provides a
general overview for FY 2007/08, although there are some
gaps in the information from the field.

The following example from the State Report on Orissa shows
some of the problems related to the delay in the release of
funds from MoPR and its credit to the account of the final
recipient district. “A release of Rs 25.50 crore - Rs 11.89 crore
to Dhenkanal against the plan for 2007-08 and Rs 13.61 crore
to Sundargarh against the plan of 2008-09 was sanctioned
at MoPR on 20-04-09 (No. N-11019/47/2009-Pol. 1) and a
release advice to Reserve Bank of India Nagpur were issued on
08-05-09 for credit to the Orissa state account. Orissa state by
order dated 11-05-2009 released the funds to SIRD, which SIRD
could draw from the state treasury on 29-6-2009 and remitted
the funds through its banker on 03-07-2009. The funds
were finally credited to the district (Dhenkanal) account on
10-7-2009 (the day when the Review Team visited Dhenkanal).
The whole process from date of sanction at MoPR (20-04-09) to
date of credit to district account (10-07-09) took 80 days”.

For FY 2006/07 only some of the States received BRGF
allocations. In Madhya Pradesh the releases were made by
March 7, 2007, in Orissa on June 7, 2007 and in Rajasthan
the funds were received by November 1, 2007 and January
4, 2008. In Assam, the PRIs and ULBs only received funds
on January 1, 2008. The remaining States started from FY
2007/08, but in most places, the funds only arrived towards
the end of the FY.

The general picture is that there is one or even sometimes
two years of back log in the releases of funds. There are
delays in all stages from releases of funds from the Gol to
the States and the onwards transfers from the States to the
PRIs and ULBs. For FY 2009/10 there will be further delays as
(i) many of the districts have not yet submitted their plans to
the States and (ii) the rules on minimum spending of funds
from previous Fiscal Years do not yet allow a great part of
the grants to be released.

There was a high level of confusion and frustrations amongst
all stakeholders about the delays. Several reasons for these
delays were mentioned by various stakeholders, the most
important ones being:

1. Planning starts late: The start of the planning
process is always delayed; its start is often launched in
February/March or even later, while the next FY starts
from the 1st of April. According to the guidelines, the
planning should start much earlier, i.e. in July and be
completed prior the start of the FY;

2. Multiple approval steps: The system with multiple
approval steps, from the approval by each PRI/
ULB to the approval in the DPC and HPC and then
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final endorsement by MoPR, is cumbersome, some
steps redundant and against the spirit in the BRGF
program and a decentralized planning system.
It will always lead to delays, even if meetings are
planned as efficient as possible. Secondly, there are
often discussions between various tiers about the
appropriateness of various investments, which again
delays the final approval of plans and projects;

3. Delays in transfers of funds, worsened by the
many steps in the flow of funds (several gate-
keepers): In all States, except Madhya Pradesh',
funds are flowing from the Gol to the States and from
there to the PRIs and the ULBs through the districts’
accounts. Each step may take several months,
particularly at the state level, e.g. in Rajasthan where
it took between 2-4 months to complete the onward
transfers of the funds to the PRIs (i.e. more than the
stipulated 15 days from the guidelines). The case of
Assam is unique where the funds for 2006-07 under
2™ installment received from Gol during 2008-09
have not been transferred by the State Government
to the Districts';

4. Demandsinthe system of ceiling of utilization: The
complicated system of minimum level of spending
(rules on 100%, 75% and 60%'’), creates confusion and
further delays. Firstly, it may be hard to spent funds
(that arrive with delay towards the end of the FY and
often in the rainy season) within a few months in each
FY, and as each transfer year is treated separately (i.e.
there has to be 100% spending of FY 2006/07 prior to
releases on FY 2008/09 and single projects can hold up
the entire system). The requirement not only creates
delays, it also adds to lack of up-to-dated auditing
and reduced accountability. It is overly complicated
and the guidelines are hard to understand for the
PRIs/ULBs;

5. Delays in submission of utilization certificates
(UCs): The entire system of UCs is unclear for most
stakeholders; in some places it requires many
signatures, in others additional meetings in Gram

1> Madhya Pradesh has introduced a new commendable system for rapid transfers,
see the State Report.

16 It was not possible to define the main reason for this during the mission to the

State.

According to the guidelines from MoPR (not part of the up-dated BRGF guidelines),
the second installment can only be released if 60% of the first installment has
been used. The first installment for a coming FY can only be released if 100% of
the funds from the two years ago have been utilized and if 75% of the funds from
last FY have been utilized.

Sabhas; in other places, the lack of consolidation of
the UCs in a few PRIs, leads to delays for all the other
PRIsin this area.Thereis a need to install a very simple
system of regular reporting on the use of funds and
progress reports, instead of the complicated system
of UCs as triggers for funds;

6. Elections: The delays as experienced were prolonged
by the elections, where several States referred to
Model Code of Conduct as the reason for such delays
of all transfers (not only BRGF) before and after the
elections. In some cases, such as Andhra Pradesh this
has delayed the flow of funds by up to 4 months, as
the State received the funds for FY 2008/09 in March
2009, but only released the remaining 50% in July
2009. As there are often elections taking place, there
is need for a system that avoids severe delays in
regular project implementation.

The delays in releases of funds lead to a large gap of time
between planning and actual implementation, thereby
hampering the relevance of the entire planning process. The
delays also cause confusions and reduce transparency in the
overview of fund utilization, leads to cost increases, rushed
project execution. Over time, it will reduce people’s interest
in planning and trust in the local government system.

Special Urban Issues

The delays in the release of funds have, at least in some
States, been worse when it comes to transfers to ULBs. For
example in the State of Andhra Pradesh, the ULBs had just
received the first installment from BRGF in June 2009, and
there has been a severe lack of communication, lack of
issuing of guidelines and CB support to prepare the ULBs to
take active part in the BRGF scheme.

2.5

Investment Menu — Overall Considerations

The investment menu, defined in the BRGF guidelines, is
broad and funds are largely untied and available top PRIs
as a discretionary source for the PRIs' investments. The
BRGF Program Guidelines set a few strings on the use of
funds, e.g. maximum 5% of the funds can be allocated for
provision of adequate functionaries for the Panchayats for
planning and implementation, and the funds cannot be
spent for construction of religious structures, construction
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of welcome arches or similar activities'®. There is also a
general agreement or practice that funds cannot be spent
on maintenance or recurrent costs.

Furthermore, the BRGF guidelines (page 8) stipulate that
a special sub-plan for use of scheme-wise allocations
for SCs/STs and schemes benefiting SCs/STs, should be
provided with a total budgeted amount at least reflecting
their proportion of the total population. Amenities such as
schools, anganwadis (kind of kindergarten), health centers,
etc. should be given a strong priority in villages that
have a substantial SC/ST population (page 8, section 2.2).
Annex 4 of the BRGF Guidelines provides an indication of the
expected use of funds for the priority schemes earmarked
for SC and ST development. The guidelines do not have a
clear distinction between capital and recurrent costs and
Annex 4 for SC/ST projects encompasses training activities.
This despite the fact that the description regarding the
capacity building support under the second window of the
BRGF the CB grants to the States, indicates that financing of
CB activities will be covered by the 250 crore fund for CB (1
crore per district).

Some of the States such as Andhra Pradesh provide further
guidelines on how funds can be used, whereas others
leave it for a dialogue at local levels (e.g. Bihar). However,
the general impression from the field is that there is need
for further clarification of the investments menu or eligible
expenditures. The following points need attention:

®,

s» Need to ensure that funds are untied within the
broad mandates of the PRIs and ULBs for capital
investments;

“ Need to clarify the use of BRGF development funds
for maintenance within e.g. a ceiling, see below;

% Need to clarify the use of the 5% for provision of
adequate number of functionaries as described on
page 9 in the BRGF guidelines;

% Need to simplify the approval procedures for the
use of funds related to the planning process, see the
Planning Section;

“ And finally and although not yet seen as a problem
documented in the field-mission reports, it may be
prudent to specify that the investments should be in
public services/infrastructure, rather than in private
projects, which are benefiting only a few people or
an individual.

18 Page 15 in the BRGF Program Guidelines.

Sector Composition - Experiences from the
Field

The BRGF development grant has funded more than
100,000 investments in the 8 States visited (in Andhra
Pradesh alone, about 28,000 investment project were
realized and in Orissa 40,000).

Below are examples of the sector-wise use of funds. It shows
that the investment focus varies greatly across the States
and the Districts. There are several examples of rather similar
investments within a district across e.g. the GPs or the IPs.
One of the reasons for this has been the strong “guidance”
from the districts/DPCs on highly prioritized investments,
e.g. anganwadi centers, in some Districts/States.

The investments are focusing on local small scale
infrastructure and most of the funds are used on anganwadi
buildings, GP buildings, drinking water, drainage and roads.
Anganwadi buildings, which are probably the single most
significant investment area, is a multi-purpose center, which
support women, children, it serves important nutrition
purposes and minor health issues can be dealt with. The
field-work indicated that these facilities were often located
in areas where there is a high concentration of SCs/STs.

In some districts (particularly in Bihar), a significant share
of the funds is used on electrification as well, typically on
smaller solar cells for various purposes, and in some places
(particularly in Andhra Pradesh), street lighting is becoming
a popular investment type. Districts in Assam' are focusing
more on agriculture and fishery promotion, including (fish)
markets, etc. at the district level, whereas investments by IPs
and GPs still are focusing on other public services.

The general picture is that districts are focusing on core
public service investment areas targeting the MDG
development objectives — health, education, water and
infrastructure, please see the table below. It should be noted
that more detailed information on the sector utilization is
available from the state reports in Volume Il of this Review.

The Chart below provides an overview of the composition
of expenditures (non-weighted average for 6 districts in
5 States and 3 State results).

9 Morigaon ZP in Assam was an exemption from the general spending pattern. It
spent its share (i.e., 20% of the grant amount) on agriculture and fisheries and
related activities, perhaps to promote economic development (worth noting that
it is a district whose economic base is agriculture). But the rest of 80% (IP and GP
share) were used for public services. Moreover the expenditure on development of
existing beels and ponds (fisheries), support to self-help groups and cooperatives,
awareness raising activities were included, i.e. not entirely private consumption,
but in the grey area.
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Sector Composition of Use of funds — Core Areas (FY 2007/08)*

Angawandi
Buildings/
women GP Buildings Drinking Roads/
& child and water/ Electrifica- ~ Schools/ drains/
States development administration = Hostels irrigation  Health tion class-rooms | Culverts Others
Andhra
Pradesh - 25.0% 9.6% 19%  136%  2.0% 4.4% 16.3% 0% 27.1%
Entire State
(exp.)
AP-
Khamman 49% 3% 1% 27% 7% 4% 8% 0% 1%
District
(exp.)
AP-
Nalgonda 6% 5% 0% 40% 1% 44% 0% 0% 4%
District (exp.)
(o)

Assam 4.6 &
Bongaigaon (agric +

s 0% 7% 0% 2% 0% 0% 0% 45% lively-
District hoods
(2006/07) market)
l;\\/lsgraimaon 100%

. g 0% 0% 0% 0% 0% 0% 0% 0% for agric +
District fisher
(2006/07) y
Bihar- 40%
Samastipur o (infrastructure, o o o o
District (FY 23% most >% 4% 23% 7%
2008/09) buildings

36%
. 41%
Chhattisgarh- 0%  (infrastructure 0% 0% | Health 8% 4% 3% 8%
State and
and houses) -
nutrition
Madhya
Pradesh 44% 0% 0% 13% 5% 2% 14% 9% 13%
(State)
Orissa No sector overview is available but most projects are within Anganwadi Centers, Roads, Culverts, classrooms, water
supply and rural electrification.

Rajasthan - 47% 4% 0% 0% 9% 0% 4% 17% 19%
State
West Bengal
(Bankura 28% 10% 0% 7% 1% 0% 2% 22% 30%
District)

Source: Based on calculations from the State Reports. Please note that in some States, the breakdown of expenditure groups does not match the format
of the table. *) If the data is from another year, this is mentioned in the table. The figures presented for the two districts of Assam are the expenditures
by ZPs under the ZPs share of 20% of the fund.

Public — Private Services

Field findings suggest that most of the investments were
conducted in genuine public services such as education,

health, water, drainage, core administrative buildings, etc.-
with projects benefiting more that 50 people in each case.
However, there are few exemptions from this in Madhya
Pradesh and Assam.

First Independent Review of the Backward Regions Grant Fund — Synthesis Report



Composition of Expenditures from BRGF

Other

26% \

Roads/

culverts 13% \

Education/ /

classrooms 4%

Electrification 6%

Composition of Expenditures from BRGF

Health
7%

Angawandi buildings/

/ women 22%

GP buildings 12%

\ Drinking water/

irrigation 10%

Source: State Reports, Volume Il. The data is non-weighted average of Khammam and Nagolda districts in Andhra Pradesh (FY 2007/08), Assam:
Bongaigaon District (2006/07); Assam Morigaon District (2006/07); Bihar — Samastipur District (FY 2008/09); Chhattisgarh — State (FY 2007/08); Madhya
Pradesh State (FY 2007/08), Rajasthan - State (FY 2007/08) and West Bengal, Bankura District, (FY 2007/08)

In Madhya Pradesh, some part of the support was added
by the State to a special sub plan “Apna Ghar"* (My Home)
as per the norms of “Indira Awas (housing) Yojna (scheme)”
(IAY). BRGF guidelines — p15-4.32¢c- permit augmenting
the scheme Indira Awas Yojna to meet a portion of the
backlog in the provision of new housing. Madhya Pradesh,
according to the Review Team, has taken it as a quick
win and has decided to extend one house in every GP for
each year of the scheme (#GP*5). The permitted amount is
up to Rs 35,000. The scheme has restrictions - allotment in
the name of the women, no engagement of contractor -
payment to the beneficiary direct on progress of work
etc - the construction takes 2-3 months. Furthermore,
MP has decided to provide Rs 6,000 annually to each GP
in the name of rural connectivity. The costs of these two
initiatives, the IAY and Rural connectivity were estimated
to take up about 12% of the BRGF funds.

The issue for concern is the manner in which the upper tier
has already withdrawn a part of the funding from the grants
for tied investments (although these tied investments
in this case benefited needed people). In this case the
schemes are also focused on supporting social sector

20" This scheme supplements the Chief Minister Awas Yojna run by the state in non
backward districts in MP.

schemes and individuals instead of functioning as a gap
filling investment scheme for service and infrastructure.
These issues should be clarified in the guidelines. Social
welfare schemes and targeting of individual needs will
demand another set-up and organization, including
monitoring.

In the case of Assam, there were few examples of support
to livelihood, agriculture fertilizers, support to individual
farmers etc., also an area which can potentially distract the
program from its core objectives of public service delivery/
capital investments. There is a need to clarify this in the
future guidelines.

Size of the Projects

There is a tendency to undertake smaller and smaller
projects under the BRGF. Even at the district level there are
rather small investments compared to what may have been
expected as districts were supposed to focus on cross-IP
and cross GP-projects. In many cases, districts are adding
a small amount (topping up) to the smaller investments at
the GP and IP levels instead of focusing on larger projects.
This may compromise the rationale for vertical allocation,
where the different levels are supposed to make concrete
investments under their respective mandates.
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Size of the projects and Unit Costs (PRls)

Overall Unit Costs per ZP projects IP projects GP projects
States Project — State (Lakhs) (Lakhs) (Lakhs) (Lakhs)
Andhra Pradesh (FY 2007/08) 1.1
AP- Nalgonda District (2007/08) 24 2.1 1.0
Assam Bongaigaon District (2006/07) 291 291 0.87 1.95
Bihar (2007/08) 2.8
Bihar — Madhubani District (planned
projects 2007/08) 25 09 27 26
Bihar- Samastipur District 45
(approved projects 2007/08) ’
Chhattisgarh 1-2
Chhattisgarh- Dhamtari District 2.0
Chattisgarh - Bilaspur District 2.8
Madhya Pradesh (2007/08)* 1.7
Orissa (2007/08) Rural PRIs: 3.0
District Dhenkanal ULBs: 3.8
Total: 3.2
Orissa (2007/08) Rural: 2.9
District Ganjan ULBs:5.5
) All:33
. PRIs: 1-2
Rajasthan (2007/08) ULBs: 5-10
- . All4.3
West Bengal: District Purulia ULBs: 2.7 11.2 34 3.2
- All 4.4
West Bengal: District Bankura ULBs: 6.1 84 9.4 32

Source: Based on the state reports.

*In Madhya Pradesh a large project — a bridge over a river — took up Rs 99.7 lakhs (executed by the ZP).

The Manual for Integrated District Planning (pages 40-
45), could be useful reference point in this respect for the
BRGF guidelines; especially the example from West Bengal
(page 41) on subsidiarity shows how investment
responsibilities can be divided.

The Table below provides an overview of the average size
of projects.

For the ULBs there is a tendency to go for larger projects,
typically in the range of Rs 5-8 lakhs (Assam only average
2.5 lakhs) focusing on areas such as roads, drainage,
drinking water, and facilities, but there are also examples of
projects up to about Rs 25 lakhs.”’ However, in some ULBs,
the Review Team noted the same tendency as in the PRIs
towards fragmentation of projects and proposals submitted
with numerous smaller projects exceeding the allocation
ceilings (e.g. the ULBs in Bihar).

21 In Orissa Berhampur ULB there was construction of a Diamond Jubilee Town hall

for Rs 24.5 lakhs.

Unit costs

Most schemes have a cost range between 0.5-2.0 lakhs.
However, in some places, such as Madhubani and
Samastipur districts in Bihar (within the PRIs), there were
commendable attempts to limit the number of projects
to ensure that each project would have a real impact on
service delivery. However, in general, there is a tendency
in many places to fragment the already limited amount
of funds and to try to ensure that each ward in the IP or
in the ULB gets a project, even if the funds are meager.
An example of this was Samastipur Nagar Parishad in
Samistipur District which has submitted 830 proposals
for just one FY of BRGF allocation, where the funds
could allow for only 5-10 real investments. Guidance or
even ceilings on the maximum number of projects to
be implemented to avoid this fragmentation could be
considered. It was also observed that the higher level of
PRIs, the ZP, did not focus on the larger projects, but in
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many cases also focused on multiple smaller schemes,
e.g. in Andhra Pradesh??

Lack of Clarity on the Investment Menu

In many of the districts, the Review Team observed a lack
of clarity regarding the eligible expenditures. Various
messages from the ZPs, the DPCs and the State
representatives (and in some cases the training institutions)
were not always clear in this respect. There were also several
examples in most States of a higher authority trying to
influence the priorities at the lower level of PRI through
various kinds of guidance regarding the menu. Especially
in the States where PRIs had not been given allocated
planning budget figures, this type of interventions
appeared more obvious. Notwithstanding this and despite
some examples of clear control of the investment menu,
the overall picture is that the discretionary nature of the
allocations is being highly appreciated. In most places, the
priorities of the GPs, IPs and the ZP were either adhered with
by the upper tier/the approval body, or at least somehow
taken care off.

A few special areas require clarification in all districts met,
and example of this is the 5% for staffing support and the
area of maintenance, see below.

Optional Use of the 5% for Functionaries

Despite the strong need to support the staffing capacity of
the local administrations within the PRl and the ULBs (most
PRIs and ULBs have severe staffing gaps and uncovered

needs and in some States more than 50% of the positions
as GP secretaries are vacant), the 5% allowed to support
hiring of functionaries has only been used in a very few
places. (See Table 11 below for details).

This is surprising as these functionaries are pertinent for
areas such as planning, financial management, monitoring
and evaluation. The main reasons mentioned for the lack
of utilization of the funds (for purposes outside of the core
areas stipulated in the guidelines) are lack of clarity, guidance
and support from the central government on how to handle
this. The other issue is that States are reluctant to stimulate
increases in the numbers of staff, fearing an accumulated
permanent liability, even if it is temporarily financed by
BRGF, which is only a 5-Year Plan program.

Expenditure on Operations and Maintenance

O&M should not be restricted to BRGF funded investments -
actually BRGF could be mainly used to repair and expand
existing facilities rather than constructing new ones.

The issue of maintenance of BRGF investments requires
future considerations. The field-work found that there
are few examples of BRGF schemes where there are any
plans and budget in place for the costs of operations
and maintenance of the infrastructure/buildings. This is
contrary to some of the other types of larger investment
schemes, e.g. within roads where O&M costs are included
in the investment plans for several years and part of the
agreements with the contractors.

Utilization of the 5% of the Development Grant on Functionaries

States Status of the use Remarks
o .
Andhra Pradesh 5% has been deducted by the State, but it has not yet The modalities for the use is being discussed
been used

Assam 5% not yet used for the purpose of functionaries Transferred as part of the development grants to the
PRIs/ULBs

Bihar 5% not yet use of the purpose of functionaries Transferred as part of the development grants to the
PRIs/ULBs

Chhattisgarh Not used for functionaries One.dlstrlct usgd the funds for training activities
(against the guidelines)

Madhya Pradesh | Started using it by the State Still kept at the State level

Orissa 5% not used for the purpose of functionaries Transferred as part of the development grant

Rajasthan Transferred as part of the development grant Originally budgeted under CD yet itis supposed to be
drawn from the development fund

West Bengal Not used in FY 2007/08 and FY 2008/09 2009-10 Fund will be used for payment of honorarium

22 See the State Report for Andhra Pradesh, July 2009

of Jeebika Sevaks.
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Several stakeholders stressed the problems related to
maintenance. Although there is a provision to use part of
the 12 Finance Commission’s grant on this, the issue on
maintenance is often not clarified prior to the investments
and very few of the projects visited had a plan for
maintenance and clearly identified source for this in the
budget or agreements with agencies/beneficiaries on how
to handle this. It was not clarified whether the maintenance
would be managed from the line departments, source from
own source revenues, from contributions from the Finance
Commission or agreements with users/committees/groups
of beneficiaries. E.g. in Orissa and Madhya Pradesh, the
Review Team was informed that the assets created out
of the BRGF funds, where the prime responsibility of its
development lies with the line departments, are transferred
to the departments upon completion - these departments
are then obliged to cover maintenance and recurrent costs;
examples are AWC (child and welfare), sub-health centers
(health), class rooms/libraries (education), roads/culverts/
bridge outside the GP habitation (public works). Buildings
like GP Ghar, community centre and rural roads within GP
area are retained by the GP for maintenance. In case of
municipalities and notified area councils (NAC) all assets
are constructed, and retained by them for operation and
maintenance.

In most other places, there was no clear agreement on
maintenance, e.g. in the States of Bihar and Andhra Pradesh.
In Rajasthan the community members perceived O&M to
be the responsibility of the PRIs and ULBs. For example in
Udaipur municipality while visiting drainage channels, the
community members complained that the ULB does not
regularly clean the drainage.

The general picture is that PRIs do not plan and budget for
O&M and the resources for O&M for ULBs that sometimes
attempt to budgets are meager.

The funding of maintenance costs implications of BRGF
investments is particularly critical as the systems for PRI own
source revenues are non-existing in most of the States or
very incipient. There is therefore a need to clarify this issue
in the refinement of the BRGF guidelines. There is need to
introduce stronger incentives for the PRIs/ULBs to pay more
attention to this pertinent issue. The CB support, e.g. support
to elaboration of assets registers, planning and budgeting
for maintenance, project management etc. could also be
more focused in this area. It could also be considered to
promote Public Private Partnership arrangements in O&M
of facilities.

2.6

The alignment and convergence of BRGF investments with
funding schemes from other sources, particularly the line
departments, is very limited. Very few of the BRGF supported
investments at the PRI levels are combined with investments
from other schemes or coordinated with these schemes
prior to the decision made on construction. However, there
are few examples of co-funding of school structures in the
States of Bihar (Samastipur District) and Orissa (Ganjam
District), which are very promising for the future schemes
and there is a lot of un-tapped potential for corporation and
coordination which are not utilized due to resistance from
the line departments or lack of awareness. Please refer to
the Planning Section for further information.

The vertical coordination is stronger than the horizontal
and there are often intense interactions between tiers of
government about various investments. Some may even
argue that in States where there has been a “centralization”
of the allocations at the ZP level, this coordination is beyond
the intentions in the BRGF guidelines where each tier of PRI
was supposed to have its own planning and budget figure.

The grants from the finance commissions and own source
revenues are contributing to some of the schemes, but
with very small amounts. In some States/districts, project
funding from BRGF is integrated with funds from own
source revenues and funds from the finance commissions.
In the ULBs there are greater potential for merging of funds
with own source revenues, but most of the ULBs projects
have been delayed due to lack of information, support
and coordination from the State and Central level. Please
refer to the Planning Section for more information on
convergence.

2.7

Quality and Bene ts

Without conducting a detailed review of the quality of
the investments and technical features, the team could
only get an impression from various types of investments
seen during the field-trip to various PRIs and ULBs. A total
of 53 projects were reviewed (community centre, roads,
anganwadi, drains, water supply schemes, gram Panchayat
buildings, classrooms, walls etc.) and from pictures,
cost documentation and other sources, interviews with
beneficiaries, engineers and others, the Review Team got
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the impression that the investments are generally cost
efficient and of sufficiently high quality. Most of the projects
are within the following areas: anganwadi buildings,
GP buildings, roads and culverts, wooden and concrete
bridges, small irrigation canals, classrooms, school walls and
electricity/street lighting. The general quality and costs of
the projects seem satisfactory, also when compared to other
structures and investments in the local areas. It should also
be noted that the Review Team did not note any examples
of clean “white elephants” or projects which were outside of
the set investment menu.

Interviews with beneficiaries of the more than 50 facilities
largely confirmed that they were satisfied with the results,
there quality of the work and there were few complaints
during the meetings with larger citizen groups and GP
representatives when the attention came to BRGF projects.
However, there were examples of the opposite, e.g. in
Rajasthan were a hand pump was established right next to
another existing hand pump in a ULB and also a clogged
drainage, which people complained about - people did not
complain about the quality of the construction as such - for
drainage they complained about non-maintenance/lack of
cleaning and for water about the technological option that
was provided —aborehole instead of a high powered source).
Most of the projects benefit 50-100 people, and many of
the projects are targeting SC/ST communities, particularly
in Andhra Pradesh, where there is a good overview of the
special projects targeting these groups.

Itistooearlytojudgetheimpactofthe projectsonthegeneral
service delivery and living standards of the population in
the areas covered by BRGF, but it should be noted, that in
most PRIs with e.g. 5,000-7,000 people, the funds allocated
for BRGF only allows for 1-2 smaller projects per year. The
review documented a tremendous need for investments in
most sector areas, particularly for anganwadi centers, roads
connectivity and electricity. Classroom constructions are
typically better funded by the existing schemes. Investments
in health centers are also required, but the costs of these
centers, often supersede the amounts available in the BRGF
scheme. Please refer to the State Reports for further details.

Supervision

The system of technical supervision is well elaborated in
most places, through various levels of engineers, Depending
on the size of the projects, junior, assistant or chief engineers
will handle the supervision and control of the projects, and
although there is lack of engineers in some places, this

system is generally working with a good support from the
IP and ZP levels to the administratively weaker GPs. State
defined standards for constructions are applied, as well as
the specified unit standard costs.

Contracting

The means of service production vary greatly from place
to place, ranging from organization of the work by an
identified and trusted person, e.g. the secretary of the GP
or an engineer from the IP level; or the Block Development
Officer; community contracting; delivery by the line
departments to genuine contracting out/tendering of
works to private companies.

In most States, there is a need to clarify the rules and
procedures for this, and to ensure sufficient check and
balances, without installing cumbersome and expensive
procedures.

There are several good examples of established vigilance
committees, which are supposed to monitor and address
complaints about conducted work, but the actual activity
level of these was hard to ascertain.

The implementation of the BRGF schemes are generally
labor intensive, but there is no general and consolidated
overview of the use of man-power for the schemes. In the
ongoing schemes visited 5-10 workers were often actively
involved in the constructing, generating useful local
employment and income for the local areas.

2.8

Absorption capacity can be measured in various ways. It is
often measured as the level of utilization of funds against
the releases, but there are many other factors which have
to be reviewed, including the speed of implementation,
achievement of planned target, capacity to implement
proper quality in investments and possibilities to cater
for maintenance and recurrent costs implications of
investments.

Many of the PRIs and ULBs in the States visited have a rather
low level of utilization. Often only between 60-80% of the
resources are spent by the end of the Finance Year, and
there are many examples of less spending. Even after two
years, there are only few examples of 100% spending (of
FY 2007/08 allocation). However, there are several reasons
for this, which are not related to the operational capacity
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of the PRIs/ULBs to absorb, but rather related to the
systemic and operational features of the BRGF. Some of the
important ones are: delays in announcement of the start
of the planning process and information about available
funds for the PRIs and ULBs, late start of planning process,
several steps of cumbersome approval (PRI, DPC, HPC and
Central level review, each requiring planning, mobilization
of people and time for preparations), late transfer of funds
to the PRIs, when plans have been approved, hence most of
the funds arrive a full year or more after the start of the FY.

When the funds are finally deposited at the PRIs’ bank
accounts, the experiences in most of the districts visited were
that the projects are implemented quickly, commonly within
3-6 months and in adherence with the planned design.

When reviewing absorption capacity, it is also important
to review the needs for investment in the targeted BRGF
activity areas, which were considered to be very high in all
16 districts and 16 ULBs reviewed. The investments made
were all required and appropriate in the aim to address
the strategies in each place to improve services and
infrastructure.

When this is said, there are some administrative constraints,
which need to be addressed in all places. Amongst the core
ones are: lack of administrative capacity of the GP level
within areas such as accountability and handling of UCs?,
and lack of capacity within planning cells at the district
and IP levels. There were numerous examples of districts
where lack of submission of the UCs delayed the progress
in implementation as new funds could not be released due
to lack of accountability for previous funds. This is often
worsened by the way systems are operating, where lack of
submission of accountability by one GP may harm all other
GP in the Districts for release of funds. There are also case
where the HPC only meet when a certain number of reports
from the PRIs/ULBs have been generated, causing delays in
the approval and releases of the next installments.

At the ULB level, the procurement issues were mentioned
as one of the bottlenecks in some of the districts, e.g. in the
ULBs in Madhubani District (Bihar) and Purulia District (West
Bengal).

Identification of land for the investments is another
increasing challenge in most ULBs and some PRIs, e.g. in
Purulia District, and it is important to emphasize that land

2 |t several districts, it was mentioned that delays in submission of UCs delayed the
release of subsequent transfers.

issues should be part of the appraisal process, not an issue
to be addressed only after final decisions have been made
on project selection.*

2.9

Size of BRGF Development Grants and
Absorption Capacity

One of the most frequently mentioned complaints from
the PRI and ULBs as well as the state level representatives
have been the meager size of the BRGF compared to the
far-reaching objectives of the grant scheme. The funds are
simply not sufficient to make a significant mitigation of
the level of backwardness in the targeted districts. The size
is small when compared to the total public expenditures
(BRGF constitute about 0.4-0.5% of the 2009 Budget), to
the funding available under the line departments (some
of the funding schemes are 5-10 times higher per capita)
and to the expenditure needs at the local level. The funds
can typically only cover 1-2 relevant projects per PRI per
year, and a few additional projects in the ULBs. With the
present funding levels and activities within the BRGF, it
is not possible to achieve the core objective of the BRGF
which is addressing regional imbalances and significantly
reduce/eradicate backwardness. However, the funds
can strengthen PRIs/ULBs to proactively deal with local
development challenges, enhance their capacity and
improve operations.

It is not possible to determine in a scientific manner a
specific level of funding required to close the “fiscal gap”
and to achieve the outcome that none of the districts are
backward any longer, without a comprehensive study of
this issue. Fiscal gap analysis faces a number of challenges
and pitfalls, such as lack of clarity on the expenditure
assignments, particularly with shared functions, lack of
minimum service delivery standards, lack of overview
of the revenue potential, and lack of overview of what is
covered by other funding schemes, particularly by the
line departments. It is a tremendous task, only very few
countries have tried, and in these countries there are
still discussions on the establishment of a “correct and
specific” figure for what is required in terms of closure

2 In Purulia District, it was reported that some of the newly elected bodies/
representatives did not want to implement the projects/schemes approved by
their predecessors.
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of the fiscal gap of backwardness amongst local bodies.
The paper by Jesper Steffensen, one of the co-authors of
this report, “Introduction to the Principles for Design of
Intergovernmental Fiscal Transfer Systems-an international
comparison of allocation criteria and modalities” provides
an overview of various methods, should the Gol decide to
go along this way.

However, in the absence of such a detailed study, it is
possible to come up with some rough estimates about
the required level of investments, also to make local level
planning more meaningful and participatory. A golden rule
of thumb is that a local planning unit should be able to
make 4-5 meaningful investments every year.

The review has shown that the capacity of the PRIs and
ULBs is available to handle more funds from the BRGF,
despite the present delays in utilization?”. The Review Team
suggests that the present BRGF per capita level can be
increased by 2-3 times without creating any absorption
capacity challenges. Such an increase in the funding level
will have the following advantages:

« It will make the local planning process more
meaningful for everyone involved;

“ It will enhance the interests of the communities in
the scheme and thereby strengthen accountability;

% It will make the line departments more interested in
the funding schemes and convergence;

“ It will make it possible to cover more than one sector
needs per year per unit;

It will contribute more significant to the improvement
of the situation in the backward regions.

An increase of funding may be combined with issuing of
regulations on a maximum number of investments per PRI
planning unit, in order to avoid a continued fragmentation
of funds (e.g. the existing divisions of the funds across
the wards in some places). However, it should be noted
that putting such conditions may constrain efforts of
convergence with other programs and mobilization of local
resources.

As a counterargument for increasing the funding, some may
argue that the PRIs/ULBs lack absorption capacity, evidenced
by the documented in the level of unspent funds. However,
the findings of the Review Team suggest that:

2 The delays are caused by features in the planning and release systems, which can
be addressed by technical measures.

“ PRIs/ULBs have significant capacity to implement
projects when the funds hit the ground. Delays
are due to systemic and operational issues, mostly
outside of the PRI control;

“ The general systems for preparations, monitoring
and execution of local projects are in place, with
various levels of engineers, and support staff to
monitor and control the projects;

% The more than 50 projects reviewed had a satisfac-
tory quality and were implemented within short
time (typically 3-6 months) or were in the process of
being implemented;

“ There is a support from the upper tier of PRI in
case the lower tier has less capacity, particularly
the IP development officers and the engineers are
instrumental in this respect, but also the DDC/DEOs
and the planners at the district level;

% With additional funds, it may be possible to have a
higher level of economies of scale, as some of the proj-
ects will be reproduced in several places, e.g. the an-
ganwadi centers and systems for rural electrification.

However, even if additional funding cannot be raised, the
BRGF could be more efficient through a better targeting of
the funds to the backward regions.

It is important to keep the links between the funds for
investments (development grants) and CB support, but the
targeting of allocations can be improved with a few simple
allocation criteria (see below). It is also important to note
that a review of an adjustment of the BRGF cannot be seen
in isolation from the other funding schemes benefiting
the PRI and ULBs, such as particularly the grants from the
12" Finance Commission and the State Finance Commissions
(SFCs),and the level of decentralization in each State. A major
review of all these funding schemes could be warranted.

Allocation Criteria and Improved Targeting

The allocation of funds is supposed to target the backward
regions and the backward PRIs and ULBs within those
areas. A number of challenges have been identified. First
the criteria used to allocate funds across the 250 districts
are not backwardness oriented, but provide much more
funds per capita to the smaller districts, which tend to be
less backward, see charts 1 and 2. These smaller districts can
get many times more per capita than the larger districts,

26 part of the section draws from earlier work by the authors.
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and sometimes these larger districts are poor and deprived
areas, such the districts in Bihar. Second, within the States
and within the inter-district allocation there is some room
for improvement in most places. Some of the States such as
Andhra Pradesh and West Bengal have developed criteria
for backwardness, but there has been limited discussions
and sharing of experiences across and within the States.

Generally, the allocation criteria and the number of these
depend on the functions to be financed by the grants, and
the complexity of services to be provided”’. The allocation of
general grants and equalization grants, of which the BRGF is
a good example, should typically be based on criteria like:

°,

% Size of the Population: This is often the most important
criterion in the allocation formulas for general transfers
in most countries. The importance of the population-
based component in transfer formulas reflects the
assumption that a LGs' expenditure needs generally
grow proportionally or largely proportional with the
number ofinhabitants in a LG; The size of the population
is used in the general grant system in various countries
like Denmark, Norway, Sweden, the Philippines, Nepal,
Bhutan, Cambodia, East Timor, Bangladesh, Tanzania,
Uganda, Kenya, Rwanda and many others.

“ Demographic composition (population age structure):
Experiences have shown that the demographic
composition has a greatimpact on the costs of the LG
mandatory functions, e.g. a high number of children
in the school going age groups has a great impact on
the LG costs within the education sector, number of
elderly people on the costs within the health sector
etc,; These criteria are applied in countries such as the
Scandinavian Countries, Germany, Australia, Japan
and Uganda (in the equalization grant scheme)
amongst others.

“ Socio-population structure: Some sections of the
population need more support, e.g. in areas of
diseases, areas with high unemployment rate, areas
with refugees, etc. (examples of this is the Danish
system where unemployment rates is factored in)
and some sections are more vulnerable. In India there
is a good argument for inclusion of the size of the

27" As mentioned by Jergen Lotz“There is a balance between the degree of simplicity
of the system and its ability to smooth out important differences on needs. If
your criteria are not the best possible, the whole decentralization will not work.
Inefficiencies and personal inequalities will arise and result in political pressure
for recentralization. If the equalization system cannot be designed to capture
the important differences in expenditure needs, the system becomes politically
unacceptable’, Council of Europe, 1999.

SC/ST population as a criterion as done by several of the
States included in the review (e.g. Andhra Pradesh);

“ Costs of the Service Provision: The costs of the same
amount of services may vary from LG to LG due to
other reasons than demographic factors, e.g. due
to remoteness, lack of accessibility (geographically
larger LGs will have to spend more on transportation,
infrastructure and less possibilities for economies of
scale and or bundling of services, e.g. due to low
density of the population. The costs of services may
also be higher in certain areas with higher demand
on the goods (urban areas), and or less supply of
labor, differences in salary costs, and various goods,
etc. The impact of this has to be measured/estimated,
if possible by construction of a cost index reflecting
the cost differences of various key LG goods and
services across LGs;*® (Nepal as an example has made
a rough cost index, which is applied in the general
grant system and the size of the territory is applied
in many countries, e.g. in Uganda, Tanzania and East
Timor, as well as in the BRGF criteria applied across
the districts, but not within the districts)?’;

“ Demand for service: Certain areas or type of LGs
may have a need for higher standards or additional
services, like street lightning or solid waste treatment.
The opposite may also be the case, e.g. in areas with a
high level of poverty, where there is a need to spend
more on water supply, health care and other services.
Sometimes, proxies for this can be applied*’;

«» Level of Development as the Point of Departure: Often,
the existing distribution of infrastructure varies
greatly from the more prosperous to the poorest
LGs. This may lead to a wish to equalize the level of
services by counting the number of schools and
water taps, etc. and provide additional sources to
the LGs with a low endowment of specific services.
Although the objectives behind this initiative may be
noble and understandable, this procedure of tying
the size of an intergovernmental grant to a particular
level of infrastructure availability is considered a
“bad” practice in design of intergovernmental
fiscal transfers. The reason for this is that it creates

28 These criteria are typically applied at a rather advanced stage.

2% Yemen uses the criteria in the opposite manner, where the population density is a
contributing factor in the allocation system.

30 Norway is an example of a country, which is supporting defined remote areas in
the Northern part of the country and Denmark provides special support to the
islands.
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disincentives to improve on the service delivery, as
improvements will be punished in the following years'’
grant allocation. It is therefore better to develop the
other indicators, mentioned above, and/or combine
these with proxies for poverty, poverty count, (poverty
index) like Human Development Index and income/
consumption statistics, level of child mortality rates,
illiteracy rates, etc. Examples of countries, which are
using poverty figures or proxies for poverty/level of
development in the allocation criteria for some of the
grants are: Nepal, Bhutan, Uganda and Tanzania;

®,

“ In addition, use of physical infrastructure measures
should be avoided, e.g. the number of hospital beds
or the number school class rooms to allocate grants
amongst LGs. Similarly, the number of class rooms in
a LG area is a very poor measure of the educational
needs of LGs. Wealthier LGs, with greater resources
available for education, would likely have more class
rooms and thus receive more compensation per
capita under such a scheme, while poorer LGs would
receive fewer resources. Thus, allocating resources
in proportion to existing capital infrastructure would
perpetuate historical disparities over time or create
incentives not to improve the coverage rates.

Based on the BRGF field-missions, the following criteria
could be considered:

« The existing criteria size of population and area, with a
small weight for equal share;

% Size of the SC/ST population;
% Level of illiteracy;

“*  Number of people living below the poverty line.

For urban areas, in addition to these criteria — the number
of citizens living in slum areas seems to be a prudent
criterion.

It is important to keep the overall system simple and it is
generally recommended to start with only a few criteria - 3-5
criteria will often explain most of the variations in expenditure
need. The criteria need to be backed up by reliable,
transparent, up-to-date and non-manipulated information.

It is also important not to consider the BRGF grant as
the only scheme for leveling out of the fiscal gap - other
schemes such as SFC, the 12" FC and the sector specific
schemes, also needs review for better targeting of funds.
It is also important, not only to consider the fiscal gap
objective in the BRGF, but also its role in stabilizing the local

structures, promoting local planning and enhancing the
performance of PRIs and ULBs. On the latter, it is surprising
that none of the States have yet tested performance-based
allocation criteria, as this is an option mentioned in the
BRGF guidelines and as this is strongly supported amongst
many of the stakeholders met. There is a great room for
introduction of various measures for performance rewards,
to promote better PRI/ULB performance in various areas.

Performance Criteria

According to the BRGF guidelines, the States are guided to
use performance measures in the allocation. There are many
good reasons to apply a performance-based allocation
in the case of the BRGF grants, as some of the objectives
are to enhance the PRI/ULB performance and functional
capacity to perform their mandates. Performance-based
Grant Systems (PBGS) have a strong potential to support
the existing impact of the development grant and capacity
building support, by creating a mutually strengthening
circle between the development grants - the capacity
building support — and the regular assessment of the PRI/
ULBs' performance with clear indicators for measurement
of this. The assessment and incentive system promote
efficient use of the CB support, and the CB support is used
to enhance implementation efficiency in the handling
of development grants. More effective spending, and
performance will be rewarded and this promote stronger
performance, see the figure 1, which summarizes the
lessons learned from similar schemes around the world*'.
A paper by Jesper Steffensen, one of the co-authors of this
report, “International Experiences from Performance-Based
Grant Systems-Concept and Lessons Learned” elaborates
the international experience.

Some of the indicators to be considered in the future system
under the BRGF could be:

°,

% Performance in PFM

¢ Adherence with the submission of plans on
time

¢ Quality of the plan, including visions, strategy,
challenges and linkages to projects

¢ Planning and budgeting for maintenance and
management of assets

& Status of the books of accounts
& Useof UCs

3 As mentioned, Orissa has planned experimenting with performance-based
allocations, and West Bengal has commissioned an ongoing study to review the
various options.
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Mutually Strengthening Components of a Performance-Based Grant System

1. CAPITAL/DEV. GRANT

« Clear formula-based distribution
- Performance-based award

- Significant local discretion

a

b

2. ASSESSMENT PROCESS/INCENTIVES

- Assessment manual with clear indicators

Institutional Set-Up

3. CAPACITY BUILDING GRANT (Demand Driven)

» More easily available than capital grant

« Combination of local discretion and supply-side
constraints/inputs

e

~ |

» Annual assessment process (contracted out)

© © 6

LGs use capacity-building resources to improve performance in response to incentives!

¢ Timeliness in reporting
¢ Follow-up on audit reports

¢ In places where PRIs have been assigned own
source revenues - the trends in revenues and
the methods of collection could be included as
indicators.

®,

“ Governance and Transparency

@ Publication of plans, budgets, accounts and
audit reports

¢ Involvement of the people in Gram Sabhas and
level of dialogue

¢ Social audit

¢ Existence of project sign boards and project
books

“ Project implementation performance
® % of projects implemented on time
¢ Targeting of projects towards SC/ST groups

One of the most important lessons from the design of
implementation of the PBGS is to keep it simple, transparent
and with a high degree of neutrality and quality in the regular
assessments of the local performance. Otherwise, it will defeat
its purpose and may lead to arbitrary allocations and ad hoc
measures. The review has documented the need for testing

of systems like this in India, but also the design challenges in
terms of the vast number of smaller PRIs to cover, including
the logistical challenges in the assessment process. As the
system of local governance in many areas is rather incipient
with relative few functions devolved to the PRIs/ULBs and
relatively low PRI autonomy, the identification of indicators,
which are under the PRI/ULB control/attribution, is going to
be an important part of the work.

Timing of releases and Procedures for Transfers

When the size of funds has been determined and the
allocation criteria fixed, another bottleneck for the efficient
operation of the BRGF has definitely been the system of
approval (see the Planning Section), for fund release and
procedures for transfers. As mentioned in the description
above, funds are released by the end of each FY and
sometimes even after this. The Review Team assesses that:

% The system is too complicated with the various
ceilings and requirements on utilization prior to next
releases. The implications of this are irregular, non-
predictable and delayed transfers;

% It is not possible to treat funding year by year in
isolation as it is done, but that the most importantis to
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review the cumulative spending, total transfers against
the use of funds, review the size available at the bank
accounts to ensure some absorption of funds;

“ The system does in many cases collectively harm
districts which have prepared plans in time, as these
are handled by HPCs in batches;

% The delays undermine the credibility of the local
planning and budgeting process;

“ The fund release goes through too many layers and
steps in each, demanding a period of 3-4 months
from approval of plans and releases to the funds
are available for the GP, the fund release system of
Madhya Pradesh should be studied and if feasible
rolled out;

% UCGCs should be clarified and be a part of the reporting
for use of funds, physical and progress reporting;

*» The transfers in the end of each FY or even after the
FY allows for less time for spending prior to reporting,
which again harm the next installments;

% Thedelays in funds may lead to a tendency to initiate
smaller projects, which can be implemented quickly,
i.e. a factor deterring larger investments (with
potential larger impact);

“ As mentioned in the Program Management Section,
each tier of government should be strengthened to
avoid delays due to man-power limits.

Autonomy and Use of funds

The basic principle behind the BRGF is that it should provide
untied grants for the PRIs/ULBs to use and to strengthen
the entire processes behind local planning, governance
and decision-making. This is also the case in some of the
States and in many districts. However, in others States
through various forms of guidelines and interventions,
and in practices applied at the DPC level, the upper tier has
often a strong “hand”in guiding or in some cases “dictating”
the range of most feasible expenditure areas, such as e.g.
GP buildings and/or anganwadi buildings. This is of course
a learning process at the nascent stage of the program,
and it will require more awareness raising and knowledge
about the basic ideas behind the program. However, in
some States, it has led to some frustrations about the lack
of influence from the grass-root levels, and this may over
time impact negatively on the incentives to be involved in
planning if the local priorities are overridden by a higher
authority. It will require stronger guidance from the central

level about the principles behind the program and further
clarification of the investment menu for the development
investments in the BRGF guidelines.

Maintenance

Maintenance of the accumulative larger stock of investments
is going to be an increasing challenge, without clear rules
and principles for who is in charge, how is it funded, the
procedures for planning and budgeting of maintenance,
etc. It is necessary to provide more detailed guidelines on
this, and allow the PRIs/ULBs an option to use up to a certain
share (e.g. 5%) of the development grant on maintenance of
local assets. Proper handling of the maintenance issue could
also be one of the potential performance areas measured
in the future more performance-based grant allocation
system. Finally, the CB support should also focus on issues
such as asset management and registers.

2.10

Based on a review of the development funding component
of the BRGF in the eight (8) States, sixteen (16) districts and
eight (8) ULBs, the Review Team recommends the following
(main responsible tier is in bracket)**

Coverage of BRGF:

0,

% (Central level): There are many other backward
regions not tackled by the existing scheme, but an
up-scaling of the program cannot take place with
the existing resources available for the BRGF, and
should not happen prior to refinement of some of
the operational bottlenecks identified in the review;

«» (Central and State levels): The involvement of the
ULBs should be clarified in all guidelines at the
central and state levels. The ULBs need to receive
more information about the resource envelope,
support to the planning and CB;

“ (Central level): Increase, if possible, the amount of
funding available for each PRI/ULB involved in the
BRGF, as the present level is the bare minimum for
meaningful investments for each unit and largely

32 More state specific recommendations are included in the State Reports, see
Volume Il.
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inadequate to address the regional imbalances®.
This problem is also related to the lack of targeting
in the allocation formulas across districts and within
districts. The increase in the overall BRGF allocation is
important to make the PRIs/ULB more relevant players
in the local planning process, to enable the PRIs/
ULBs to make more significant investments in local
infrastructure and to strengthen the local governance
systems and procedures. Various means for this should
be explored through a “sourcing study’, review of
the overall funding system for PRI infrastructure and
service delivery, possibilities such as merging of other
funding streams, increasing the Gol priorities for BRGF,
involvement of development partners, etc.

Convergence

o,

“ (Central and State level): Convergence can be
supported at the margin through stronger pressure
from the top level on the line department to
release information on expenditures, breakdown of
budgets on tiers of government and institutional
strengthening of the cross-sectoral bodies, such
as the HPCs. However, the real convergence will
only take place if the way resources are transferred
from Gol to the States and from the State to the
PRIs changes, shifting the balance towards a higher
level untied funds to the PRIs, and/or genuine sector
(conditional) grants to the PRIs to ensure that PRIs
have a strong say on sector priorities and possibilities
to coordinate across the sectors and the local levels.

Flow of Funds

Currently, MoPR and States rely on utilization certificates
by PRIs/ULBs as the primary tool for fiduciary assurance.
Internal and external audit are weak in most states. Two
sets of recommendations are made below, the first one
modifying the current approach and aiming for moderate
improvement, and the second one adopting the true spirit
of the BRGF and emphasizing strengthening PRI/ULB
accountability systems.

Option 1

°,

“ (State level): Introduce a system of quick bank
releases, directly from the State level to the PRIs/
ULBs, learning from the apparently successful system
introduced in Madhya Pradesh;

3 Only 1-2 meaningful projects per year per PRI unit seem to be limited compared

to the existing service gaps and the operations and costs of a participatory
planning process.
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(Central level): The system of requirements for
utilization and releases should be reviewed and
reformed with the aim to ensure that funds are
available in a timely manner forinvestments, including
a system with a higher level of up-front loading of
funds and funding flow, e.g. replenishments, based
on maximum levels of funds on accounts. The
divisions in funding years and fixed percentages for
each year should be abolished. There are various
options for a more reliable and robust flow of funds
procedure, such as:

1. Quarterly or biannual transfers against proper
reporting on use of funds with allowed time-lag
for utilization/check of reports within a certain
ceiling - funding of next installment depends on
proper reporting of last installment but one;

2. Various systems of replenishment with high
level of front loading of funds to ensure that
funds are always available within a ceiling,
permission to keep a higher level of unspent
funds;

3. The discussed system between the MoPR and
the banks whereby each PRI/ULB has a drawing
right up to an authorized ceiling, funded by the
state bank, which gets replenishment from the
central banks, which in turn is funded by Reserve
Bank of India from the MoPR authorization.
Payments are done using checks, which are
authorized up to the ceiling for allocation for
each PRI/ULB. In the case of MP, the banks are
funded up-frontforthese services. Certainissues
will have to be resolved such as establishment
of imprests, and/or payment of interest rates for
the out-out of funds;

4. Special replenishment system: As an alternative
to the present system of release of funds
based on percentage release, MoPR should
consider providing an ‘Imprest Fund’ to States
which is restricted to a special size, e.g.# of
district x Rs 10 crore (the uniform allocation for
a district). On a quarterly basis the districts will
raise a claim to the MoPR for reimbursement
of the expenditure incurred during the quarter
supported with UC for the completed
schemes. As at present, MoPR will ensure that
the UCs include only those completed schemes
whichwereincludedinthe Annual Plan approved
by the HPC, and where necessary by MoPR,



o,
£

subject to changes in the approval procedures
for projects. If found in order, the funds will be
released to replenish the imprest fund. Thus at
all times the state will retain a fixed imprest. In
the last year of the scheme - whichever year it is
- this amount will be adjusted.

It should also be considered to reallocate unspent
balances of slow PRIs/ULBs to fast ones within a FY;

In all cases, there should be a better communication
about the size and flow of funds;

Each PRI should be treated individually, i.e. the
delays in planning and reporting in one PRI should
not impact negatively on all the others.

Option 2

Given the low level of funding for PRIs/ULBs, a further
simplified approach could be considered. It provides
one-tranche transfers and puts much more emphasis on
strengthening the state systems that relate to PRI/ULB
accountability. This is a preferred approach.

o,
£

For each year, the total annual allocation for each
district should be released in a single tranche from
the Center to the State. The only requirement for the
release of the funds would be that the draft District
Development Plan consolidated by the District
Planning Committee is endorsed by the State High-
Powered Committee.

The State, in turn, should release in single tranche
(through direct electronic transfers into PRIs/ULBs
bank accounts) their annual allocation based on the
agreed formula.

The financial transfers from the State to the PRIs will
constitute program expenditure for the purpose of
BRGF. The State will submit UCs to the Centre to the
extent of the release of the block grants to the PRI/
ULBs.

BRGF will not track expenditures at the PRI level
but will rely on the fiduciary systems at the state to
ensure the necessary oversight of public expenditure
at the PRI/ULB level.

This system is predicated on the State’s ability
to efficiently and effectively oversee the public
expenditures at the local government level through
financial reporting and auditing systems. States will
need to follow up on issues raised by audit reports,
and local government reporting against planned

®,
*

and budgeted activities and outputs. The financial
reports should incorporate all sources of funds at the
PRI/ULB level, including BRGF funds.

The State systems, especially the performance and
financial reporting system and the auditing and
oversight system, should be assessed by MoPR and
specific strengthening activities incorporated into
the design of the State capacity building program.
The BRGF Unit of MoPR and the State nodal agencies
should pay specific attention to the working of these
systems during periodic supervision.

Approval Steps and Planning

o,
°n

(State level): In some States, the districts (ZPs) are
keeping the funds for allocation based on projects
of IPs and GPs. This practice should be avoided.
Resource envelopes to the PRIs of all tiers should
be provided and the GPs should know the resource
envelope before they start planning. Similarly, since
the IPs are independent planning units, they should
also be provided with fund allocations;

(Central level): The involvement of higher tiers in the
approval of prioritized projects should be reduced
to ensure that the priorities of the PRIs are reflected
in the final decisions; and to avoid delays. PRIs/ULBs
should be allowed to make the final decisions within
the prescribed guidelines, subsequent to effective
monitoring and auditing (including follow-up on the
audit results). The system should move away from
ex ante control to ex post audit, monitoring and
evaluation;

(State level and PRIs/ULBs): The planning process
should start much earlier e.g. in July (instead
of March). All upper tiers should ensure proper
information to the PRIs/ULBs about the size of the
budget envelope and ensure that they can plan
within this. Stronger technical guidance from the
DPC secretariat should be pursued prior to the PRIs’
adoption of the plans, instead of after the point of
time where the plans have been adopted;

(PRIs and ULBs): Planning with hard budget constraint
right from the GP level should be practiced. At present
the GPs identify projects without having knowledge
of the resource envelope. This has resulted into GP
plans being mere wish lists on the one hand, and
development of ‘planning fatigue’ among the Gram
Sabha members on the other.

Development Grants
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Targeting of resources and Allocation Criteria

°,
*

(Central level): In order for the BRGF to follow the
equalization objectives and targeting of backward
regions, the Gol should challenge the States to
improve the targeting of the allocation of funds across
the districts by inclusion of better data on expenditure
needs and backwardness. Expenditure needs data such
as the size of the ST/SCs, population BPL, composition
of labor force, etc. should be explored and robust and
reliable criteria included in district allocation formula;

(State level): The States should work on an
improvement of the targeting of funds across the
PRIs/ULB (and within each tier) through elaboration
of various backwardness criteria, based on objective
and robust principles;

(State level): It should be considered to create a
relation between the allocation of funds and the PRI/
ULB performance in areas such as timing of planning,
quality in plans and timely accountability, in order to
avoid that funds are lost due to lack of absorption
capacity at some places and delays in others and
to promote improved performance. Work should
be initiated on elaboration of performance-based
allocations using simple system for assessing the
performance of the PRIs/ULBs, with a set of indicators
of performance, a manual and a performance
assessment system (of a high level of credibility and
neutrality) — and a reserve fund for topping up of the
best performing PRIs/ULB.

Investment Menu and Maintenance

o,
°n
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(Central and State level): Ensure stronger
considerations on the maintenance issues through
issuing of guidelines on this. CB support should be
rendered to establishment of assets registers and
maintenance plans for PRI/ULB investments should
be planned for an executed, with clearly identification
of source for maintenance and budgeting for these
costs. PRIs/ULBs should be allowed to use up to 5%
of the development grants on maintenance;

(State and DPCs): Allow PRIs/ULBs full discretion in
the investments within the prescribed investment
menu/eligible expenditures and continue with
genuine untied grants. It should be ensured that
the PRIs/ULBs have undergone sufficient CB support
and training to fulfill their roles and mandates and to
enable their decisions to be taken, backed by a solid
evaluation of the existing service gaps and needs.

The BRGF guidelines should be clarified and the
initiative should be regularly followed-up;

(Central level): The districts are not using the 5% amount
of development grant for salaries for new functionaries
because of their inadequate understanding of the
guideline. The BRGF guideline allows that a State can
develop its own guideline within the spirit of BRGF
should be clarified on this point;

(Central): Clarify in the BRGF guidelines that the
focus on the investments should be on public goods/
infrastructure and not on support to individual
needs/private goods;

(State level): Ensure clear rules on focusing of
investments on the SC/ST groups in the spirit of the
BRGF Guidelines;

(PRIs/ULBs): Pursue to avoid splitting of the funds
for investments across all wards, as this leads to
fragmentation of projects and lack of tangible impact.
There is a tendency to have very small projects to
please all the wards at the block level, but this may
not be the most efficient approach in terms of impact
on service delivery and reduced backwardness. (State
level): It should be considered to fix a maximum
number of projects to be launched each FY for each
PRI (e.g. 4-8 projects) depending on the type of PRI/
ULB and the available resource envelope.

Communication and guidelines

®,
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(Central level): The Gol should collect and disseminate
information on good practices for flow of funds,
including exploring the reasons why some of the
States manage to release grants to PRI much earlier
and faster;

(State level): The State should improve information
to PRIs/ULBs on allocation of funds and allocation
criteria and strengthen the communication strategy
and dissemination of information, including good
practices;

(Central level): Clarify the UC instrument, including
who, how and when as part of the general up-date
of the BRGF guidelines;

(State level): Should strengthen monitoring and
evaluation of the UCs, based on clarification of this
issue as part of the BRGF guidelines (see M&E Section
of Report;

(State): Issue
procurement.

clear guidelines on local PRI



As mentioned in the introduction, planning is one of the
core areas to be supported by the BRGF. Within the area of
planning, the BRGF Guidelines provide among others that:

a. Each Panchayat or Municipality within the backward
district concerned will be the unit for planning under
BRGF;

b. Panchayats at the village, intermediate and district
level, as well as municipalities, will undertake
planning and implementation of the program;

c. PRIs and ULBs shall prepare a participatory district
development perspective plan to address the
backwardness;

d. Programs and projects identified for implementation
under the Fund will be selected through people’s
participation;

e. The participatory plans prepared by each Panchayat
and Municipality will be consolidated into the district
plan by the District Planning Committee (Article 243
ZD of the Constitution).

Planning Issues

This section describes and assesses the participatory
planning process being used, the institutional arrangements
for planning, the quality of the plans produced, and the
use of PlanPlus software. It gives an overall assessment of
the integrated district participatory planning process and
makes a number of recommendations that could support
the deepening and consolidation of the planning process.

3.1 The Participatory Planning Process

The guidelines for planning are provided in the BRGF Program
Guidelines* and detailed in the Manual for Integrated
District Planning. They are based on the Constitution’s 73™
and 74" Amendments that mandated local planning to
the village Panchayat, intermediate Panchayat and district
Panchayat levels as well as to urban local governments, and
their consolidation into a District Plan in each district. The
guidelines, among others, provide that the plan preparation
should start at the Gram Sabha level with the GP finalizing
the plan based on the priorities from the Gram Sabha.

TABLE 12: The Participatory Planning Process at GP level

Adherence to a Planning Disclosure of Line
Consultative Process Awareness of BRGF Time Table enabling Departments Commitments
State from Gram Sabha (PRI) = Budget Envelope by GPs = finalization before the FY and Expend?*
Andhra Pradesh Yes No No No
Assam Yes Yes No No
Bihar Est. 40% of the GPs No No No
Chhattisgarh Yes No No No
Madhya Pradesh Yes No No Yes
Orissa Yes No No Yes
Rajasthan Yes No No No
West Bengal Yes Yes No No

Source: State reports

34 Please refer to Chapter 2 and Annex 2 of the BRGF Guidelines.

35 The details are discussed under the quality of the plan, convergence sub-section.
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Table 12 gives an overview of the extent to which the
participatory planning process has been implemented at
GP level in the sampled States.

From the Table above and according to the information
gathered in the field discussions, a number of observations
and inferences can be made in regard to a number of issues
related to planning.

Consultative Process from Gram Sabha (level
of participation)

In the PRIs, the planning process was reported to be
starting from the Gram Sabha level. Whereas the level
of participation of citizens in the Gram Sabha meetings
varies greatly from place to place, there is anecdotic
evidence to suggest that the level of participation in
the Gram Sabhas meetings has gradually improved in
all States. This improvement was associated to the BRGF
that provides a significant proportion of the discretional
development funds for GPs (see Section 2). In Rajasthan
State for instance, it was argued that, notwithstanding
the differences in the quality of participation, with the
introduction of the BRGF, the plans have for the first time
been generated from the Gram Sabha level. In West Bengal
State, a two pronged approach has been employed to
elicit the participation of citizens in the planning process
as shown in the text box 1.

However, there were a number of concerns in regard to the
nature and depth of participation.

a. Some Gram Sabha meetings had only experienced
a low level of attendance. This was attributed
to the often sub-optimal preparations of these
meetings in terms of timing and announcement of
meetings.

There are also a few cases where the Gram Sabha
meetings are not conducted. For example in Bihar
State, it is estimated that only about half of the PRIs*
have well functioning Gram Sabha with regular
meetings amongst the villagers.

The planning guidelines require that special
attention be given to women and disadvantaged
groups so as to enable them to take a lead in
planning. Regarding women participation, in
Chhattisgarh State, only a few of the women the
Review Team interacted with had attended Gram
Sabha meetings and in Andhra Pradesh State, it
was reported that women involvement was low
but improving since the start of the BRGF, although
this is hard to ascertain without a clear baseline
and more quantitative survey methods. Regarding
the involvement of SC/ST groups, no real targeting
has been done, although, some of the districts have
started making good records of the share of projects
benefiting the SC/ST segments of the population,
e.g. in the districts visited in Andhra Pradesh.

In case of the ULBs, the Review Team noticed
that the planning process does not involve the
holding of Ward Sabha meetings as prescribed in
the planning manual. In Banswara Municipality,
Rajasthan State for example, it was reported that
there are no Ward Sabha meetings and the Ward
Councilors bring the priorities to the municipal
level. There are also cases where the community
members submit their proposals directly to
the Municipality. There were similar cases in
Samastipur Nagar Parishad, in Bihar and Malaikand
Municipality in Madhya Pradesh as described in
text box 2.

A two-pronged approach used in West Bengal for Participatory Planning

a. Anintensive approach implemented in 921 GPs which is highly participatory from the Gram Sabha level. It was reported
that this process has increased ownership of the process and outputs by the people and facilitated the identification of local
resources. The above notwithstanding, the process was reported to be highly resource (financial, human and time) intensive
and may face challenges in replicating and scaling up. For example, the State estimated that “/t would take 6 more years of
continuous efforts and 5 times of the currently available resources to cover the State”

b. A non-intensive approach where planning process is supported at the GP level. This approach was reported to be modest but

practical within the available resources in 2474 GPs.

First Independent Review of the Backward Regions Grant Fund — Synthesis Report

3 This is based on interviews with State level representatives and representatives
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Experiences from Samastipur Nagar Parishad (ULB) and Malajkand municipality
(Balaghat district)

The planning of the proposals for the BRGF has been very confusing for the ULB, Samastipur Nagar Parishad - Bihar State. For FY
2007/08, the ULB was not consulted and projects were selected by the district without sufficient involvement of the ULB. The ULB
now have great difficulties in identifying land for these selected projects.

For FY 2008/09 The ULB has submitted projects in the tune of Rs 8 crore (813 projects, a very high and unrealistic number), but
these have now been reduced to 18 projects by the district technical planning unit (Rs 72.90 lakhs) without consultations with

the ULB. These changes have caused frustrations and lack of ownership to the projects. A new meeting between the ULB and the
district to discuss these issues was agreed during the meeting with the Review Team. The ULB has been poorly informed about the
available resources, the need to submit proposals within these ceilings and the eligible expenditures from the BRGF. The BRGF is
highly appreciated by the ULB, but the implementation has been highly flawed with lack of information and support.

In the case of Malajkand municipality (Balaghat district), MP, it was observed that sanctioned works for Rs 23.5 lakhs for 2007-08
were dropped/changed by the municipality on the ground that funds for these were since obtained under a loan from Housing and
Urban Development Corporation. It was also observed that schemes proposed by the municipal council for year 2008-09 for Rs 232
lakhs were later substituted at DUDA/DPC level with schemes for Rs 40.2 lakhs which do not fall under the municipal functions and
are the prime responsibility of the line departments e.g. one school library and two anganwadis. This is a clear case of interference

in the municipal affairs and disregard to the municipal council powers to select schemes.

Publicizing Relevant Information Prior to
Planning

It is a requirement in the guidelines for the PRIs and ULBs
to indicate the broad order of resources that would be
available to the different levels and each local government
prior to the planning process.

In West Bengal State, information relevant to planning
was publicized and circulated to people in the respective
villages (for example through wall writings) emphasizing
the importance of and procedures for participation in the
planning process.

However, save for Assam, there were concerns in the other
States. Some of the examples are given here below:

a. In Bihar State, in 2007/08, the PRIs submitted
numerous proposals without any links with the
resource envelope available. Even in FY 2008/09, the
proposals submitted to the block and the DPC levels
greatly exceeded the amounts available. The project
were therefore cut off at the technical preparatory
level (district planning team)”, leading to some
frustrations amongst the political representatives;

b. In Chhattisgarh State, a Sarpanch noted that this
(planning) exercise is therefore not rewarding to
them, and there is no enthusiasm among Gram
Sabha people in the planning exercise;

37 Consisting of the DDC, the chief planning officer, the engineer and some of the

heads of departments.

¢. In Rajasthan State, in many cases, information on
allocations was posted on the websites, but these were
seldom visited by the ordinary citizens necessitating
the need to complement this communication mode
with other information dissemination mechanisms.
Starting this year, the allocations have been
disseminated, but the GPs have been requested to
plan for 150% of their allocation. Whereas this may
speed up the planning process, it may compromise
the quality of prioritization as the ‘priorities’ will
always exceed the available resources, rendering the
final decision-making to another level. The foregoing
notwithstanding, this is clearly a compromise to deal
with unpredictable budget release to GPs;

d. Inaddition to lack of sufficient information about the
amount of funds available, many people were not
aware of the allowed expenditure areas. In Rajasthan
State for instance, some projects (like construction of
perimeter walls) were dropped at the DPC level on
claims that they were not eligible, yet the community
members were not provided with this information.
This created a lot of frustration.

Adherence to a Planning Cycle

In all States, frequent non-adherence to the planning cycle
and delays to submit plans was observed. In Bihar, regarding
2009/10, only one out of 38 districts had submitted the
planning input from the DPC to the State by the time the
Review Team visited the State, yet the July 15, 2009 deadline

Planning Issues
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set by the State of Bihar for the DPCs to submit their plans
for 2009/10 was approaching. Therefore it was expected
that only a few would be able to comply.

The planning process is delayed due to various reasons.
The main one is the delay in starting the process. For
example, Rajasthan State informed the Review Team that
on the basis of funds provided by Gol for the 2008/09 FY,
all the districts have been given detailed instructions to
submit their plans by end of June 2009. Table 13 shows the

timeline for State wise preparation of the BRGF plans.®® It
shows that the planning exercise started at best very late
and did not follow the process as detailed in the planning
guidelines.

Another cause of the delays is the multiple approval levels
especially by the DPC and the High Powered Committee
(HPC). Yet the BRGF guidelines state that avenues of
consultation have to be open, but without too many steps
before plan approval (BRGF Guidelines page 38).

State Wise Preparation of the Plan (Rajasthan)

Sr. No. Description of the Work Plan Date of Completion
1 To prepare Vision list by Gram Sabha 15% June, 2009
2 Preparation of work plan by each Panchayat and Municipality/Municipal Corporation 25% June, 2009
3 To prepare integrated District Plan for the year by the District Planning Committee 30" June, 2009
4 Approval of District Plan by State Level High Powered Committee 315t June, 2009

Source: BRGF progress note by Rajasthan State to the Review Team. As there is no 315 of June, the note must be changed to July 1, 2009.

Composition and functions of the DPC (Rajasthan Panchayat Raj Act 1994)

The DPC shall consist of a total of 25 members, out of which 20 will be elected representatives of Zila Parishad/Municipal
Corporation based on the proportion of population in rural and urban areas.

a. The DPC shall have the following 5 nominated members:

a. District Collector;
b. Chief Executive Officer - Zila Parishad;
c. Additional Chief Executive Officer - Zila Parisjhad; and

d. Two members from the MP/MLA or person nominated by the State Government from the heads of Government

Institutions/Bodies

b. The Zila Parishad Chairperson is the head of the DPC and the Chief Planning Officer is the Secretary.

c. As per Constitutional mandate, the main work of the DPC shall be to consider and consolidate the plans prepared by the
Panchayat Samities and integrate them into a District Plan for the development of the District and forward the same for

consideration and approval of the State Government

All the 48 districts have duly constituted DPCs and with duly elected representatives. The District Planning Committees are headed
by the Minister in-charge of the District as Chairman with elected members from the Panchayat and Urban Local Bodies as members
The elected Members of National Parliament (MPs) and Members of State Legislature (MLAs) are permanent special invitees.

The function of the District Planning Committee is to prepare a consolidated district development plan for the entire district. In
2001-02, the decentralized planning process was introduced in Madhya Pradesh and distribution of state budget into district
budget was introduced so that the resources are available for different schemes of various departments in the district. The District
Rural Development Agencies (DRDAs) continue to exist as separate and distinct bodies with President of the Zila Parishad as
Chairperson. Funds pertaining to many rural development programs are channeled through DRDAs.

Source: For Rajasthan see - BRGF progress note by Rajasthan State to the Review Team.

3% please refer to the State Report, Volume II.
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3.2

The 73 and 74" Amendment to the Constitution made it
compulsory to constitute the District Planning Committees
in the States together with the constitution of three-tier
Panchayat system and constitution of Urban Local Bodies.
Under Article 243ZD of the constitution, the District Planning
Committees have a mandatory function of formulation of
district plans, monitoring and evaluation at district level.
The DPC has also been enshrined in the respective State
Panchayat Raj Acts. For example, the Rajasthan Panchayat
Raj Act 1994 section 121 and Madhya Pradesh District
Planning Committee Act 1995 provides for the District
Planning Committee (DPC). The composition and functions
of the DPC are presented in Text-box 4 below.

Table 15 presents the existence, roles and functioning of the
DPCin the respective States.

Existence and meetings of the DPC

Despite the fact that in some districts DPCs meet sporadically,
the requirement by the BRGF to have the DPC formed and
plans approved before funds are released has supported the
implementation of the Constitutional Mandate for DPCs.

However, the formal composition of the DPC is dominated
by the elected members (at least 80%) and there is no
formal requirement to have representation from line
departments and NGOs. The implication is that the
planning potential of the line department’s staff has not
been maximally exploited.

Functioning of the DPCs

Regular
States Meetings DPC Secretariat (Planning Team)
Andhra Pradesh | Yes No
Assam When needed No
Bihar No Strong rf)I.e in ﬁna! prioritization
and decision-making
Chhattisgarh When needed No

Madhya Pradesh | When needed | Yes

Orissa When needed Yes
Rajasthan Yes One Planning Officer
West Bengal In some districts | SRD Cell

Source: State Reports.

The DPC Secretariat and Support Mechanisms

The Planning Offices in the respective districts are
supposed to provide the secretariat for the DPC with
the Chief Planning Officer as the Secretary. However, the
capacity of the planning secretariats is generally weak.

In Udaipur ZP, Rajasthan State there is one person in
a district (Chief Planning Officer) who is supposed to
coordinate all line departments, but the officer does not
seem to have the requisite skills to manage the planning
process in the district. The situation was reported worse
in the ULBs where there is nobody performing the
development planning function making the function
being performed on an ad hoc basis. In Assam, in the
two districts visited, the CEO of the ZP is the sole officer
responsible for planning as there is no specialized
planning unit.

In Andhra Pradesh, the two districts visited were
supported by facilitators (TSls) in one full planning cycle
(FY 2008/09), but this support has been discontinued, as
it was seen to be sub-optimal.

In Bihar State, in both districts visited, district planning
teams which prioritize projects prior to the DPC meetings,
have been established. These planning teams comprise
of the chief planner, the DDC/CEO, some heads of
departments and the engineering department. However,
the role of this unit in planning, particularly in the approval
and prioritization vis-a-vis the PRIs should be clarified. Some
of the PRIs complained that this unit changes the project
priorities submitted from the grass-roots.

Role of DPC (planning support,
approval and monitoring)

Participation of Line
Departments in DPC

Prioritize and approve plans Participate — not active

Approve plans Participate — not active

Discussion forum and formal

Participate — not active
endorsement

Project approval - some times

Lo Participate — not active
change priorities

Prioritize and approve plans Participate - not active

Approve plans Participate — not active

Project approval — some times

L Participate — not active
change priorities

Project approval Participate

Planning Issues
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In West Bengal State, the capacity of the DPC secretariat (SRD
Cells) was satisfactory possessing sufficient numbers, skills,
commitment and clout to facilitate the planning process.
Whereas all the information on the line departments
was not provided, the SRD cells attempted to exploit the
planning potential of the line department staff at the Block
level through involving them in the planning meetings.

Role and Work Modalities of the DPC

During the DPC meetings, the elected representatives and
the line department officials are supposed to deliberate
upon the merit of the proposals. They approve a number of
these and sent the proposals for High Powered Committee’s
final approval.

In this approval process, the priorities from the GP level
are not necessarily adequately addressed. As the costs
of the projects in the GP submitted plans often exceed
the amounts available, the final decision made by DPC is
likely to lead to a reduction of the number and size of the
projects or changes made in the same. In Madhya Pradesh
State, discussions in some of the villages revealed that
village priorities had either not been addressed in the plans
or had somehow been sidelined. For instance Magarkatha

GP revealed that it required a pucca AWC, drinking water
facility and toilets, but had instead received a community
center, which is not currently used. Since construction was
completed five (5) months ago, and despite the fact that
eight (8) weddings were held in the village, it has never been
used by villagers. In Banswara District, the DPC approved
the construction of hostels without reference to the
priorities emanating from the GP levels. In Rajasthan State,
it was argued that the practice of the DPC not honoring the
GP priorities could be because the GPs are not provided
with budget allocations to address their priorities, thereby
increasing the temptation for the DPC to interfere. Overall
the fact that the DPC makes the final decision compromises
the intended local decision making and governance.

In Bihar, it was noted that the function of DPC as a coordinator,
as well as body that screens projects and provides guidance
is still not well performed, and most of the decisions and
activities are taken at the technical level. DPC interventions
are too late, and it is not active in providing guidance and
monitoring the PRIs/ULBs. It was noted that the preparation
of the members for the DPC is weak, with lack of sharing
of minutes, lack of supporting materials, such as overview
of spending and plans, etc. Text box 5 gives a case of the

Approval process in Madhubani District — Bihar State

The proposals from the GPs and the Block levels always greatly exceed the amount of funds available. The proposals are first
screened by the Block Development Officer and then by a technical expert group at the district level, consisting of the CEO, the

heads of departments, the Chief Planning Officer, Engineer and others. This group scrutinizes the proposals and reduces budgets in
case where these are exaggerated (which is nearly always the case), withdraws proposals, excludes projects, which according to the
technical review, should be conducted under other schemes, and withdraw schemes, which are outside the investment menu such
as maintenance projects.

DPC formally approve this, but there are few meetings in the DPC and these are not well prepared. There is no documentation
available on the previous use of funds at these meetings, no information on sector investments, etc. The proposals for 2009/10 from
the PRIs/ULBs were not available at the point of time for the meeting in the DPC on July 11, 2009. There was only one meeting in
2008 (May) and one on July 11, 2009. In the meeting on July 11, 2009, the proposals from PRIs/ULBs were not even presented in
draft format for the members, but the District Planning Committee with strong guidance from the DDC/CEO, authorized the DDC/
CEO to approve all plans when proposals were received from the PRIs/ULBs, without any further meetings; This contrary to the rules
about the role of the DPC.

In reality, the proposals are submitted to the State Government without a real approval, but based on the proposals from PRIs/ULBs,
with administrative changes, and without any confirmation and agreements from all PRIs that some changes have been made. All
this is basically caused by delays in the planning process, cumbersome approval and fund release procedures and a wish to process
the proposals fast to avoid further delays, and lack of awareness/understanding of the spirit in the BRGF local planning process.

At the DPC meeting on July 11, 2009, several of the members of the DPC from the Zila Parishads complained that proposals were
changed without prior information and endorsement of the respective PRIs. They also complained that they had not been informed
about how funds from last year were spent, and there were no documents at the meeting clarifying this. One member said: “We

don 't know what is going on, and we are supposed to be accountable to our constituency”. The CEO just concluded the FY 2009/10 DDC
planning meeting saying that: “we will proceed with the plans of the PRI at the technical level and send them to the State Government”
as soon as possible.
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approval process in Madhubani District to illustrate some of
the work modalities of the DPC.

Participation of Line Departments in DPC

The relationship between the DPC and the line departments
is unclear. This issue was raised several times, for example
during the meeting in the DPC in Madhubani District on
July 11, 2009. Overall, the DPCs are still not sufficient strong
to ensure convergence, and the line departments are mostly
acting as observers during the meetings.

Planning institutions at the GP and
Intermediate Panchayat Levels

The BRGF guidelines provide for the Gram Panchayat
to nominate two facilitators, one male and one female,
identified unanimously for each Ward Sabha**

West Bengal State has formed and trained Decentralized
Planning Facilitation Cells in all Zila Parishads (districts). In
Andhra Pradesh, the planning facilitators are Panchayat
Secretaries, but need training and orientation. In Assam,
The PRIs receive support from TSI, but the effectiveness of
TSI support in Assam is mixed depending on the service
provider. In the seven districts where NIRD worked as TSI,
the planning process involved formation of planning teams
at each level of PRI hence, in each district, a District Planning
Team; Block Planning Teams; and Gram Panchayat Planning
Teams.

Quality of the District Plans

However, the planning ‘infrastructure’ at the GP and IP
levels is weak without separate planning units. The block
development officers are overloaded and not sufficiently
oriented on how to facilitate participatory planning
processes.

The role of the High Powered Committee

The plans approved by the DPCs are sent to the High Powered
Committee for final approval. The role of the HPC regarding
approving all district plans was perceived as an added
burden that contributes to the significant delays. Review of
minutes from some of the HPCs meetings in some States
revealed that the approval is more a formal endorsement.
However, frequent delays in organizing such high-level
meetings create bottlenecks in the entire planning process.
Some of the officials met suggested that the role of the HPC
should be to ensure information sharing, coordination and
interactions with the line departments and giving strategic
directions, rather than approval of PRI/ULBs plans.

3.3

The District Planning guidelines require the preparation
of an integrated district plan which estimates the resource
envelope available for planning, incorporates the plans
(and resources therein) of the SHGs, Financial institutions
like Commercial/Cooperative Banks, and other private
players operating in the district. In the same vein, the

Linkage to Situation Incorporation of priorities from Incorporating
State Analysis GPs Convergence ULBs
Andhra Pradesh | No direct linkage Reflected Only BRGF Plan No
Assam Some places Reflected Only BRGF Plan Yes
. No direct linkage and Not traceable — GPs submitted Only BRGF Elan - .practlcg
Bihar o . o some coordination in specific No
situation analysis wish lists .
projects
Chhattisgarh No linkage N9t trgceable ~ GPs submitted Only BRGF Plan Yes
wish lists
Madhya Pradesh | Linkage in place Reflected Convergence with some Yes
schemes
Orissa Linkage in some areas Reflected Malnly BRG.F Plan i coordination Yes
in few specific projects
Rajasthan No direct linkage Not clearly traceable State gave instruction for BRGF No
to fund gaps
West Bengal Linkage exists Reflected in the District Plan Convergence with SFC Yes

39 Please referto page 43 of BRGF Program Guidelines.
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BRGF guidelines warn against schematic planning and
emphasize that planning needs to be done without giving
any schematic overlay to BRGF that would be subversive of
the principle of local prioritization in planning.

Further, the BRGF guidelines call for a benchmarking study
to help later evaluation and also development of a ‘well
conceived participatory perspective plan for the district’ to
address the backwardness of the region during 11t five year
plan period. It calls for adherence to District Planning (DP)
guidelines for undertaking the envisioning and situation
analysis of the districts constraints and drivers for growth.
It is expected that each district will produce an annual plan
with interventions, grouped under different sector areas
namely: education, health, nutrition, infrastructure, energy,
livelihood, housing, connectivity/road, civil empowerment
and others. Table 15 below presents an overview of the
quality of the District plans in the sampled States.

Existence of the Plans and Linkage to
Situation Analysis

The quality of the Perspective and Annual Plans varies greatly
across districts, and most focus in the first years has been
on data collection. The variances notwithstanding, a review
of both the Perspective and Annuals Plans of the districts
visited revealed that there is a vast amount of information
included in these plans. In Rajasthan, for example, the
perspective plan of Udaipur District provides a detailed
situation analysis of the human (health, education and
water), economic (livelihood options, agriculture, livestock,
cottage industries, vocational training) and infrastructure
(roads and electricity) dimensions for all sectors in the
district. It identified the key causes of backwardness in
the district per sector, set goals and objectives, identified
strategies, funding requirements and sources and the
gaps that could be filled by the BRGF. In addition to the
Perspective Plan, districts formulated integrated District
Annual Plans incorporating line department schemes.
Madhya Pradesh District Perspective Plans 2008-12 for
Balaghat and Seoni also provide similar detailed situation
analysis and infrastructure gap analysis.

However, save for West Bengal and Madhya Pradesh
States, where the activities prioritized were related to
gaps identified in the baseline survey, there is no direct
and strategic link between the analysis and the suggested
projects and no strong evidence that the analysis did provide
significant input to the prioritization of projects in the plan.
In Rajasthan, for example, it was noted that there was no

explicit linkage between the Integrated District Annual Plan
and the BRGF Perspective Plan. In Udaipur District, it was
reported by the Chief Planning Officer that the Perspective
Plan is not being used because it is only in English. In
Banswara District, they reported that the Perspective Plan
was just received and will only be used for future planning.
Moreover, the situation analysis is not regularly up-dated
and the level of detail varies greatly from place to place. In
Samastipur District in Bihar, the perspective plan is not yet
finalized, but the current draft is just a long list of projects,
whereas in Madhubani District (Bihar) there was an attempt
to work on the vision, challenges and overview of existing
services and infrastructure, but not a direct link between
these and the projects listed. Often, the projects were
merely a wish-list without links to the available resources
and/or service gaps.

Incorporation of priorities from GPs

In Andhra Pradesh, Assam, Madhya Pradesh, Orissa and
West Bengal States, the priorities in the Gram Panchayat,
Panchayat Samiti and ULBs Plans were reflected in the
district plan.

However, the projects and priorities are largely infrastructure
in nature and there is little attempt from the district level to
focus on larger cross GP investments. This is also reflected in
the size of the projects (see Section 2).

Whereas the BRGF Guidelines stress the importance of
having untied grants, there is often a very “strong guidance”
from the upper tier of government. In a PRI (IP) in Khammam,
representatives mentioned that “we got the impression
that health and schools should be the only investments (FY
2007/08)".

In Rajasthan, the investment menu also seemed unclear.
Rajasthan gives a long list of investment ideas to GPs
and bestows the discretion to make final decisions to the
DPC levels. Instead of removing a community prioritized
project on the asserted reason of not fulfilling certain
conditions, it may be better to provide a negative list in
advance for the community members to know what is
eligible and not. This was the same case in Bihar State as
shown in Text box 5.

Convergence

There were some signs on early convergence in some
States, but the general picture is that planning is done a
silo-based manner. In Madhya Pradesh and West Bengal
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Rajnagur Block — Flaws in the Planning Process, Bihar State

Due to pressure to finalize the planning process quickly, the priorities from the PRIs were not taken into account in the FY 2007/08
plans. The input to the planning process did not originate from the local level, but from the district technical planning team, which
planned that all Gram Panchayats should invest in community halls/buildings for this FY. However, there was an agreement that
this process has changed in FY 2008/09 and that the PRIs should be in charge of their own planning priorities. But, the wish-list
approach observed will again lead to cut-down in proposals from the upper tier (here the technical planning team).

States, there were cases of PRIs converging BRGF with other
schemes. In Bihar, the visits to Samastipur District revealed
a few examples of emerging convergence and cooperation
between the sectors and the cross-cutting BRGF scheme
within the area of Education. In Kalyanpur Block, four
classrooms were constructed of which two were sourced
from the BRGF and two from the School Development Fund.
It is expected that the road leading up to the school can be
co-funded from the NREGS (for earthworks) and BRGF for
finalization of the construction, and various options for
shared funding are currently explored.

However, project proposals, particularly at the GP and IP
levels are normally BRGF specific and without linkage with
other initiatives. There is a lack of convergence and no
incentives for the Line Departments to participate actively,
as they have their own funding streams while the funds
from the BRGF are still meager compared to these sector
flows.

In Andhra Pradesh, the district heads of departments
clearly expressed this point during the meeting in
Khammam District: “We have no role in this BRGF”. The
Line Departments do not even disclose their plans and

Gaps in the Development Plan

investments for the PRIs in due time to allow the PRIs to
address the service delivery and infrastructure gaps. This
was a general problem in most districts visited.

In Bihar State, notwithstanding the few instances of
convergence, there is a general mistrust between the
line departments and the PRIs/ULB*. Several of the DPC
members in Madhubani District stressed the lack of interests
of the line departments to take active part in the priorities
and coordination: “We do the envisioning and priorities, but
the departments do continue with their own work as usual
without coordination”. The DPC is only dealing with BRGF
issues and not the sector funding schemes, and sectors do
not disclose information about sector schemes and gaps.

Lack of convergence is likely to lead to the following
problems: Inefficiencies in coverage of the critical gaps in
service delivery; overlapping investments; and increased
fiduciary risks as some projects may be accounted for
twice.

Incorporating ULBs

Apart from Andhra Pradesh, Bihar, and Rajasthan States, in
other States, the districts were incorporating the ULBs plans

The following gaps were noted in most of the perspective plans:
@ Limited linkage between vision, goal, targets, activities;

Non-inclusion of sector/line department’s activities;

Non-inclusion of other external initiatives, NGOs, CSOs;

Poor links between the perspective plans and annual plans;

® 6 6 o o

Limited analysis and coverage of cross-cutting issues in the plan such as poverty, environment, and gender;

Lack of planning for asset management as well as operation and maintenance.

40 Expressed by many respondents, including the Secretary PRI, State of Bihar.
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in their plans. The major gap in the ULBs was the absence
of linkages between development planning and physical
planning.

As a summary of this section, Text Box 6 summarizes the
major gaps in the quality of the development plans:

Despite the weaknesses observed, there was a general
perception amongst the officials and politicians met that
the local planning process has improved over the past
2-3 years, from a point with hardly any plans to a situation
with first steps towards 5 years perspective plans and annual
project priorities.

3.4

NIC developed the PlanPlus software for the MoPR, to
simplify and strengthen the decentralized planning
process. This software has just been introduced and it
will need more time for in depth assessment. The
foregoing notwithstanding, the team made an assessment
of the extent to which PlanPlus is being used as depicted
in Table 16.

PlanPlus software was introduced and Panchayat staff was
trained by NIC. The use of PlanPlus as a potential tool for
planning and prioritization has started in most districts. As a
result, the majority of districts are entering and up-loading
their previous plans in the system to establish base-lines
and data focal points. However, none of the districts have
used the PlanPlus as a planning and prioritization tool in the
annual or strategic planning exercises, and the introduction
is at a very incipient stage. Officials met generally praised
the system for being easy to use.

However, the efficient use of PlanPlus has been constrained
by a number of challenges as outlined below:

Use of PlanPlus

a. PlanPlus is perceived as a BRGF specific software;

b. Line department plans and allocations are not yet
entered into PlanPlus. In Rajasthan, it was reported
that staff of the line departments formulated their
plans using own templates before PlanPlus was
introduced and have not been trained. The tool will
also not realize the full benefits, before the sectors
disclose data and cooperate;

c¢. In the ULB, use of Planplus has not yet been
introduced;

d. There is no connectivity at Block level in many of the
districts. In Banswara District, Rajasthan State, it was
reported that since PlanPlus is online, most of the
Blocks are currently not using it. Moreover some of
the GPs are not equipped with computers, facilities
and skills; and

e. PRIs perceived PlanPlus more as a reporting and
disclosure tool than a genuine planning and
prioritization tool.

3.5

From the discussion above, it is clear that a number of
attainments have been realized in the area of planning.
They include: gradual improvement in the quality of
participation in the Gram Sabha meetings as a result of BRGF
providing discretionary funds to PRIs; BRGF supporting the
constitutional mandate to have the DPCs formed; having in
place the perspective and annual plans with vast amount
of information; and the introduction of PlanPlus software.
Perspective plans have been formulated in most districts
for the first time, and there is an emerging link with the
annual plans. First attempts to coordinate the plans at the
DPC levels are made, merging the inputs from all PRIs and

Use of PlanPlus

13 out of 37 have started inputting data for FY 2007/08, not yet used as a planning tool.

State

Andhra Pradesh Introduced but Line Departments data not entered — used most as reporting tool
Assam Process initiated

Bihar

Chhattisgarh Process initiated

Madhya Pradesh

Process of uploading GP annual plans initiated — 8958 under pipeline (uploaded) - 4525 for 2007-08, 3947 for
2008-09, and 485 for 2009-2010. Line department data is not yet initiated

Orissa Process initiated — progress unascertained. Line department data not initiated
Rajasthan Introduced but Line Departments data not entered — used most as reporting tool
West Bengal Introduced but Line Departments data not entered — used most as reporting tool

First Independent Review of the Backward Regions Grant Fund — Synthesis Report



the ULBs. BRGF has strengthened the attempt to merge the
plans at the DPC levels, but real coordination in the sense
of overall visioning, integration of plans (where 2+2 is more
than 4) and cross-unit priorities is yet very embryonic.

The effectiveness of the planning process is constrained by
a number of factors which include:

a. Gram Sabha meetings are either not convened for
purposes of planning (especially in ULBs) or have
limited attendance, especially of women and SC/
ST members in many places. However, it should be
noted that this varies greatly across the States and
even across the districts and GPs;

b. Limited dissemination of information prior to planning
not allowing resource constrained prioritization and
planning - this is a general problem in all States;

c. Delays in finalization of plans due to non-adherence
to the planning cycle and multiple approval require-
ments;

d. Weak capacity of the planning secretariats with
inadequate staff in both numbers and skills, coupled
with sub-optimal support from TSIs save for West
Bengal where they receive ample support from the
SRD cells. In particular the planning support at the GP
and IP level is weak with the BDOs being overloaded
with work and without sufficient skills;

e. Widespread changing of proposals from the GPs
by the DPCs (or in some places at the technical
level in the district) level without prior information
and endorsement of the respective PRIs. There was
also reported “strong guidance” from the upper tier
of government influencing the manner in which
prioritization is done;

f. Limited involvement of line departments. They
do not actively participate in the DPCs meetings
and do not enter their data in PlanPlus because
they have not been trained. This among others is
constraining convergence;

g. Lack of a direct and strategic link between the
perspective plans, analysis and the suggested
projects in most of the districts;

h. The use of PlanPlus being constrained by: line
departments not entering their data; not yet
introduced in ULBs; is online yet most blocks lack
connectivity; is perceived as reporting rather than
planning tool; and as a BRGF specific soft ware.

In sum, most of the overall targets of the planning process are
yet to be achieved in total. Firstly, the participative planning
from the grassroots level upwards, led by local governments
so that plans relevant to the local area are prepared, with
local communities and their local governments gaining a
strong sense of ownership, is yet to be grounded, although
some first important achievements have been realized.
Secondly, the vertical planning process has not yet been
transformed into a horizontal planning process where local
governments and other planning entities work together
and explore the possibilities of planning together. This is a
major issue in all places, and is not something which will
resolve itself automatically. Thirdly, PlanPlus is yet to achieve
better recording of budget envelopes, prioritizing selected
projects and works, linking them to budgets, generating,
modifying and finalizing plans, projects and monitoring of
implementation. The efficiency of the system will to a large
extend depend on the linkage with the line departments.

3.6

The Review Team has the following mutually reinforcing
recommendations within the area of Planning:

a. Adhering to the principle of subsidiarity: The
States should finalize the definition of mandates/
assignment of activities to be undertaken by
different levels of local governments. Each level
should therefore have full responsibility to
approve investments within its mandate and
hence avoid the practice of changing the priorities of
the GPs, IPs and ULBs after they have been approved
at the respective levels. For this to be implemented
in total, the States should develop and circulate a
‘negative list’ indicating areas where the GPs, IPs
and ULBs should not prioritize projects. In addition,
and as per the planning guidelines, even if a higher
level of Panchayat, such as a District or Intermediate
Panchayat, sanctions a work of a value less than a
prescribed floor limit, it should transfer the money
allocated for that work to the Gram Panchayat
concerned for implementation. (e.g. such as the case
in West Bengal);

b. Publicizing of relevant information prior to
planning: The States and Districts should indicate
the broad order of resources that would be available
to the different levels and each local government
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over the medium term (but annually disaggregated)
to enable prioritization within a resource constraint.
In addition, the Centre and State should ensure that
the Line Departments inform the PRIs in due time
about their investments and initiatives to enable
integration and convergence. The States may need
to publish a simple and illustrated guide to enhance
effective  communication and public awareness
about the planning process, the roles of the different
stakeholders, the resources available, and the
results of the previous planning process so as to
spontaneously stimulate participation;

Technical support to planning: At the District and
IP levels, there is need to create and strengthen
the planning cell/unit that will double as the DPC
Secretariat. This will involve: having in place a person
to perform the function of strategic and operational
planning head with additional staff in the area of
planning, economics, statistics etc.; constitution of a
technical group to support planning including line
department and NGO staff backstopped by the State;
and providing them with equipment and facilities.
In addition, there is a strong need to establish some
form of “hands-on” in the field support, through
consultancy inputs, inputs from facilitators etc.
Whenever a TSI is commissioned to support the local
body, it should be emphasized that the local bodies
must be in the ‘drivers’ seat with the TSI performing
an animation role. This will make the local bodies
own, use and sustain both the process and outputs
of such processes. This will among others require the
clarification on the manner in which the 5% of the
development fund for functionaries can be used to
strengthen the planning units at the district level as
well as technical cells at the block and GP levels;

Composition and functioning of the DPC: The role
of the DPC should be changed from approval body
(and in some cases interference in local priorities)
to a body that provides guidance, TA support,
consolidation, monitoring and support in line with
the Constitution. The DPC should therefore be
composed of more technical staff (including from
technical line departments) rather than elected
leaders. The work of the DPC should start much
earlier to guide the entire planning process;

Composition and functioning of the HPC: As for
the DPC, the HPC should change its role away from
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approval of plans and budgets. The HPC should focus
on policy, standard setting, oversight/monitoring
within a State (not formal approval). The HPC should
ensure a strong coordination across the sectors/line
agencies;

The table 17 shows the proposed future roles of the
DPCs and the HPCs.

Role of the MoPR BRGF unit in Planning: The role
of the MoPR, BRGF unit should focus on national
wide policy development, guidance and monitoring,
development of new tools such as targeting of
backwardness, assessment tools and evaluation;

Ensure timely planning: Develop a clear planning
calendar (for each tier of government), which
should be adhered to. This would require changes
and elaboration of the planning schedule provided
on page 50 of the BRGF guidelines. It would advance
the planning process, starting say in July and
completion prior to the FY within a known resource
envelope. As proposed above (under adhering to
the principle of subsidiarity), it is recommended
to reduce the number of approval procedures and
rely on the PRIs’ approval for projects within their
mandates, combined with strong monitoring and
auditing;

Institutionalizing a horizontal planning process
(convergence): This will require the provision and
strengthening of incentives for the line departments
to participate in the cross-sector planning by (i)
making it a requirements from above (like the
Planning Commission) (ii) increasing transfers to
BRGF;and (i) increased participation and supervision
by DPC. Each department should create separate
line items in its budget for PRIs/ULBs and provide full
information about their plans and budgets to PRIs/
ULBs. The second step will be to establish systems
of conditional sector grants (earmarked grant
allocations to PRIs/ULBs). The integrated district
planning process initiated by the Government should
be strengthened at all tiers;

Target some of the procedural constraints for
convergence: As long as the BRGF system is associ-
ated with delays, inefficient and non-predictable
flow of funds, it is hampering initiatives to strengthen
convergence in planning. As mentioned in Section 2
the issue of delays and non-predictability should be
addressed as a matter of urgency;



Future Composition and Roles of DPC and HPC

Institution Proposed Future Composition*'
DPC Secretariat & Secretary to the secretariat
(Planning Team) « District Planning Officer

# Other staff in areas such as development
planning, economics, statistics and physical
planning (for urban local bodies)

DPC ¢ Heads of Departments of Zila Parishad and the

heads of the IPs

« Chief officer of the ULBs assisted by some heads
of departments

+ Line Department head in the District (to ensure
participation of sectors);

& Representatives from selected main NGOs
operating in the District;

« Chairpersons of Standing Committees of the
district

¢ Chairperson of Zila Parishad

¢ MPs and MLAs as co-opted members

« The chairperson should be the Chief Executive
(District Collector) as this is not an approval body.
The planning officer should be the secretary.

& The DPC should report to the elected bodies (which
are supposed to be autonomous)

Elected Bodies at
the respective tiers
(Gram Panchayat,
IPs, Zila Parishad
and ULBs

HPC

k. Quality of the plan: Provide a detailed format for
the respective plans focusing on enhancing linkages
between planning and budgets in the medium term
(perspective plan) and annually;"’

I.  Incentives for planning: The extent to which the
respective local bodies adhere to the prescribed

1 The proposed composition may require amendments to the existing Acts which
emphasize having the elected representatives as the majority.

Indicative Future Roles

¢ Overall responsible for coordinating the integrated
planning process as the DPC Secretariat
¢ Reporting to the DPC

& Preparing for the planning process: This includes
discussing and agreeing on the modalities to be
used in the planning process;

¢ Information dissemination: The DPC should
indicate the broad order of resources that would
be available to the different levels/tiers;

¢ Technical support and guidance: On one hand
the DPC should facilitate and/or refresh the local
facilitators on the planning process and methods;
and on the other offer “hands-on”in the field
support to the IPs and GPs to formulate their plans;

¢ Project screening: appraisal of prioritized
investments for social, economic and
environmental feasibility. At this stage the DPC
should identify projects that should be forwarded
to the respective higher tiers for consideration;

¢ Plan compilation: This would involve consolidation
of the plans prepared by the various tiers of the
PRIs/ULBs and integrate them into a District Plan;
development of the investment profiles; and
finalization of the development plan after approval
by the elected bodies;

¢ Feed back: DPC should give feedback to the ZP, IPs
and GPs about the results of the planning process.

¢ Considering and making final approval of the
plans of their respective local bodies;

¢ Submission of the approved plans to the
respective higher tier for integration (not approval)

¢ Define and approve mandates of the various tiers
(including positive and negative lists)

& ensure that the Line Departments inform the PRIs
in due time about their investments and initiatives
to enable integration and convergence

& Formulating policy, setting standard and giving
strategic directions

& Performing overall oversight/monitoring

¢ Coordinate guidelines

planning process, and produce the required
planning outputs, should be one of the performance
benchmarks that should be annually assessed to
make a local body eligible to the agreed rewards or
penalties. The other form of incentive is to ensure
that the different levels implement the priorities they
have planned for and on time;

PlanPlus: PlanPlus need to be customized to each
District and introduced to the line-departments.
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A strong pressure from the central top authorities,
including the Planning Commission, should be
ensured to enhance the general use of this system;

n. Change the composition of funding at the local
level: As mentioned in Section 2, it is important that
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the share of untied funds is enhanced to strengthen
possibilities for local priorities according to local
needs. The present level of BRGF is at the absolute
minimum to keep a local planning process running
and there is a need to increase this level in the
future.



Although® there are significant variations across the States,
the capacity building of PRIs/ULBs and officials associated
with BRGF within areas relevant for the BRG -including
performance enhancement of PRIs/ULBs-, has been
significantly delayed and in most places also been limited
in scope. The scope and quality of the CB rendered from
the BRGF has relied heavily on the capacity and strengths
of the respective SIRDs, and States with strong institutions,
such as Andhra Pradesh, have had a more comprehensive
CB program under BRGF than other States with weaker
SIRDs such as Bihar, Chhattisgarh, Orissa and Madhya
Pradesh.

One of the stated objectives of BRGF as per the guidelines
is to strengthen the Panchayat and Municipality level
governance with more appropriate capacity building,
to facilitate participatory planning, decision making,
implementation and monitoring, to reflect local felt needs.
The delivery of CB under BRGF is guided by the National
Capability Building Framework (NCBF) for Panchayat Raj

Gapacity Development Issues*?

Elected Representatives and Functionaries. The basic
objectives of the NCBF are summarized in Text Box 7.

This section describes and assesses the mechanisms for
capacity building planning, delivery, coordination and
monitoring as well as the outcomes. Capacity Building (CB)
is seen as a broad range of support instruments to enhance
the capacity of people and institutions. It is covering the
provision of training, equipment, infrastructure, adequate
staffing (functionaries) and technical assistance, as well as the
establishment and maintenance of systems and procedures,
such as accounting and auditing systems, development of
baseline data bank, monitoring and evaluation. However, as
it will appear below, the strongest component of capacity
building to-date hasbeen the training component,including
the long distance connections via the satellite program. The
CB has experienced a number of challenges and operational
weaknesses in most of the States, and the section includes
specific recommendations on how to improve the efficiency
of the future CB support under the BRGF.

TEXT BOX 7: Objectives of the National Capability Building Framework

Objectives of the National Capability Building Framework?*

a. Enabling Panchayat elected representatives to upgrade their knowledge and skills to better perform their responsibilities,
such as implementing programs equitably, enabling them to think in terms of concrete actions they can take or facilitate and
equipping them with the skills required for day-to-day performance of executive duties;

b. Orienting key officials associated with the devolved functions to (i) better function as technical advisors and trainers and
(i) respect, be more receptive and learn from the ground level experience of elected Panchayat representatives;

c. Improving the Gram Sabha functioning, particularly for the poor, to assert their demands through participative planning,
monitor plan implementation and to hold their Panchayat to account through invoking Right to Information and social audit;

d. Sensitizing the media, political parties, representatives in the legislatures, civil society organizations and citizens to accepting
and promoting Panchayat Raj as an effective level of local government.

*2In this Report, the words “Capacity Building” and “Capacity Development”is used
interchangeable.

43 BRGF Program Guidelines, Annexe 3 - NCB Framework
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4.1

The effectiveness of capacity building support depends
on how the capacity building intervention was identified
and planned. Table 18 below provides an overview of how
the respective States plan for the delivery of their capacity
building interventions.

Existence of the CB plan as per NCBF

Notwithstanding the variances in quality, all States have
in place a semblance of a Capacity Building Plan that
provides the context in which CB activities are delivered.
In West Bengal and Madhya Pradesh, there is a Strategy
and Perspective Plan for Capacity Building of Panchayats
and Municipalities for 2007-12 for 11 Districts which was
prepared with support from BRGF (December 2007). In
Assam, a Capacity Development Plan was prepared by
SIRD covering various aspects of capacity as outlined in
the BRGF guideline. The Review Team found that the vision
articulated, strategy outlined and the plan for CB under BRGF
is a good attempt to address some of the urgent CB needs.
Andhra Pradesh elaborated a comprehensive State Policy
on Capacity Building of PRIs (Go No. 520, Dt. 07.12.2006)
which outlines the medium term support and activities for
a six years period with detailed work-plans and description
of activities. The plan has been approved by the MoPR. The
State Governmenthasalsoissued comprehensive guidelines
on training strategy for PRI elected representatives and
official functionaries.

In Rajasthan, the originally formulated CB Plan had too much
focus on livelihood skill training and was not approved by

MoPR. RD&PR then asked SIRD to prepare a 5-year plan,
which is awaiting approval by MoPR. This CB plan was
developed by SIRD without intensive involvement of the
RD&PR department. The output therefore does not meet
the requirements of an Integrated State Plan and has a lot
of room for improvement. In Bihar, the CD proposal is only
a list of activities with estimated budget, and several of the
activities in the plan have not been approved nor are they
supported by resources from Gol.

Conducting a Capacity Needs Assessment
(CAN) addressing District Speci ¢ Needs

The NCBF details the training content and phasing of the
training programs that are expected to be conducted
across the States. It does not require the States to conduct a
capacity needs assessment to address the peculiar needs of
the different categories of the potential capacity building
beneficiaries. This is one of the weaknesses in the overall
design of the CB support.

In Andhra Pradesh, no comprehensive capacity needs
assessment was conducted, but Andhra Pradesh Academy
of Rural Development, (AMR-APARD), has ensured that
training requests and needs have been considered in the
development of new training materials for PRIs and other
institutions.

In Madhya Pradesh, the focus so far has only been on
delivering those trainings, whose pedagogy has remained
the same since the past one decade. No training needs
assessment or a situation assessment was undertaken
before the beginning of the work on this component.

Overview of Capacity Building Planning in the States

Existence of the CB plan as

State per NCBF Specific CNA
Andhra Pradesh Yes No*
Assam Yes No
. No
Bihar Only an overview of activities No
Chhattisgarh Yes No
Madhya Pradesh Yes No
Orissa Under approval No
Rajasthan Yes No*
West Bengal Yes No

Convergence with other CD

initiatives Addressing Needs of ULBs
Yes No
Yes No
No No
Limited to resource persons Yes
No No (funds given but no activity)
No No (funds given but no activity)
No No
Yes Yes

*In some places such as Andhra Pradesh and Rajasthan some training needs assessments were done during the orientation training. Many potential
beneficiaries of CB were not addressed and the scope was limited. None of the States have conducted comprehensive and participatory CNA.
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As a result the State Strategies and Perspective Plans for
Capacity Building of Panchayats and Municipalities are
not customized to each PRI and Municipality and are
not periodically updated to address emerging capacity
development needs arising from implementation
experiences.

Convergence with other Capacity Building
Initiatives

Itis good practice to ensure convergence and integration of
the capacity building initiatives being undertaken in a State,
Panchayat or Municipality. Convergence has the potential
to eliminate activity duplication and overlap, enhance
synergies and rational resource use. However, in most
of the States this was not the case. The CB plans had not
indicated convergence with other CB/CD initiatives being
conducted, leading the BRGF capacity building activities
to be implemented in solo. Nevertheless, in West Bengal
there was clear convergence of BRGF and other initiatives
delivering capacity development in the State notably SRD.
Similarly, in Assam, the Review Team found that SIRD has
integrated the training programs under BRGF and other
schemes. Because of this integration the PRI/ULB training
participants had been constantly given information about
BRGF in training programs organized under other schemes
and vice versa.

Addressing Needs of ULBs

West Bengal State transfers some of the BRGF capacity
building funds to West Bengal State Urban Development
Agency (SUDA). In Madhya Pradesh and Orissa, the CB
funds were also transferred to the respective State’s Urban
Development Agencies, but here there is no progress
in activity implementation. In Chhattisgarh State, an
encouraging observation was that the ULBs are considered
in the CB plan and are included in the training programs.
This despite the fact that ULBs are not mentioned in the
BRGF guidelines.

However, the other States are not giving special attention
to the ULBs. In Andhra Pradesh and Bihar, the ULBs had not
yet been covered by any CB support and this was seen as
a major problem at the local level. In Rajasthan, the main
focus of the CB plan is on PRIs and not addressing ULBs.
There is lack of awareness and significant confusion on
amounts available, eligible expenditures and management,
necessitating a need to clarify the entire role of ULBs in the
BRGF. Overall, the focus of capacity building activities on

ULBs was dismal, and this will have to be addressed if the
ULBs should continue to be covered by the BRGF.

4.2

According to the BRGF guidelines, each district is supposed
to be allocated 1 crore p.a. Table 19 provides the details of
the capacity building funding and fund utilization situation
in the sampled States.

Volume, Flow and Timing of Funding

The funding for CB from the Central Government to
state governments goes through the usual funding flow
channels and procedures. It should however be noted that
there have been severe delays in the disbursements of the
funds. Four (4) of the eight States (Assam, Bihar, Orissa,
Rajasthan) had only received the funds once; two of them
(Andhra Pradesh and Chhattisgarh) twice and only two of
the eight (Madhya Pradesh and West Bengal) three times.
The delays were associated to slow pace of planning,
multiple steps of approval and delays in utilization (and
generation of UCs). In Bihar for example, while the
State could have potentially accessed Rs 108 crore from
2007-08 to 2009-2010 allocations, it received only Rs 14.45
crore — a mere 13.4 percent. This is despite a dire need for
strengthening local governance institutions in the State — a
need expressed by all tiers of elected representatives and
the administration. Table 20 gives a summary of the funds
released.

Allocation Criteria — vertical and horizontal

All districts implementing the BRGF are allocated a flat rate
of 1 crore per district. This implies that the amount of CB
funds received by the State depends on the number of
districts implementing the BRGF in that State. According to
many informants, especially in Andhra Pradesh, one of the
problems with the CB support is that this allocation formula
(flat rate) used for the CB support across districts is not
needs based, as the funds are not even adjusted to the size
of the districts, number of units to be trained, etc.

Within a State, the funds are not distributed across the
PRIs/ULBs, and are not earmarked for each district or each
tiers of government, but used according to an agreed and
approved CB plan, hence there are no vertical and horizontal
allocation formulas for CB support. Allocation is based on
State level planned activities, which are not customized to
each PRI and ULB.
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CB Funding and Fund Utilization for 2006/07, 2007/08 and 2008/09

Sanctioned/

Released amount | Utilized amount

State approved amount (Rs Crore) (Rs Crore) (Rs Crore) Comments
FY 2006/07
Andhra Pradesh 13.00 13 13
Assam 9.10 9.10 9.03
Chhattisgarh 2210 §;§é1/89crore in 2006/07 and 13 crore in
Madhya Pradesh 14.96 14.96 14.96
Orissa Program not applicable
Rajasthan 1200 787 487 | [CotRs aa crore submited
West Bengal 11.00 10.50 10.50
FY 2007/08
Andhra Pradesh 13.00 13 13 aDs:)arg/glusft;;ts Ztli'nning of funds,
Assam 11.00 - -
Bihar No funds due to delays in the first release
Chhattisgarh - - Only releases in FY 2008/09
Madhya Pradesh 24.00 24.00 19.68
Orissa 19.00 19.00 11.92
Rajasthan 12.00 - -
West Bengal 11.00 5.02 3.82
FY 2008/09
Andhra Pradesh 13.00 - - Plan is pending approval
Assam 11.00 - -
Bihar
Chhattisgarh 13
Madhya Pradesh 24.00 24.00 0.0
. Delay due to late planning and UC for
Orissa 2007)/_08 P 9
Rajasthan 12.00 - -
West Bengal 11.00 16.97 9.85

Source: BRGF - home-page and data received from the respective States

Conditions for Access

The CB activities proposed by the States have to be approved
by the High Powered Committee at the State level and the
MoPR at the central level. These multiple approval levels
were cited as the major cause of delay to release the funds.

Absorption capacity

Despite the delays, most of the States had utilized the
amounts dedicated for capacity building with an expressed
need for more releases. Many of the people consulted

argued that the costing of the CB support in the National
CB Framework in the BRGF guidelines is too detailed and
does not cover the full amount required for the activities.
There have been delays in spending and implementation of
activities due to the requirements to spend a certain amount
on a given point of time, prior to next release of funds and the
existence of cumbersome planning and approval procedures
with involvement of several layers of government.

At the local level, the Review Team met a strong wish from
all political representatives and officials at all tiers to ensure
adequate CB support in areas such as training, on the job
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Summary of the Funds Released by MoPR

State Funds Released

Andhra Pradesh Two releases of 13 crore each

Assam One release of 9 crore

Bihar One release of 14 crore out of 36 crore
Chhattisgarh I\r/(\;?er?rl]egg(e);:/g;.O crore in 2006/07 and 13
Madhya Pradesh Three releases totaling 63 crore

Orissa One release — 19 crore

Rajasthan One release of 7.87 crore

West Bengal Three releases totaling 33 crore

Source: Table 19 above

assistance, long distance networking and equipment. This
is not contradictory to the observed lack of absorption in
terms of use of funds, as the latter is intrinsic in the design
of the support and the coordination arrangements (see
below).

4.3

Table 21 provides an overview of the mechanisms the respec-
tive States use to coordinate capacity building activities.

Some of the States have established effective coordination
units (nodal institutions). For example, in Andhra Pradesh,
the capacity development supportis coordinated by Andhra
Pradesh Academy of Rural Development (AMR-APARD). The
center coordinates all activities under the BRGF capacity
development. All funds are handled from this center and
not distributed to the various tiers of government. In
West Bengal, the implementation of CB intervention is

Coordination Mechanisms for CB Support

State Coordination Units

Andhra PRI training Coordinated by APARD as the Nodal

Pradesh institution

Assam SIRD coordinating

Bihar No overall coordination, part of the support
organized by the Nodal Institution BIPARD, but
this is mostly related to training

Chhattisgarh | No overall coordination

Madhya PRI training coordinated by SIRD

Pradesh

Orissa PRI training coordinated by SIRD

Rajasthan PRI training coordinated by SIRD

West Bengal | WBSRDA, SRD Cells, District Facilitating teams,

SUDA

coordinated and monitored by West Bengal State Rural
Development Agency (WBSRDA). CB support for Municipal
Councils is channeled through the West Bengal State Urban
Development Agency (SUDA).

However, there are many cases where the coordination
responsibility is entrusted to the respective State Institutes
for Rural Developments which were found to be over
focusing on the training component of capacity building. In
other States, the State Department of Panchayati Raj does
not have a separate and well resourced unit to coordinate
CB activities. In sum, many of the States (Bihar, Chhattisgarh,
Orissa, Madhya Pradesh and Rajasthan) do not have an
effective overall coordination mechanism for CB delivery.
Moreover, in all States the CB support does not encompass
support to development of Human Resource (HR) units at
the PRI level to coordinate capacity building activities.

In a few States, like West Bengal, some attention is given
to monitoring, evaluation and quality assurance of CB
activities. Overall, however, there are limited incentives and/
or sanctions for the CB beneficiaries to adapt the acquired
skills. There is also inadequate M&E for CB at the various
levels. Currently, monitoring of capacity building focuses at
activity level to determine whetheran activity has taken place
or not. Less emphasis is put on monitoring the attainment
of outputs, outcomes and impact, and none of the States
have established system of benchmarking of performance,
calibration, and targeting of CB support to identified needs
of each PRI. Lack of monitoring is a major weakness.

4.4

The Technical Support Institutions (TSIs) are a very important
part of the CB support supposed to be rendered from the
BRGF. The BRGF guidelines allow the States to use Technical
Support Institutions to provide support to the districts during
the performance of the key functions, notably the preparations
of the plans. Table 22 below, provides an overview of the
functioning of the TSls, in the respective States.

Albeit using different strategies, all States have exploited the
provision to access technical support. The TSIs have mainly
provided support to the districts for the preparations of the
plans for FY 2008/09, including the perspective plans. Some
of the support was reported useful, such as NIRD’s support to
Morigaon District in Assam. However, the functioning of the
TSIs has encountered some problems in most of the States:

a. The quality of the TSIs has generally not been
satisfactory. In some States (like Andhra Pradesh) the
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Overview of Monitoring and Evaluation for CB

The primary purpose of M&E is to provide information to enable LGs to make appropriate management decisions related to CB.
Information from M&E system is also used by the LGs and other stakeholders to learn from implementation experiences: identify
strategies that work and those that do not work; and build on the strengths and devise strategies to address the challenges. Further
information from M&E is used during specific program design and implementation refinement

@ CBshould be monitored and evaluated at the following levels

e Pre-activity level done before a CB activity is implemented to determine the continued appropriateness of activity;

e Reaction level done during and immediately after CB activity implementation to determine whether the CB activity was
relevant and appropriate;

e Job-performance behavior level conducted at agreed periods within a year (quarterly, bi-annually etc.); to determine
whether the beneficiaries are applying learning and changed behaviors;

e Functional and institutional level done within one year and beyond after the CB activity to determine how the changed
behavior of individuals affects the functioning of the LGs.

All these elements are generally weak in the BRGF CB component.

Functioning of TSls

State Existence Perceived Quality
Andhra Pradesh | Yes —district divided | Moderate - limited funds and
amongst TSI lack of district presence

Assam Yes — district divided | Mixed -

Bihar Yes — district divided | Mxed -~ limited ownership and
lack of continuity and resources

Chhattisgarh Yes Poor -

Madhya Pradesh | Yes - district divided | Moderate

Orissa Yes - district divided | Mixed

Raiasthan Two firms for Comprehensive input, but not

) situation analysis used by the districts
West Bengal WBSRDA (SRD cells) Good - district presence, quality

staff

Future Plans

Plans to decentralize
management to districts

Planning to engage
another TSI

Unclear

Plans to decentralize
management to districts

Unclear
Unclear
Unclear

Mainstream

Perceived Need for CB
Support (PRIs)

Strong need for support
Strong need for support
Strong need for support

Strong need for support

No expressed need for
support

No expressed need for
support

Strong need for support

Strong need for support

TSIs were discontinued. In Bihar State, Samastipur
District, the District Collector and the DDC
complained about the quality of the support of the
selected TSI and the lack of progress on the 5 year
perspective plan. The latter has just been submitted,
but the quality was seen as poor. The TSI/company
was contracted centrally and in turn sub-contracted
a local agency for the task, but the cooperation
between the company and the districts has not been
intensive and strong;
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In other States, the budget for the TSIs was reported
insufficient. This is especially because in many
cases the contracted TSIs sub-contracted to other
agencies and shared the budget. For example in
Chhattisgarh State, it was found that the budget for
the TSl is inadequate to cover the entire district. The
government gave Rs 10 lakhs to the TSI per district.
For Dhamtari and Bilaspur, the TSI identified was
NIRD. They sub-contracted the work to the company
DEBATE at half the rate (30% of which they are yet to



receive). DEBATE felt the funds were inadequate to
cover the district effectively;

¢. In some States, the outputs of TSIs were not
optimally used. In Rajasthan State for example, the
two TSIs produced good quality outputs (the BRGF
Perspective Plans 2007/12). However, as discussed
under the planning section, the outputs produced -
notwithstanding the good quality- have till now not
been adequately used. PRIs have little ownership of
the products prepared by the TSIs, whichisin partdue
to the fact that most of the TSIs were not contracted
and managed by the districts themselves.

The above challenges notwithstanding, all the States
(expressed a strong need for future TSI support in areas such as
planning from the GP level upwards (save for Madhya Pradesh
and Orissa where there was no expressed need for support). It
was emphasized, however, that the districts should be given
more say in the selection and supervision of the TSIs and that
the TSIs -when outsourced- should have a mechanism for
involvement of the PRIs and skills transfer so that both the
processes and outputs are sustained. A need for training of the
TSI before launching their teams in the field was also expressed
by several officials from the States and the districts.

4.5

Table 23 provides an overview of some innovations used by
the States for CB delivery. They could be broadly categorized
into e-based and face to face learning innovations.

Interactive Satellite Training, Video
Conferencing and Help lines (e-based learning)

Under the NCBF, it was planned to cover all States with the
infrastructure required for Satellite training, which essentially
would comprise of Satellite Studios and reception centers
(television, satellite dishes, telephones, uninterrupted
power supply systems and miscellaneous civil works).

Most of the States have established Satellite training centers.
In Andhra Pradesh satellite training centers have been
established in all the blocks, where PRIs are connected for
long distance training, which is often a combination of films,
discussions and facilitation. Facilitators are posted in each
center and trained in facilitation techniques. This initiative
was highly appreciated by the PRIs visited and the programs
were seen as relevant and informative. The training is
conducted at a fixed time every Friday and includes relevant

Innovations Used for CB Delivery

State
Andhra Pradesh

Innovative delivery mechanisms

Video conferencing
Using the cascading model, TOT etc.

Assam Electronic facilities under construction
Bihar Support to IT enhancement (Zila Parishads)
Chhattisgarh Conferencing facility is operating

Madhya Pradesh | Video conferencing (District level),

Telephones in all villages

Orissa Video conferencing (District level)
Rajasthan Using the cascading model
West Bengal Help lines at State level

Video conferencing facilities

subjects and thematic areas. Participants are provided
with food and receive a smaller travel allowance (Rs 100
per participant). As there can be more than 40-50.000
participants per week this is major costs item under the CB
support, but deemed essential by all people met during the
field-work. Other major costs are the KU band transmission
charges, stationery, training costs, honorarium and lodging.
In Assam, physical infrastructure for the State Level Satellite
Studio has been created at SIRD’s Kahikuchi campus.
The North Eastern Space Application Centre under ISRO,
Shillong/ISRO, Ahmedabad has been providing technical
guidance and support. Fifteen (15) receiving stations are
being set up in Extension Centers and Block Headquarters
for satellite based training programs to cover both the BRGF
and Non BRGF districts.

In Orissa State, and taking the e-Governance applications a
further step ahead, the Panchayati Raj Department signed
a memorandum of understanding with Bharat Sanchar
Nigam Limited (BSNL) for developing an exclusive and
reliable broadband Internet connectivity. The Internet
connectivity, which will be a virtual-private network (VPN)
of the department, will link the State headquarters with
30 district rural development agencies (DRDAs) and 314
blocks. BSNL will provide uninterrupted broadband service
to all the blocks and DRDAs (344 locations) with multi-
protocol label switch-virtual private network (MPLS-VPN).
With the support of the NIC, the department is monitoring
accounts and projects of the blocks online through web
based software called ‘Priyasoft’and ‘Rural-soft'respectively.
Two other software, ‘PAMIS’ developed by XIMB and ‘Betan’
by Orissa Computer Application Centre (OCAC), are also
used for standardization of block account and preparation
of pay bills of block employees respectively. All the software
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will be web enabled by BSNL in the VPN. Rs 2.54 crore was
incurred on this initiative.

The NCBF suggests setting up telephone helpline. Whereas
the framework suggests partnership with the Department
of Telecommunication, in Madhya Pradesh no such
partnership was sought by the State government. The entire
cost of setting up telephone connectivity in panchayats was
financed by the BRGF funds. Since no consultative process
was adopted in districts before setting up these phones in
panchayats, it was found that, in Seoni, more than 40 percent
of them had been disconnected as a result of non-payment
or otherwise. It remains a concern to see how the upfront
funds transferred to the PRIs as part of annual allocations will
be accounted for if these are not utilized for the purpose.

Overall, e-governance has started, and some of PRIs are using
the various portals for information and dissemination. In
Rajasthan, it was emphasized that e-based learning should
complement (and not substitute) existing CB modalities
(face to face training), also due to limited connectivity in
some of the States, and itis important to clarify the strengths
and weaknesses of various CB modalities.

The cascading model

All States are using the cascading model that involve the
use of master resource persons at the national and the state
levels as well as resource persons at the district level mostly
stakeholders and participants in Panchayat Raj. Orissa State
selected and trained a pool of 107 State Level Trainers (SLTs)
and 427 District Level Trainers (DLTs) under the project
Dakshyta. The trainers were trained on various thematic
modules. Bihar is in a process of doing similar training at the
moment and will deploy 4 trained officials in each district.
Rajasthan is a strong case of cascading model, also because
they do not have satellite facilities yet to reach all elected
representatives within the first year of election.

The resource teams use a wide range of training methods and
tools. Forexample, in West Bengal, the main focusis on capacity
building and learning, based on adult-learning principles.
Module-based interactive sessions built in with case studies,
multi-media presentation, video films/clips, brainstorming,
group works and participatory reading and learning are used
including hybrid sessions with support of satellite-based ROTs.
Overall, the training methods are innovative, can stimulate
change in attitude and can attain wide coverage.

Providing training, using a cascading model, demonstrated
existence of human resource capacity that can be exploited

at the various tiers, enabled training of elected leaders
near their homes and made use of the existing network of
Extension Training Centers.

4.6

The activities conducted under the CB component of the
BRGF have primarily focused on training. The priority in the
first phases of the program has been on the training of PRI
representatives and officials, training of trainers at the IP
level and establishment of volunteers at the GP level, long
distance training and interactions on a regular basis with
political representatives and officials from various tiers of
PRIs and training in various subjects at the State level and
through the regional centers.

For instance, in Andhra Pradesh, the training of PRIs
members was conducted after the last election. Special
training has been conducted for the SC/ST members of
the PRIs and for women representatives and this special
support has been highly appreciated as a tool to increase
knowledge, awareness and self confidence®. In the State
of Andhra Pradesh*, 149,017 participants have benefited
from the training during last FY 2007/08. The participants
included ward members, sarpanches, other political
representatives and officials. The Review Team talked with
more than 100 beneficiaries, and there were no complaints
about the quality of the training. The State has benefited
from a committed and well capacitated Nodal Institution
with a strong network with other training providers.

Amongst the strengths of the CD support has been the
fact that it has a large coverage, it is seen as relevant-
beneficiaries have a feeling that it has enhanced their
capacity, awareness and confidence. However,

a. In Bihar, the overview of the training conducted
by BIPARD in 2007/08 revealed a wide range of
training in NREGA, but limited focus on BRGF
relevant subjects such as training of political
representatives and officials from PRIs/ULBs in
planning, PFM, governance, projectimplementation
and accountability, and the activities provided are
largely inadequate compared to the expectations in
the NCBF;

“* This is based on clear results from the interviews at all tiers of government as well
as with beneficiaries of the training.

a Input to the questionnaire, delivered on July 7, 2009.
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b. In Madhya Pradesh, the Review Team found that
the three (3) orientation courses spread over nine
(9) days as prescribed under the NCBF has been
crashed into one Integrated Course for the PRI
representatives. This course mainly talked about the
73" and 74" Constitutional Amendment and other
such historical legislations rather than transferring
to the PRI representatives some hands-on tools for
ensuring better envisioning, planning or calculating
their resource envelop for effective planning;

¢. InAssam,itwasnoted that the short training programs
are not sufficient to actually enhance hands-on skills
to the participants. The trainees expressed that they
require more time on the practical aspects of the
jobs, where the standard short training courses are
inadequate to impart the required skills;

d. The NCBF provides for the training of illiterate
and semi-literate elected representatives for six
(6) months. However, in most States, the BRGF has
not yet started supporting this important area or
is greatly inadequate to meet the needs, but there
is a tremendous scope for medium term training
of the illiterate political representatives at the PRI/
ULBs levels. Some funds are available from the SSA
scheme, but there is need for convergence with the
BRGF to ensure that courses/training can be more
elaborated. This is seen as an enormous task, which
will required more resources to be fully efficient;

e. Overall, the training programs are largely supply
driven and the PRIs cannot access training on specific
topics they are interested in.

4.7

Reviewing the outcome of capacity building is constrained
by the fact that the support has only started few years
back, there has not been any impact assessments of the CB
provided and no base-line survey conducted of the capacity
and performance of PRI officials and elected representatives
prior to the start of the support. But whereas it is not
possible to draw clear scientific conclusions on the impact
of capacity building on performance, there is anecdotic
evidence to suggest that the capacity of the PRIs in areas
such as planning, public financial management, good
governance and reporting have improved over the past
three (3) years, even though there is still significant room for
further improvements. Most stakeholders met expressed
the view that the PRI performance has improved over

the past years and argued that this is -in part- due to the
comprehensive efforts within the BRGF CB components as
well as to the support to the planning process promoted
by the development grants. Below are summarized some
selected examples of the emerging impact of capacity
building on key functional areas of PRIs and ULBs.

Impact on performance of elected leaders: A Mandal
Elected Representative in Andhra Pradesh stated that: “the
CBtraining has been very useful in my operations as a member,
it has enhanced my understanding of the PRI’s roles and
functioning” is very representative for the views at the local
levels, in places where training has reached.

Participatory planning: There are gradual improvements
in the participatory planning process as evidenced by the
availability of action plans at the GP, PS and ZP levels in
most of the States; The TSI supported improvements in the
planning process -to make it more participatory-, although
there remains ample room for improvement. Most of the
districts have been able to elaborate their first Perspective
Plan, albeit with different levels of quality in areas such as
PRI visions, review of challenges, linking of activities to the
analysis, and sequencing of activities.

Improvement in the area of PFM: Some of the basic
systems of public financial management are in place,
such as systems for cash books, financial and physical
reporting, systems for signatures as shown in Text box 9.
It was reported that the BRGF in some places have been
instrumental in ensuring stronger accountability, but this is
an area where more emphasis is required in future.

In Orissa, skills have been enhanced to maintain daily
financial transaction at the block and District Rural
Development Agency levels; Panchayat Account Monitoring
Information System (PAMIS) software was developed by the
Xavier Institute of Management, which is a double entry
accounting system, and which has been introduced in all
the Blocks of the State, including in the backward districts.
The traditional system of writing manual cash book has been
substituted by computerized cash book, generated through
PAMIS software. With effect from July 2007, the PAMIS
generated computerized cash book has been declared as
the official cash book of Blocks. This new system has resulted
in accurate maintenance of accounts at the Block levels.

But there are challenges with the bank reconciliations and
more elaborated systems such as assets registers, overviews
of maintenance cost implications etc. which are not in place
or not operational. There is a limited sharing and publication
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Improvement in Financial Management: A Case of Bankura District, West Bengal State

Coming from a low level of performance, the district now has:

4 190 Gram Panchayats maintaining cash book, ledger and update other registers

@ 60 Gram Panchayats are maintaining accounts through computerized Fund Management System

@ Out of 22 total Panchayat Samiti, computerized Integrated Fund Management System (IFMS) is successfully running in 20

Panchayat Samiti

of PFM materials such as plans, budgets, accounts and audit
reports in all places. Hence, there is a need for further CD
support as new systems have been introduced in the areas
of accounting and reporting, whilst the capacity of the PRIs
is still generally weak*.

Improvement in procurement: Procurement and tendering
is executed following the government procurement
regulations. Procurement training has not yet been captured
in the CB support from BRGF, but is an area which needs
attention and targeted CB support. There are limited checks
and balances, although each GP has a vigilance committee to
review any kind of grievances. In Purulia District, West Bengal,
the private firms implementing projects, especially at the
block level, were reported to have inadequate capacities in
some areas. For example delay inimplementation was in some
cases associated to delays in the supply of materials. Problems
with procurement has also delayed project implementation in
other places, e.g. in ULBs in Bihar. In Orissa all BRGF works in
rural areas up to Rs 5 lakhs are executed through Village Labor
Leader (VLL) system. Works over Rs 5 lakhs, which demand
technical competency, are executed through an open tender
process. Where BRGF funds are dovetailed with NREGS funds,
the mode of execution is set by the NREGS guidelines.

In MP works up to Rs 5 lakhs are executed at the GP level,
between Rs 5-10 lakhs at the IP level and above Rs 10 lakhs
at ZP level. Funds for works relating to line departments are
transferred based on the cost estimates submitted by the
line department who execute the works following the state
procurement procedure.

4.8

There are a number of positive attributes in regard to the
implementation of capacity building as a key objective

46 When compared to international standards for PFM performance, such as the
PEFA tool, see www.pefa.org

of the BRGF, and a number of innovative tools have been
tested and rolled out. Most of the CB support rendered in
the eight States has been appreciated, there are signs of
improvement of PRI capacity in some areas (e.g. planning
and PFM), but there remains a tremendous need to expand
the operations. However, the systems and procedures for CB
under the BRGF leave significant room for improvement in
areas such as CB need assessment, targeting of the support
to the needed areas/stakeholders, mix between supply and
demand-based CB support, capacity of the supply side, and
ways and means of handling the service providers, which
also related to PRI/ULB levels of ownership and decision-
making with regard to CB. Furthermore, the ULBs have not
yet benefited from CB support in most of the States.

Amongst the positive aspects are:

a. Formulation by all States of a Capacity Building Plan
(or semblance of it) that provides the context in
which CB activities are delivered;

b. Despite the delays in releases of funds each of the
States has received some funds for implementation
of its capacity building agenda and launched arange
of initial activities to support the capacity of all tiers
of PRIs;

c. Albeit using different strategies, all States have
exploited the provision to access technical support;

d. There are a number of new innovations in CB
delivery. Most of the States have started to use
a combination of e-based learning approaches,
including establishing satellite training centers, video
conferencing facilities and telephone help lines and
provision of training using the cascading model. The
cascading model has demonstrated existence of
human resource capacity that can be exploited at the
various tiers, enabled training of elected leaders near
their homes and made use of the existing network of
Extension Training Centers;
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e. Awiderangeoftrainingactivities has been conducted
for PRI representatives and officials. The training
conducted has been described as having a large
coverage, and being relevant and beneficial. During
the field-missions, the review team did not receive
many complaints from the beneficiaries about the
quality of the training provided, however, it was often
seen as greatly inadequate in view of the needs;

f.  Thereisanecdotic evidence to suggest that the capacity
of the PRIs in areas such as planning, public financial
management, good governance and reporting have
somehow improved over the past three (3) years.

However, there are also a number of systemic and opera-
tional challenges in the present CB support:

a. The Capacity Building Plans (CBPs) are of varying
quality and in some States they are formulated by
SIRD, without intensive involvement of the RD&PR
departments. The NCBF does not require the States
to conduct a capacity needs assessment for each
district, which is a major flaw. The result is CBPs that
are not customized to each PRI and Municipality
and that are not periodically updated to address
emerging capacity development needs arising from
implementation experiences. It is also not possible
to keep track on the development in PRI/ULB
performance and impact of the CB support. There are
afew cases of convergence, butin most cases the BRGF
capacity building activities are being implemented
in solo. Overall, the capacity building rendered to
ULBs was minimal, largely due to institutional issues
and lack of clarity on responsibilities;

b. There were severe delays in the disbursements of
the CB funds due to delayed planning, multi-level
approvals and delays in submission of UCs;

c¢. Many of the States (Assam, Bihar, Chhattisgarh,
Orissa, Madhya Pradesh and Rajasthan) do not have
an effective overall coordination mechanism for CB
delivery;

d. Inmostof the States, CB support does notencompass
support to development of Human Resource (HR)
units at the PRI level to coordinate capacity building
activities;

e. Most of the CB support is targeting individuals and
not institutional strengthening, such as support to
establishment of stronger planning cells at the ZP
and IP levels;

f. Thereisinadequate monitoring and evaluation of CB
at the various levels especially at output, outcome
and impact levels;

g. Generally, the quality of the support by TSIs has not
been satisfactory, the budget for the TSIs was reported
insufficient and in some States, the outputs of TSIs
were not optimally used. The TSIs were insufficiently
prepared for the task and they require upfront training
combined with systems of quality assurance;

h. The training programs are largely supply driven and
in a number of cases conducted in shorter periods
than planned;

i. The planned training of illiterate and semi-literate
elected representatives is yet to be implemented;

j. There is lack of incentives for the PRI/ULB bodies to
utilize the CB support efficiently and improve their
performance;

k. Overall, it was difficult to scientifically establish in the
outcomes of the capacity building activities as the
program has just started. Moreover, there was no base
line survey and impact assessment conducted. Hence,
notwithstanding the anecdotal improvements, there
is a strong need for further CD support as the capacity
of the PRls is still generally weak.

4.9

Based on the review and the identified challenges in
the present system and procedures for CB support
under the BRGF, the Review Team has the following
recommendations:

Refinement of the overall strategy for provision of CB:
BRGF should focus on establishing links between: (i) The
development fund, (ii) the performance assessment and (jii)
CB support (promote incentives to improve performance).
This will require the use of a mix of supply driven approaches
managed by the State to deliver mandatory courses for all
local bodies; and demand driven approaches whereby
districts and ULBs are given discretional capacity building
grants to address peculiar CB needs. The performance
assessments will enable the PRIs/ULBs to know where their
comparative weaknesses are, and the flexible capacity
building grants will enable them to address this in a fast
and flexible manner. The performance-based development
grants (which could be a topping up of the existing
development grants of the BRGF) will promote a more
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efficient use of the CB support provided, as PRIs/ULBs will
get rewards for better performance.

Capacity building planning: Develop a holistic CD plan,
based on specific assessment of the PRIs capacity needs and
establishing a strong link between the CB needs and the
support rendered. Whilst allowing flexibility and innovation
at State level, develop format/template and guidelines for
Capacity Needs Assessment and CB planning. The CB plan
should integrate CB activities with those implemented
under programs of other agencies.

Capacity building funding: The 5% allocation for support
to improve the staffing functions should be allowed to be
used —sooner rather than later- to cover the functional gaps
at the PRI levels. Some States may be reluctant to create
recurrent liability when they only have 5-Year Plan budget
for initial hiring, hence a need to have alternative options
such as use of private providers to perform functions on a
contract basis.

An example of possible arrangements is in the case of MP,
where 5% of the development fund has been earmarked
to provide specialist at PRIs, salaries of staff & other
expenditures, monthly telephone charges of PRIs, a fixed
amount for inspection of BRGF activities taken by district.
Some countries allow LGs to spent a certain percentage of
the development grants for planning, appraisal, M&E etc.
and allow the LGs to decide on the mode of contracting,
e.g. fixed employees and/or contracting in of support. Such
experiences should be considered for BRGF.

Capacity building delivery: Combine the mandatory
courses, with more demand driven approach to CB.
Improve the CB content by developing self-learning and
easy reference materials. Provide handbooks to training
participants so that they can refer to them as a guide in their
actual work situation. Make use of multiple of tools and
methods including Peer Reviews, sharing of best practices,
hotlines, long distance VC connections, IT equipment, and
increase cross-learning exposure visits and seek possibilities
to provide more hand-holding support to GP secretaries
through expert guidance at their work. Ensure a move
towards more contracting out of services and support to
various providers, with close monitoring.

There is also a need to rethink the TSI approach. The support
is strongly required and there is need to train institutions/
NGOs and other to perform this task if there are no qualified
providers in the current set-up. Sufficient amount of funds
should be allocated to this important function. Zila Parishads

(districts) should be allowed to employ appropriate TSI,
under a system of quality control of service providers.

Capacity Building for Urban Local Bodies (ULB): Ensure
that ULBs are properly covered by the CB support activities.
There is need to have a different window for channeling CB
funds for ULBs in order to address their peculiar CB needs.
This necessitates a need to clarify the entire role of ULBs in
the BRGF.

Capacity building coordination: Strengthen the Panchayati
Raj Department to effectively guide, coordinate and monitor
CD support which is spread over a number of institutions.
Entrenching the demand driven CB approach required
the development of a human resource management/
development function at the District level entrusted with
the responsibility of coordinating all CB activities including
but not limited to: capacity needs assessment, capacity
building planning, organizing and/or procurement of
capacity building providers; supervision the delivery of
capacity building activities; monitoring and evaluating the
impact of capacity building activities. At the State level, a CB
coordination unit should be established and States should
nominate CB coordinators as a starting point.

Measuring impact of CB interventions: Establish a system
for monitoring the development in the performance of the
PRIs/ULBs. Conduct a CB baseline survey of the present
capacity and performance of PRIs using a well elaborated
tool. The impact of the activities should be regularly
monitored for example through a system of annual review
of the impact of CB support. Evaluation of the impact of
training should use measures such as Tracer Studies and the
information should be used to improve the training contents
and methods. Each of the local body should also be able to
account for its performance. This will involve defining the
respective roles, setting benchmarks, developing checklist
for measuring performance, assess performance, and
providing incentives for good performance.

Further devolution as a capacity building mechanism:
As provided for the Constitution, powers and functions
have to be devolved to Panchayats including the 29 matters
listed in the Eleventh Schedule. Panchayats have to be given
implementation responsibilities and funds as this a capacity
building mechanism in itself — through a“learning by doing
approach” It is therefore of utmost importance that the
future BRGF encompasses both development grants and
CB support. The PRIs/ULBs cannot “walk on one leg” and the
two instruments should work in a mutually strengthening
manner towards the objectives of the BRGF.
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9.1 Systems for M&E within the BRGF

The Review Team assesses that the formal monitoring
system for the BRGF on paper is rather elaborate with
guidelines, M&E formats and systems for regular reporting
and monitoring. There are also clear requirements for
reporting as access conditions/triggers for releases of
funds. According to the guidelines, there are number of
monitoring and assessment tools in place in addition
to the reqgular reporting procedures, such as utilization
certificates, financial audit, social audit and conduction
of regular gram sabha meetings. The team reviewed the
actual implementation of these instruments in the field
and the efficiency of the M&E system.

5.2 Assessment of the M&E

All States have a system in place for regular monthly
reporting with financial and physical progress reports,
and some of the States, such as Andhra Pradesh and Bihar,
have regular monthly and in some places weekly meetings
between tiers of government to follow-up on the progress
in project implementation. However, there are a number of
lapses in the operations of the M&E system in many States
and Districts.

Gram Sabha meetings

Active Gram Sabha meetings with involvement of a large
number of villagers in the planning, decision-making and
monitoring of projects is an important part of the legal
frameworkonlocal governance and isintegrated in the BRGF
systems and procedures. According to the stakeholders
in the 8 States, the functioning of the Gram Sabhas varies
greatly, buthas been strengthenedin thelast couple of years.
Itis assessed from the qualitative survey, review of minutes,
etc. that the BRGF has been instrumental in strengthening
of this tool for direct governance. It has provided funding
to back the discussions on the local priorities and plans and
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it has promoted initiatives such as planning meetings and
discussion on priorities. However, there is still great room for
improvement in most places, and operational lapses such as
the delays in the CB support has also impacted negatively
on the progress on citizens' participation, due to lack of
awareness, knowledge and a limited facilitators to support
the local planning and functioning of the GS. There is a need
for continued support in this area.

Financial Audit

Financial audit is conducted in PRIs/ULBs in all States, some
with coverage of only FY 2007/08 (last FY, but one) and
others also covering FY 2008/09. However, in many States,
the delays in the release and spending of the BRGF have
caused problems in synchronizing the audit of the general
accounts with the audit of the BRGF expenditures, and in
some States, such as Andhra Pradesh and Bihar, the BRGF
audit is still to be conducted. This may reduce the efficiency
of accountability as funds cannot be handled holistically.
Audit should ideally be conducted simultaneously for all
sources of funds and all expenditures. Appointment of
independent CA firms may be considered as a means to
expedite audit to ensure reduction of fiduciary risks (as
was the case in Orissa where audit reports for 16 out of 17
districts was submitted for 2007-08).

Social audit

Social audit is not yet functioning in most of the districts
visited. The States have not provided sufficient clear
guidelines on social audit by Gram Sabhas in rural areas
and Area Sabhas or Ward Committees in urban areas (see
section 4.15 of the BRGF guideline). This is an area in need
of strengthening.

Vigilance Committees

The vigilance committees envisaged in the BRGF guideline
are not very active or not functional at the grassroots for
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BRGF investments in many States. In other States, such
as Bihar, in the districts met, it was informed that the
committees were in place, but it could not be ascertained
that they have any major role to play.

Signboards

Signboards for projects, including information about the
source of funding, size, responsibility authority and other
important information on projects are in place for most
constructions sites visited. This is a major achievement of
the BRGF.

Monitoring of work

The current monitoring of works in progress varies in quality
from district to district. Some of the districts have a rather
elaborate system of engineering support to the execution
and control of project quality (e.g. Bihar and Andhra
Pradesh), whereas there are some challenges in other cases.
However, it was the impression that this is one of the areas
where some improvements over the last 2 years have been
noted.

Utilization certi cates

The accountability tool — “Utilization certificates” - has a
central position in the BRGF, and is one of the core triggers
for releases of future development funds. However, there
are a number of unclear issues in the operations of UCs,
such as who should sign the UCs, who should control.
What are the links to social and financial audits? When and
how? It is surprising that this process is not combined with
similar initiatives under other programs such as NREGS.
Some districts perceive funds as used and fill in the forms
for UCs when funds have been released to the IPs and GPs,
exaggerating the overview of the real expenditures.

Monitoring of CB Support

The monitoring and evaluation of the CB is particularly
weak in many places. Review committees at the district
level have not been constituted or functional. Peer review
of progress by Panchayats has not been put in practice in
any of the visited States and sharing of best practices is very
weak or absent - only a very few examples are available at
the home-page of the BRGF.

Assessment of the impact of CB support is hampered by the
fact that none of the places have established baseline of PRI/
ULB capacity or performance, and none of the States have

conducted regular independent assessment of the progress
and developments.

Functioning of HPC and DPC as Monitoring
Institutions

The HPC and the DPCs are still weak institutional bodies in
terms of regular monitoring of the performance of PRIs/
ULBs. The bodies are mostly focusing on approval of plans
and projects.

These observations suggest that there is room for improving
the monitoring and evaluation system. It is observed that
while the system of monitoring of individual investments
of BRGF is generally functional the lapses are in the area
of monitoring and evaluation of the overall program
managementand progressin achieving the objectives of the
program and drawing lessons to improve the performance.
This is also related to the weak administrative capacity to
handle the program at all tiers of government, see Section 6
Program Management.

2.3

The M&E system to track the progress on the BRGF
and other PRI outputs and outcomes needs further
improvement, particularly on the “E” part, both within the
area of utilization of the development grant and the CB
supported components. There is need for establishment
of an early base-line to use as a benchmark for the
future improvements, and a need for elaboration of clear
indicators for service needs and institutional performance
of each PRI.

The Review Team recommends to:

+ (State level): Establish a baseline for PRI performance
which can be used as a benchmark for measurement
of future improvements;

% (State Level): Establish as system of indicators and
benchmarks for monitoring of PRI/ULBs capacity and
CB needs;

%+ (State Level): Ensure that regular assessment of the
impact of CD support are conducted, minimum on
an annual basis;

« (State level): Improve publications of PRIs’
performance andinitiate dialogue on how toimprove
the performance in future;
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(State level): Link the actual performance of the PRIs
with the support (grants) provided;

(State and districts): Work to institutionalize a simple
but formal system of reviews and monitoring. The
monitoring system should not only be developed
for reporting to a higher level, but to ensure that, if
required, monitoring leads to corrective actions;

(State level): Ensure that the State is conducting
regular assessment of the impact of the CB support;

(State and all PRIs/ULBs): Improve the social audit
and the use of utilization certificates - these should
be endorsed by the Gram Sabhas. Thereis also a need
to spot check on the UC and advance the timing
of the audit of the use of funds and to control the
correctness of the UCs;

(All tiers of government): Need for improved
communication between tiers of government on the
BRGF;

(All tiers of government): M&E cells at each level
should be created for which funds should be available
either with fixed staff or on contracted basis. This is

particularly important at the district level. It should
be considered that the M&E function could be
shared between the strengthened Planning Cells for
development/investments and HRM Unit for CB;

(State and Districts): The State should support
establishment of a technical secretariat at the
district level with monitoring capacities. Similarly,
monitoring personnel could be based at the
block level to support concurrent monitoring of
activities;

(Central and State level): Improve the documentation
of good practices and sharing of lessons learned;

(State level): Implement a peer review system as
envisaged in the BRGF Guideline;

(State and Districts): Activate and broaden the scope
of Vigilance Committees formed at the GP level;
(Central and State level): Strengthen the use ICT tools
to monitor physical as well as financial performance
and progress;

(All tiers of government): Provide stronger support to
the entire management of M&E, see below.

Monitoring and Evaluation
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The review of the Institutional Arrangement and of Program
Management (PM) focused first and foremost on overall
approval and guidance procedures; the staffing capacity
and the support rendered from the program in terms of
guidelines, monitoring and evaluation, and capacity to
handle the capacity building support component. Some
of the challenges, mentioned under the previous sections
are caused by lack of management and staffing capacity at
all tiers of PM to tackle the tasks in a timely and efficient
manner. Examples of this are the delays in the generating
of accountability, coordination of M&E, delays in releases
for funds and delays in launching and implementation of
CB activities. These bottlenecks impact significantly on the
overall efficiency of the BRGF, and need serious attention in
the future design and operations.

6.1 Overall Institutional Arrangements

The program guideline clearly sets out that no special
body will be set up for the implementation of the program.
However, the guideline has identified the need for carrying
out supervision, management and monitoring functions
for which the guideline give emphasis to strengthen the
statutory standing committees in the PRI or ULBs. As such
the District Planning Committee (DPC) as provisioned in the
constitution of India would be responsible to consolidate
the plans of PRIs and ULBs for the whole district. The
guideline has provided for a High-Powered Committee
(HPC) at the State level.

Typically a DPCis composed of 10 to 20 members, of which
80% of the members must come from the elected members
of the ZP and the Municipalities. Special invitees to the DPC
include MLAs and MPs of the respective constituencies. The
Chair of the DPC in some States is the Minister in-charge
(for example in Chhattisgarh and Madhya Pradesh); while
in most Districts it is the ZP president. The DPCs in all the
eight States act as an authority to approve plans of PRIs

Program Management Issues and
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and ULBs; in this regard they do more than consolidation,
monitoring and supervision functions as envisaged in the
constitution and the guideline. The Review Team found
that the DPC has carried out very limited activities within
guidance, monitoring and supervision, and has become an
additional layer to get the plans approved. Moreover, the
DPCs in many districts reportedly change the plans of the
PRIs/ULBs during the approval process, which undermines
the autonomy of the local bodies. The way in which DPCs
are functioning have made the planning process lengthy
and centralized.

Similar is the case with HPC. The HPC would be headed
by the Chief Secretary of the State and consists among
others the Development Commissioner, Planning Secretary,
State Secretary Panchayati Raj, State Urban Development
Secretary, State Secretaries in-charge of relevant Sector,
and a representative of MoPR and State Plan Advisor of the
Planning Commission as well as nominees of the GOI as
necessary. The guideline provides the HPC to approve the
district plans and the CD training plan. Again the HPC has
authority to approve plans that are already approved by the
respective DPCs, which has often become a cause of conflict
and delays. For example in Chhattisgarh a DPC approved
plans to construct police posts in Naxalite affected areas
which the HPC rejected, and the planning process had to be
repeated. This has affected the program in many ways - a)
HPC has served as yet another gate-keeper in plan approval
thus taking the decision making power away from the
people, b) undermined the capacity and prudence of PRIs/
ULBs and the DPC as well, c) delayed the program cycle, and
d) the more appropriate functions (guidance, guidelines,
norms and standards setting, oversight of activities and
the like) of a body such as HPC are overlooked. Moreover,
the stakeholders informed about cases where some States
having HPC with over 100 members from all walks of life face
immense difficulty to get the HPC meetings organized. This
situation further delayed the program cycle significantly.

Program Management Issues and Institutional Arrangements
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At the PRIs/ULB levels the program guideline emphasizes on
strengthening their statutory committees at the GP, IP and
ZP levels. The Review Team came across such committees
established during the field visits in some districts. However,
the presence of such committees is not prominent - either
they were not active, or not given proper roles. In this regard
the institutional mechanism has not been effective as yet.
There is a need for the following changes:

°,

“ Review the roles, functions and authorities of the
different bodies at different levels. The review may
result into abolishing or revising the functions,
powers and authorities of a body with regard to
BRGF program implementation. As a rule of thumb
the Review Team would recommend that the main
roles of the HPC would be to provide guidance,
coordinate across the departments/agencies,
and focus on strategic management of the BGRF;
setting norms and standards, and encouraging
good performance. Such a body should not engage
in approval of plans but can encourage, facilitate,
reward, and monitor the planning process of PRIs
and ULBs. Similarly the functions of DPC should also
be limited to what is provided for in the constitution
- i.e. to consolidate the plans of PRIs and ULBs
- and should not make planning decisions such as
adding or deducting on the programs identified by
constitutionally mandated bodies such as ZP, IP, GP
and the ULBs. As mentioned under planning the
DPC should support the PRIs/ULBs throughout the
planning and budgeting processes with guidance,
information, and TA;

% Establish a system of ex-post evaluation rather than
putting emphasis on ex-ante control. Such a system
is helpful to promote local autonomy, ensure smooth
operation and at the same time steer the local bodies
towards a common goal;

% Increase intervention programs on strengthening
the statutory committees at all levels.

6.2

Central Level

The current Program Management unit in MoPR at the
central level is small and consists of an additional secretary,
a director (who also has other tasks), an under-secretary, a
section officer, 3 assistants, 3 consultants and a computer

operator. NIC is also supporting the unit with IT. The main
tasks of the 3 consultants are currently to review the plans
and proposals from the 250 districts and monitoring
compliance with various rules and regulations.

The main tasks of the program management unit in MoPR"
are to:

“* Respond to requests and questions from the office of
the PM and other ministries;

«»  Communicate and disseminate information about
the entire BRGF;

% Review and monitoring the plans from the States
and the Districts on CB and development grants and
endorse these (major task),

% Issue and up-dated guidelines on the operations of
the BRGF;

“ Ensure that allocations are adhering with the
objectives and principles for the BRGF;

% Ensure thatfunds are flowing to the States in a timely,
predictable and efficient manner;

“ Up-date systems and procedures for the entire
program;

“ Be involved in related tasks such as guidelines for
planning, PFM and PlanPlus;

«» Coordinate with other authorities, institutions and
programs.

Compared to the work-load, keeping in mind that some
of the staff have other assignments as well, the existing
staffing number in MoPR meant to handle the BRGF is low.
The Review Team concurs with the officials interviewed in
the field that there is a need to strengthen the PM cell of
BRGF in MoPR.

The core staffing gaps identified at the central level are: data
analysts and monitoring and evaluation staff, statisticians,
GIS, planning expertise, program management support staff,
fiscal analyst, Public Financial Management Specialists and
Intergovernmental Fiscal Transfer specialist, particularly to
review the allocation criteria and systems, and HR expertise.

State level

Only one of the eight States — West Bengal (through
WBSRDA) - had a special BRGF unit at the State level to
handle the vast amount of BRGF tasks.

47" Based on interviews with the top officials in MoPR.
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All States complained about lack of capacity to handle the
tasks, which encompasses, among others:

% Coordination of the CB support and link with the
Nodal Institution;

“ Support to the HR development at the PRI/ULB levels
to strengthen management of the program, including
the handling of the 5% from the development grants;

% Review and monitoring of plans from the DPCs;

% Support the operations of the High Powered
Committee;

%+ Ensure links to MoPR and follow-up on issues such as
grant utilization;

% Handle releases of funds to the PRIs and ULBs;
“ Monitoring of compliance with all guidelines;
% Issuing of guidelines on all aspects of the BGRF;
“ lIssuing of PFM systems and procedures;

% Up-dating data-banks for processing of all data on
BRGF utilization;

% Ensuring linkage and convergence with other
programs;

« Development of guidelines for districts and PRIs/
ULBs; and

% Mobilization and monitoring of TSls.

In seven of the eight States, these functions were handled
by 1-3 people, often led by the commissioner in the
Department of Panchayati Raj, who also had other tasks in
addition to the BRGF. Despite strong commitment, these
people were overloaded with functions and not strongly
facilitated in terms of support staff, equipment, facilities
and communication systems. There is a strong need for a
fully dedicated officer at the middle level exclusive for the
BRGF coordination.

District Level

At the district level, 7 out of the 8 States (West Bengal had
a special SRD unit to support), had very weak management
capacity and support for the BRGF. Most of the functions
are handled by the CEO who has many other important
tasks. There is very limited support from the planning units
of the districts, as these are also weak and not under the
control of the CEO. The coordination tasks of the district
are tremendous, both in terms of coordination of the plans
from more than 100 units (GPs, IPs and ULBs), but also
within areas of CB support and monitoring. The BRGF offers

very limited support for these important functions, and
there is no support to hire extra staff, logistical support or
equipment (only few places have boosted the districts with
some limited IT equipment to support the BRGF).*

There is therefore a strong need to support the BRGF
operations at the district level with dedicated staff and/or
possibilities to contract in PM support. There is also a need
to support the planning functions at the district level and
to establish a strong district planning cell with genuine
strategic and operational planning expertise, statisticians
and data specialists. BRGF has so far not played any role
in this area. Finally, there is a need for the districts to build
up their capacity to handle CB support in a more demand
driven manner, including capacity to elaborate CB needs
assessment, monitor the capacity of various PRIs, handle
own CB programs and activities etc. and to manage the
internal current organizational development, through
support from a HR cell in each district. The urgent staffing
needs identified at the district level were:

% Planning expertise, the existing data collection skills
needs to be amended with genuine strategic and
resource-based planning and prioritization skills;

+»  MQ&E expertise, including data-handling;

(B skills and expertise;

*» HRand capacity building expertise;

% Communication and information specialists;

% General program management support.

Capacity to handle the CB support

As mentioned under the CB section, most the CB support
has been delayed and insufficient in most States compared
to the envisaged support in the BRGF guidelines. There is
no easy solution to this major challenge, as it is caused by a
number of contributing factors, such as:

1. Weak capacity of many of the nodal institutions to
coordinate and perform the functions;

2. Weak overall capacity amongst service providers of
CB, e.g. States such as Bihar;

3.  Weaknesses in the design, such as lack of incentives
for the PRIs to improve capacity and performance (i.e.
non-utilization of performance-based instruments in
grantallocation, systems of rewards, lack of monitoring
and sanctioning in cases of mal-practices, etc.);

48 This is also related to the need for clarification of the use of the 5% for
functionaries.
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4, The large number of PRIs/ULBs involved and the
tremendous need for CB to the new and relatively
weak institutions;

5. Up-start of a new system of support which
encompasses both CB and development investment
support;

6. Lack of cross-state and cross-district learning and
coordination; and

7. Weak capacity from the upper tier to support the
lower tiers of government.

Coordination of PRI and ULBs

The program management of the ULBs has been particularly
weak in terms of allocation of funds, communication about
rules and procedures and CB support to the ULBs. In addition
to the challenges mentioned above for the PRIs, ULBs are
suffering from the lack of coordination at the State level in
many States between the departments in charge of PRIs and
ULBs. This needs to be addressed as a matter of urgency, and
the various departments have to meet regularly and need
to strengthen the coordination of all information flow and
guidance to the ULBs about the operation of BRGF.

6.3

The stakeholders from the States and PRI levels appreciated
the BRGF guidelines and formats, but could also identify a
number of gaps and areas in needs of improvement. For the
ULBs, there is need for specific guidelines, relevant for ULB
matters, or improvements of the existing general guidelines
to encompass the urban issues, as the existing guidelines are
very unclear and insufficient concerning the involvement
of the urban bodies. Some of the States consider issuing
of specific urban guidelines but delays in clarification has
delayed the entire operations of ULBs in some places (e.g.
Andhra Pradesh and Bihar). The guidelines are uniform for
all types of PRIs/ULBs, which may cause high transaction
costs and lack of customization and targeting.

6.4

As described above, there is a strong need to strengthen all
tiers of the BRGF program management. The present system
is characterized by lack of resources for core management

tasks related to the BRGF, such as planning, CB coordination
and M&E, including impact assessments. This impact
negatively on some of the areas such as releases of funds,
delays in approval, and lack of use of monitoring data for
current improvement of the program operations.

Program Management and Institutional
Framework

The Review Team has the following recommendations on
Program Management and Institutional Framework:

®,

% Strengthen all levels of program management
through:

¢ (Central): Strengthen the capacity of the BRGF
“cell”in the MoPR, through increasing the
existing staffing level by 4-5 additional staff,
covering: M&E, planning, PFM, grant specialist
and CB coordinator;

¢ (Central): Clarify the utilization of the 5%
for functionaries in the BRGF manual (this is
currently not clear for the States/PRIs/ULBs);

& (State): Change the role of the HPC from the
current role of an approving body to guidance
and coordination, including monitoring and
coordination with the sector departments;

@ (Central and State level): Change the rules and
guidelines of the functioning of the DPC from
approval body to a body for coordination,
support and guidance and current monitoring,
including clearance of grievance between
various PRIs/ULBs;

¢ (Central and State level): Ensure that there are
funds available for all tiers of government for
Program Management, 1-2% of the grants
for the State level and 5% for each PRIs of the
development grants to ensure that functions
such as planning, design, appraisal, monitoring
and evaluation can be sufficiently covered, e.g.
through contracting in of core specialists;

& (State and districts): Support the establishment
of dedicated Program cum Planning unit at the
district and block levels;

¢ (State): Devise a communication strategy for
the relationship between the States and the
PRIs/ULBs;

% (Central and State level): Strengthen audit and ex
post monitoring and evaluation, including follow-up
on mal practices, instead of focusing on prior control
and cumbersome approval process;

s» (Central) Within the area of CB, the weaknesses
identified in coordination and program management
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should be addressed through a number of

initiatives;

¢ (Central): Up-date the National Framework
for CB support, to focus more on the overall
principles and initiate a more demand - driven
approach;

¢ (States): Support establishment of baseline for
capacity and general tools for measuring of PRI/
ULBs capacity and performance development;

¢ Include support to improved capacity of the
service providers;

# Strengthen the networking of the SIRDs;

¢ Improve the tool of contracting out of the CB
support;

# Strengthen the sharing of good practices
amongst the States and the districts;

¢ Strengthen the program management capacity
with a CB expert at each tier of government
— central, state and district levels;

¢ Allow the districts to be entitled to a CB grants
from which they can buy CB support within
a defined menu, including contracting in of
Technical Support Institutions.

BRGF Guidelines

There is need for up-dating and improvement in the
following areas:

Clarify the objectives and the hierarchy of these
(p. 4). The existing objectives of the BRGF, as described on
page 4 in the BRGF Guideline, are a mix of input, processes
and results. A more logical framework with a clear overview
of the inputs, processes and outputs and outcomes should
be elaborated with indicators for each. As the major initiative
by Gol to “empower” PRIs/ULBs, the BRGF objective to focus
on PRI/ULB empowerment should be in the forefront of
this reformulation, strengthening LGs so that they can
proactively deal with local development challenges.

Utilization Certificates (p. 18). There is serious confusion
in the field about the entire UC tool, particularly
concerning who should issue the UCs, when should they
be issued? What are the links to the audit exercise? How is
it linked to the social audit? Etc. There is a need to clarify
the use of the UCs in the revised BRGF guidelines. The
UCs is also a bottleneck for the disbursement of funds,
and the system of conditions for this should be reviewed.
The PRIs/ULBs are reporting for use of funds, and these
reports may be treated as the conditions for funds access,
if properly monitored and followed-up. UCs may be a

future performance measure in the performance-based
allocations. The financial audit should be strengthened
and should be timely within the area of BRGF. Audit should
move away from program audit towards integrated audit
of all PRI/ULB operations.

Clarify the investment menu (several places, e.g.
p. 8, 9). Some of the States and DPCs are intervening in the
local priorities and are setting very tight conditions on the
areas where the BRGF funds can be utilized. This is against
the objectives and spirit of the BRGF to strengthen the
local planning and prioritization process under an untied
fund scheme. There is a need to specify the objectives in
the overall guidelines and for the States to consider only
a brief negative list of non-eligible expenditure areas. The
new guidelines should allow that a certain percentage of
the funds can be used on maintenance of investments, to
ensure long term sustainability and up-keep of structures.
The present guidelines are silent on this issue.

Clarify the 5% allowed for functionaries (p. 9). As
mentioned, the 5% allowed for boosting of staffing capacity
at the local level (page 9 in the guidelines) is not used due to
confusion about the options and lack of guidance. However,
the field-work documented a great need for this support.
It is important that the future guidelines clarify this matter,
and allow each level to withdraw a certain percentage of the
funds for PM. It is tentatively suggested that this percentage
is set at 1% for the State level and 5% for the District, IP, GP
and ULB, i.e. each local body can use 5% of the development
grants for so-called investment servicing costs, which are
costs for planning, technical design and costing, appraisal,
monitoring and follow-up. *

Support to the Planning Functions (p. 50). The DPCin the
districts are poorly functioning in most districts. In the first
place DPCs have not been able effectively to coordinate and
integrate the plans of different agencies into a District Plan.
Even some of the perspective plans prepared are of sub-
optimal quality. DPCs do not have a supporting secretariat. It
is necessary to develop the capacity of DPCs. There is a need
to support the DPCs through an establishment of a District
Technical Planning Team, composed of the planners, the
engineers, the CEO/DDC, and core heads of departments,
and this should be described in the future BRGF guidelines.

Change the approval procedures (p. 50). The guidelines
should makeit clear thatthe PRIand ULBs are approving their

4% Similar arrangements are established in other countries such as Nepal, Uganda,
Bhutan, Tanzania and Solomon Islands.

Program Management Issues and Institutional Arrangements
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plans and priorities within the regulations set by the BRGF
and other legal documents. The role of the DPCs and HPCs
should not be to approve and change plans and proposals
and priorities from the PRIs/ULBs, but to guide, monitor
and check compliance and settle grievances. The current
monitoring and support at the district and state levels
should be improved through boosting of the PM capacity
see above. The district planning team should support the
coordination of plans and ensure that data is available for all
units prior to the prioritization of projects. The DPC needs a
strong secretariat, planning cell, where most of the work will
take place, such as guiding the PRIs/ULBs on planning, data
collection and dissemination, review of grant utilization and
progress, impact assessments etc. More specifically, there is
a need to revise page 50 in the BRGF guidelines to reflect
this proposal.

Simplify rules for disbursements (P. 17). The rules on
90% disbursements in the first installment and 10% in the
second, 60% spending for the first installment to get the
second, and the requirements to spent minimum 75% of
the releases from last FY and 100% of spending for the
last year, but one, prior to release of funds for the coming
FY, are complicated, lead to misunderstandings in the
field and delays absorption of funds, particularly when
combined with delays in the start of the releases and in
the overall planning process. As mentioned under the
Section on Development Grants, there is a need to revise
this system to ensure that there is front-load of funds, and
regularly replenishments of funds, but with some rules
on maximum level of unspent funds on the accounts. The
system should be combined with a reform of the flow of
funds, learning from the experiences from the State of
Madhya Pradesh.

Criteriafor backwardness (page 6). The national allocation
across the districts should be improved and this should be
reflected in the BRGF guidelines, page 6. The guidelines
should provide some guidance to the States on the useful
criteria for measuring backwardness in the various regions,
such as data on people below the poverty ling, size of the
SC/ST population, various indexes for backwardness, etc.
The guideline could also provide further guidance on the

performance-based incentives mentioned on p.6, e.g. in an
annex to the main guidelines.

CB Framework (p. 60 ff). The National Framework for
Capacity Building is an appropriate guideline tool in terms
of outlining a wide range of important activities and tools
for support to local capacity building. However, it is too
detailed in terms of determining the specific activities (not
demand driven), and in terms of detailed costing of these
(page. 60). The guidelines should be refined to focus on
the general principles, areas of support, ideas for how to
handle this, and the States should fill these in, according to
the regional needs and options. Districts should be given
a much stronger role in deciding the specific CB activities
and framework (see CB Section). An annex to the BRGF
guidelines can provide guidance on unit costs of various
training activities, e.g. rules on allowances etc.

Communication strategy and future guidelines. There is
a need to design a strong communication strategy for the
entire BRGF, including a strategy for communication to the
States and districts, with clear time-plan, procedures etc. The
BRGF guidelines should be updated regularly and the issuing
of various letters from MoPR, where fundamental issues in
the guidelines are changed, without up-dating of these in
a consolidated manner should be avoided. These letters has
created confusion about the prevailing rules and systems.

State guidelines. The States should either issue the central
BRGF guideline from MoPR and endorse these as their overall
guidelines, or issue a more state specific BRGF guidelines,
which are “synchronized” and harmonized with the Central
guidelines, but encompassing more state specific issues
and procedures. These should also be regularly up-dated
and encompass issues on ULBs (or a specific guideline for
ULBs should be issued).

General rule concerning mentioning of specific Years
(e.g., p. 49). When the BRGF guidelines are up-dated, they
should not mention a specific year, e.g. FY 2006/07 on
page 49 and FY 2007/08 on page 50, but should be general
and useful for all future years. If there are specific issues
related to a specific year, these should be mentioned in
footnotes.
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7.1 Overall Conclusion

Overall the BRGF has positively influenced the development
within all four objectives, but the expected outcome - to
mitigate regional imbalances and contribute (significantly)
to reduce poverty, will require a number of bold steps and
strong measures such as: i) increased amounts of funds, ii)
better convergence and coordination with other funding
sources, iii) improved targeting of the flow of funds towards
the backward areas and iv) a number of operational

Gonclusions — Findings and
Recommendations

reforms within the two main components of the program -
development grants and capacity building support.

There are a number of serious systemic and operational
areas of the BRGF which delay the achievement of all four
objectives, both within the development grant scheme
and in the design and operations of the capacity building
support. Below is a summary of these challenges and the
recommendations from the Review Team on how to mitigate
them and move forward the important intergovernmental
transfer modality which BRGF certainly is.

7.2 Summary of Challenges and Recommendations

TABLE 24: Overview of Challenges and Recommendations

Main Responsible
No Issue Major Finding Major Recommendations Body
I. DEVELOPMENT GRANTS
Volume of funds Insufficient to bridge the fiscal gaps Increase the BRGF allocation by 2-3 Central
and address backwardness. It only times. Government
allows for a very few smaller sized
investments per year per PRI.
Integrated planning is hard when
PRIs/ULBs only have small amounts of
discretionary funds.
2. Allocation criteria The district allocation is not targeting = Improve the targeting of districts, and | Central
backwardness. include criteria for backwardness in Government
the district allocation formula, based
. . on experiences from the States (if
Some of the States are using various funds are increased).
criteria for backwardness in the
inter-district allocation (horizontal Improve the allocation formulas and | States
allocation across PRIs and ULBSs). targeting between and within the
districts and ULBs, by using criteria
such as size of the SC/ST population,
PBL, illiteracy rates and child mortality
rates.
3. Allocation criteria and | The funding system is not Make a share of the fund allocation States
rewards performance-based as envisaged in performance-based, adding simple
the guidelines and there is lack of criteria for PRI/ULB performance and a
incentives to improve performance. robust assessment system.
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Main Responsible

No Issue Major Finding Major Recommendations Body

4. Allocation of In some States, the resources are not | Resources and mandates should be Central

resources to the allocated vertically, but allocated per | allocated to the different tiers as per Government
different tiers scheme and controlled by the district | the principle of subsidiarity and not
level. kept at the district level. States
5. Information on Not widely known Improve information sharing. Notable | States
allocation of ensure dissemination of information
resources across tiers on the allocation criteria, on size . .
of grants, on timeliness about all Zila Parishads to
transfers and on justification prior the other tiers
to the start of the PRI/ULB planning
process.
6. Release and Delays in all phases of the process of | Earlier start on the planning process. | Central
utilization of funds releasing funds. Change present system of release Government and
towards system with quick bank States
releases (MP model or variant of this) | States
Change the rules about the minimum | Central
required spending to ensure sufficient | Government
fund availability.

7. Investment menu The investment menu is unclear for Clarify the investment menu (eligible | Central
many PRIs/ULBs. expenditures) in BRGF guidelines. Government

Ensure clarity on how the 5% for Central
functionaries can be used. Government
Clarify that development funds should = Central

be used on public investments, not Government
private goods and livelihood activities.

8. Investment menu Issues of ownership, maintenance Ensure that a certain % of the Central
and assets management are not development grants can be used on Government
adequately catered for at the PRI/ULB | maintenance of investments.
level. Promote PRI/ULB planning and States

budgeting for maintenance by

including it as part of the performance

reward system.

Support development of assets States
registers (as part of the CB support).

9 Investment menu Some of the PRIs/ULBs have seen their | States and districts should refrain from = States
discretion curtailed even though the | intervening in the local priorities, if and ZPs
grant was supposed to be untied. these are within prescribed mandates,

regulations and guidelines.

10. Investment targeting | Some of the States have no good Ensure a strong targeting of funds PRIs/ULBs
overview of the targeting of funds, towards the vulnerable areas and
particularly with regard to on SC/ST groups, particularly the SC/ST, and
groups. strengthen the monitoring for this.

11. Investment targeting | Some of the PRIs/ULBs fragment the | Ensure proper guidance on the States
funds across wards and smaller units. | number and size of the investments,

eventually by setting a maximum
number of investments by authority.

12. Communication There is lack of awareness/shared Improve the communication from States
knowledge regarding many of the the States to the PRIs regarding the
features of the development grant operations and features of the BRGF.
system.
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No Issue

1l. PLANNING

1. Participatory planning
processes

2. Information about
planning budget
figures

3. Convergence with
line departments

4. District Planning
Committees

5. Implementation of
projects

6. HPC

7. Strategy and
Perspective Plan
for Capacity
Development

8. Planning capacity

Major Finding

TSI support has been provided in
many places. However, it has not been
optimally utilized and sometimes
lacked sufficient quality.

The (upfront) information sharing
about resources available and status
of the planning process is weak in
many places.

Not yet attained.

Most planning is done in silos, with
lack of horizontal convergence and
integration of plans.

Not functional in some districts and
roles too much focused on plan
approval.

BRGF funding is sometimes amended
with funding from the Finance
Commissions, but seldom from other
sources.

The deliberations in the HPCs are one
of the reasons for the delays in the
planning process, and their role as
coordination mechanism is still weak.

In place, but not suited to customize
CB to needs of particular PRIs and
ULBs.

The present capacity in planning is
weak at the district level and below.

Major Recommendations

Strike a balance between an intensive
planning support approach and a
model that can be replicated.

Ensure high quality TSIs, in a more
demand driven approach with ZP in
the contracting role.

Ensure early announcement of
planning budget figures for PRIs/ULBs

and ceilings.

The State Planning Department
should instruct sectors to provide
information about their plans and
budgets for each PRI and ULB. Each
department should create separate
line items in its budget for PRIs/UBLs.

Initiate elaboration of sector grants
and break down of funding across

vertical tiers.

Expand the size of the BRGF to make
it more relevant for cross-sectoral

priorities.

Clarify composition, roles and work
modalities for DTC and change their
roles from ‘approval of plans’to
guidance, TA, consolidation, oversight,
monitoring and evaluation, such that
PRIs/ULBs retain decision-making
responsibilities within the planning

and prioritization.

Incorporate more technical expertise
in the DPC, and ensure that the sector
agencies are included in the active

work in the DPC.

Further exploit opportunities for
convergence (particularly co-funding).

The role of the HPC should move away
from rubber-stamping or vetoing
district plans towards a focus on
strategic management, oversight and
coordination of BRGF.

Use a mix of supply and demand
driven approaches in CB.

Support establishment of a strong
District Planning Unit to ensure
integrated planning, and to act as
the secretariat for the DPC and to
coordinate all planning in the district.

Main Responsible
Body

States

ZPs

States

States

Central
Government and
States

Central
Government

Central
Government and
States

States

States

PRIs/ULBs

Central
Government
through guidelines

States

PRIs/ULBs

Central
Government and
States

Supported by the
ZP.
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Main Responsible

many places and has the potential
to be a very important planning
tool; however the full potential is not
realized due to lack of coordination
with sectors.

and start using the PlanPlus system.

Continue training in the use of the
system.

No Issue Major Finding Major Recommendations Body
9. Planning calendar Planning is seriously delayed, and Establish a fixed planning calendar States and PRIs/
there is no fixed planning calendarin | which ensures that plans are ULBs
the States. finalized prior to the start of the FY
(start the planning process in July
prior to the FY).
10 Quality of planning There are no clear formats for plans Provide easy planning guidelines for | Central
— the existing District Manual is too each tier of PRI/ULBs covering the Government
complex for the GP and IP levels. main issues regarding the perspective
and annual plans.
11. PlanPlus PlanPlus has been introduced in Ensure that sectors are introduced to | Central

Government and
States

11l. CAPACITY BUILDING

clear for the States and it has not been
properly utilized.

improvements, and make it more
flexibility how these funds can be
applied.

1. Strategy The possible synergy of linking the Re-design the overall CB strategy to Central
development grants, the CB support | ensure that CB is focusing more on Government
and performance incentives are not demand-driven modalities; combined
optimally explored and used. with incentives to use the support

effective; linked to performance
assessments and regular impact
reviews.

2. Supply versus The existing approach is supply Ensure that a significant part of Central
demand driven, providing each PRI/ULB CB support is delivered through a Government and

with the same support without discretional CB grant to the ZP to States
local discretion (and hence without ensure that they can obtain/procure
considering actual needs). CB support adjusted to local needs.

3. Assessments CB needs assessments and baseline Elaborate tools for CB needs Central
studies have not been conducted. assessments and performance Government and

assessments of PRIs/ULBs. States
Ensure regular assessments of States
performance, including impact
assessments of the CB support.

4. Capacity building In many places the CB is conducted Convergence should to be deepened. | States (Nodal
delivery and without clear convergence of BRGF CB coordinators should be putin Institutions)
coordination and other initiatives. place at the State level.

5. CB Providers capacity | In some States the capacity of Explore the use of the model of States

the service providers, incl. nodal outsourcing CB supply.

ins}itution(s), is'weak, causing delays  provide training to CB service

in implementation of CB support. providers to strengthen their delivery
(combined with M&E/performance
assessment system).

6. TSI TSI support is required, but its quality = TSI should be contracted by the ZP, States
has so far been mixed and ownership | based on a selection from a long-list
from the ZP problematic in many of pre-qualified service providers.
places.

7. Staffing The allowed use of 5% in the BRGF Improve guidelines on the use Central
guidelines for functionaries is not of the 5% of funds for staffing Government
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Main Responsible

No Issue Major Finding Major Recommendations Body
8. ULBs ULBs have been left out of most CB Ensure that ULBs are adequately Central
activities under BRGF. covered in all CB activities. Government and
States
IV. MONITORING AND EVALUATION
1. Baseline There is no baseline for the Establish a baseline for the PRI/ULB Central
performance of the PRIs/ULBs and performance and capacity with government
for the status in areas relevant for the | indicators and benchmarks. - general guideline
objectives. Establish baseline for components of ~ and States
BRGF, to enable progress monitoring | Central and States
of objective achievements.

2. CB assessments CB Assessments not conducted Carry out regular impact assessments | States
of CB support.

3. Utilization Certificates | The practical use of the required Clarify the links between the regular Central

Utilization Certificates (UCs) is unclear. | reporting, the UCs, the social audit Government
and the financial audit.

4. Reviews Lack of reviews of the BRGF Institute a system of regular (annual) | Central
reviews of the operations of the BRGF. | Government and

States

5. Social Audit Social audit is not conducted in most | Support to establishment of robust States

places. systems of social audits, facilitated by
CB support and facilitators.

6. Capacity for M&E The capacity for M&E is low at all tiers | M&E trained people should be located | States as part of
at the State, District and IP levels as the CB support
part of the general strengthening of
the program management.

7. Sharing of Lack of sharing of good practices and ' Improve the sharing of good All tiers

information and best  peer reviews. practices, through IT, visits, exchange
practices of information, peer review modalities
etc.

V. PROGRAM MANAGEMENT (PM)

1. Staffing levels Limited especially at the IP and GP Clarify and elaborate on the use of at | Central

levels least 5% of the development grant for | Government
functionaries.

2. BRGF Central Level Need to strengthen the staffing Strengthen the central PM in terms of | Central

PM capacity capacity at the central level. staff and resources (4-5 extra staff), Government
including:
- M&E
- Fiscal analyst
- Intergovernmental fiscal transfer
specialist
- (B specialist
3. BRGF PM capacity at | Need to strengthen PM capacity at the | Support the state PM with M&E, PFM, | Central
State level State level. CB and communication staff. Government
4. BRGF PM capacity at | Need to strengthen PM capacity at the = Allow that a certain % of the grants Central

the district level

district level.

can be used on investment servicing
costs for the PRIs/ULBs (planning,
design M&E).

Support establishment of dedicated
units at the district level for
development planning, including
BRGF organization.

Government and
States
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Main Responsible

It needs to move towards a combined
supply and demand driven model.

up-date the framework, focusing on
principles, strategy and less on details.

No Issue Major Finding Major Recommendations Body
5. HR unit at district There has been no support to the Support establishment of a HR unit States
level establishment of human resource at the district level, which can handle
management capacity at district level. | institutional improvements and
demand-driven CB approaches.
FOLLOW-UP STUDIES
1 Allocation Formulas Present allocation system is not Launch a detailed study of the most Central
sufficiently targeting the backward optimal allocation criteria and formula | Government in
regions. for allocation across districts and for cooperation with
allocations within districts. A review of | the States
the BRGF allocation formulas should
encompass:
- new criteria for backwardness
- exploring options such as BPL,
SC/ST, people living in slum areas,
illiteracy rates, child mortality rates,
composition of employment, etc.
- final formula for the allocation
across districts
Provide guidance to the States about
inter-district allocations
2 Size of the grants The size of the grant seems small, Study to arrive at a better, (but still Central
but there is need for a more detailed | rough) estimate of the future size of Government (MoPR
study to assess the actual amounts the development grants and review and Planning
required/desired. various options for increasing funds Commission).
from Gol, DPs and other sources.
3 Performance criteria | The system has not performance Study to review experiences of Central
criteria and incentives for performance-based grants. Government in
improvements. Outline options for the States to apply = Co°Peration with
in future allocations. States.
4 CB framework CB needs up-dating and clarification. | Refine the BRGF guidelines and Central

Government with
support from the
States

BRGF GUIDELINES

1.

BRGF guidelines

Need to clarify and update the
guidelines.

Up-date the guidelines and address
the issues raised in sections 6.2
and 6.3.

Central
Government
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The Study has underscored the multiple objectives that
the BRGF is expected to achieve, such as (a) Bringing
about integrated decentralized planning at village, block,
municipal and district levels, (b) strengthening the Gram
Sabhas in the rural areas and area Sabhas in the urban areas,
(c) strengthening the panchayats and the municipalities by
way of augmenting their staffand infrastructure, (d) assigning
a pivotal role to the panchayats and the municipalities in
administration of developmental schemes and programs,
and (e) removing the backwardness of the 250 districts
identified to be backward. Each of these is a daunting task by
itself. Therefore, to achieve all these together through BRGF,
with rather frugal resources available under the Scheme, is
indeed a tall order.

While BRGF has crystallized constitution of the District
Planning Committees (DPCs) in almost all the States, this
achievement has remained largely notional, as the DPCs are
handling, as a national achievement, only the BRGF Plans.
It is no gainsay that the DPCs need to be strengthened
professionally. However, lack of technical manpower has
not been cited by any line Ministry or State as the reason for
not routing the sectoral plans through these committees.
The Study has highlighted the need to redefine the role of
the DPCs and the State High Powered Committees (HPCs)
as facilitators rather than controllers, of the Scheme, which
would effectively strengthen the role of the local bodies in
the administration of the Scheme.

The Study has brought to fore the role of Technical Support
Institutions (TSIs) in program planning. The success of the
TSIsin performing their expected role has been quite uneven
across the States and Districts. In the existing scenario, where
no Centrally Sponsored Scheme (CSS) assigns a pivotal role
to the DPC, leaving these Constitutional Bodies to handle
only the BRGF, the success of TSls in producing the District
Plans of reasonable substance even in a significant number
of districts can be termed as a commendable performance.

The Study highlights the popularity of Anganwadis with
the people. My own tour in the villages across the country

has given the same impression without any exception.
These are actually créches for the rural areas and are very
understandably popular with the people. Unfortunately,
the Integrated Child Development Service (ICDS), which is
the main CSS that has introduced the Anganwadis, does not
provide for buildings for these Centers. MoPR has already
sounded the Ministry of Women & Child Development on
the issue.

A separate study has indicated significant intra-district
variations in terms of indicators of development such as
accessibility, electrification, availability of schools, drinking
water, healthcare,employmentetc. One can, therefore, argue
that the distribution of funds among the local bodies within
a district should be related to the level of development (or
lack of it). In practice, States allocate funds among the local
bodies in the ratio of population only. However, if the funds
available for each local body remain just about Rs 3 to 4 lakh
a year, it might not be worthwhile attempting to fine tune it
by linking the share of each local body with the level of its
backwardness.

The core issue for BRGF is to bring about a convergence
of all the schemes and programs by way of simultaneous
declaration of the resource envelopes. That would throw
up the requirement of funds for bridging the gaps in local
infrastructure etc. in each village in an authentic way and
make the BRGF serve its purpose truly.

The most important discovery of the Study is that the local
bodies are capable of administering development programs
efficiently and effectively, notwithstanding the lack of
technical personnel with them. This single finding should
give the policy planners the confidence to assign greater
responsibilities to these institutions.

Sudhir Krishna

New Delhi

Additional Secretary, MoPR &
14 December, 2009

National Project Director, BRGF
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ANNEX

Not all questions are relevant for all respondents on all
governance tiers. The most relevant tier is in bracket after
the question. District — GP means for districts, Intermediate
Panchayat/Block and Gram Panchayat.

Questions in bold were identified as core questions by

MoPR.

1. Basic Information (all tiers)

Name of State:......covvvvvviiennnnnnn. (state)

Name of District.....ccovvvevinivnnnns (district)
Name of Intermediate Panchayat............. (IP)
Name of Gram Panchayat....................... (GP)
Population size................... (all)

2. General views on the BRGF (all tiers)

Do you find that the objectives of the BRGF are being
fulfilled? - Objectives broken down in:

1.

Bridge critical gaps in local infrastructure and other
development requirements that are not being
adequately met through existing inflows.

Strengthen, to this end Panchayat and Municipality
level governance with more appropriate capacity
building, to facilitate participatory planning,
decision making, implementation and monitoring,
to reflect local felt needs.

Provide professional support to local bodies for
planning, implementation and monitoring their
plans.

Improve the performance and delivery of critical
functions assigned to Panchayats, and counter
possible efficiency and equity losses on account of
inadequate local capacity.

Why/Why not? (all)

+%

Questionnaire ior the Field-Mission

What are the strengths and weaknesses of the
312 S F 1) I—

Challenges in implementation? (all).......ccoocccenevennne.

Issues which can easily be improved (quick wins)?

Issues, which will require more efforts or longer
time perspective? (all).........

Views on the BRGF guidelines (clarity,
comprehensiveness, etc.)? (@ll).....cooerererreererenens

Views on the planning guidelines? (all)......c.ccccoevuuue...

Program Management

7
0

Views on the BRGF program management?
(all).......e.q.

- Funding systems - are they efficient and
predictable?

- Information provided to stakeholders?

- Guidance and support?

- Operations of transfer schemes?

- M&E and follow-up?

- Initiatives taken to address identified
problems?

What is the capacity of program management?

(Central, State and District levels)

Gaps? (central and State)
Capacity of the institutions for capacity building?
Gaps

How doesthe PMlinkwith other units? Horizontally?
And vertically? (Central and State).....................
.(Central, State, District)

What can be done to improve capacity of the
Program Management?...(all)

Annex1: Questionnaire for the Field-Mission
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4. Funding and Funding Flows (finance unit) % Are the funds predictable?.....(all)

% What are the channels for flow of funds?.... (specific)
(all)

% Did you spend the funds within the time-frame
provided? (all)..........

4.1 Development Grants - Fiscal Issues

0,

¢ Amounts and Flow of Funds:

« Amounts received for development grants from
the BRGF? (all)

Released
Budget amount Sanctioned/approved amount amount Utilized amount Comments,
Rs Crore Rs Crore Rs Crore Rs Crore e.g. delays
2007/08
2008/09
2009/10
% Allocation system and criteria for distribution & Llevel of unspent development funds?..FY

across the States? (Central Level)

Allocation system between urban and rural
local government?

Allocation system and criteria for distribution
between districts? (state)

Vertical allocation shares between districts,
intermediate Panchayats and Gram Panchayats?
(state and districts)

Allocation criteria applied in the horizontal
allocation between districts? (States)

How do you define backwardness?

Allocation criteria within the districts? (Horizontally
across the Gram Panchayats)? (districts)

Do you think the allocation system is reasonable
and fair? (all)

If not, what should be changed (all)?

When did your authority receive information on
the allocation for the coming FY? (all).................
and how?......(e.g. use of web-site)

Are the fund allocations timely from Gol to the
States? And from state to PRIs/ULBs?

Which date(s) did you receive the funds for FY
2007/08....... And FY 2008/09........ (by district)
- States to the districts?..... (districts)

- State to the ULBs?..... (ULB)

-  State to the blocks (block)

—  To the Gram Panchayats? (GPs)

- Toothers?

2007/08:2.......... and FY 2008/09 - status(all)

What are the reasons for unspent funds by the end
of the FY? (all)

Menu for the use of the BRGF

- What investments are allowable/
works assigned for the defined tiers of
government (district, intermediate, GP)?

- Where was the funds actually allocated/spent
- Extent of discretion given to the LGs
- Have you spent the 5% allowed for

What is the extent of alignment with other transfer
mechanisms?

Any conditions for access to the funds?...............
who sets these?........

4.2 Capacity Building Support - Fiscal Issues (Mostly
for the State Level)

Please fill in the following: (state)

First Independent Review of the Backward Regions Grant Fund — Synthesis Report

What is the distribution of CB support across
(districts, intermediate Panchayats, GPs, NGOs/
CBOs, etc.)? (state)

Do you think the distribution system reasonable
and fair? (all)

Who is in charge of the spending of funds for
CB support? (all)

Did you receive the funds on time? ........ when
for 2007/082......... for 2008/092........



2007/08
2008/09
2009/10

7
0.0

®,
0.0

Budget amount

Rs Crore Rs Crore

What are the allowed areas of spending?

What is the level of unspent funds?.........ccceeueeee
and why?......ccccceecunnenes

5. Functioning of the Capacity Development
Support and Performance (all tiers)

5.1 CB support

What do you understand by
development? (only training or?....)

capacity

General views and level of satisfaction with the CB
support component of the BRGF?.....(districts - GP
level)

How does the State plan and organize CB support
to the PRIs? (State)

What is the strategy for capacity building? (all
tiers)

Mean existence of the national/state framework for
delivery of CB? (State)

Existing of capacity needs assessment? (all tiers)

- How was the capacity needs assessment
conducted (who is coordinating, who is
consulted, what methods are used, what are
the sources of information etc...)?

- What s the quality of the capacity needs
assessment report?

- Any linkages of the capacity needs
assessment and the capacity building plan?

Existence of a capacity building plan?.... at which

level?..... (all tiers)

- The quality the capacity building plan? (all
tiers)

Existence of a nodal institution within capacity

development?....

How is CD support coordinated? (all)....

How do you ensure synergies between various
CD activities?...(all)

At what level should the CD support be
coordinated...... and managed?....... (all)

Sanctioned/approved amount

Released amount

Comments,
e.g. delays

Utilized amount

Rs Crore Rs Crore

Any HR departments at district level? (district)..... at
other levels of government ?... (all tiers)

- Ifyes, how is it constituted and does it have
the required staff, resources, clout?

-  What are the functions and how are they
executed?

Who have been the main target groups for CB

support? (all tiers)

- Political leaders? Staff? private sector?
community members? Etc... and what
implications does this have?

Supply side — who is delivering the training and

other CB support to local authorities? (all tiers)

- Local resource teams?

- Private firms?

- TSI/NGOs?

- Academic institutions/research institutions?

- Higher level local governments?

What methods/approaches have been used for

capacity building (all tiers)

- Short-term performance improvement
courses

- On-job training, mentoring, understudies etc.

- Career development

—  Peersupport?.....
- Staffing support?.....(use of 5% from
development grant)?....

- Support PRl infrastructure and equipment?
- Systems and procedure support?
- Exposure and exchange visits

- Satellite training?........ could it be
expanded?....

- E-government and IT connections?......
- Etc...

Was the capacity development support
delivered within the provided time-frame?

Experiences on the support from the State
Institutions of Rural Development? (all tiers)

What is the general performance of the technical
support institutions to deliver CB services?

Annex1: Questionnaire for the Field-Mission
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(i) timely....ii) relevant?....iii) level quality......
(high...medium....low.....)? (all tiers)

Any documentation of this?......(all tiers)

Experiences with other parts of the supply side/CB
service delivery side (satisfaction, challenges, etc.)?
(all tiers)

- Pool of resource persons? .... Experiences

from this?....

Has Intermediate Panchayat/Blok level extension
and resource center been set up? ..... what has
been the experiences?.... (state, district and IP)

Has the CB support been implemented in
accordance with plans/targets?... deviations?.......
reasons?..... (all tiers)

How many have benefited last FY?.... and who?.....
(all tiers)

How is the progress in CB monitored? (all tiers)

- (Explore the different levels i.e. pre-activity
level, activity level, output level, outcome
level and impact level)

Main areas of spending on CB?

LevelofunspentfundingwithinCBsupport?...............
2007/08?..... 2008/09)..... (all tiers)

Areas which should have been covered by the CB
support (uncovered gaps)?... (all tiers)

What are the bottlenecks and reasons for lack of
use of funds?... why? (all tiers)

What should be done to address these? (all tiers)

5.2 Capacity and Performance of LGs (district - GP
level)

Has the general capacity of your authority (as a
corporate body) increased? .......... (district —-GP
level)

In which areas?.............. documented evidence?....
(district — GP level)

Why/why not?............. (district — GP level)
Strengthened  the  capacity of elected

representatives? (district — GP level)
Of the officials? (district — GP level)

Has the CB support enhanced the level of effective
community participation?.... (district — GP level)

Has it led to more participation of the Gram Sabha
and Ward members?.... (GP level)

Has it affected the operations of the Panchayats?
(GP level)

Has it led to improved accountability? (district - GP
level)

Additional need for CB
areas?....(district — GP level)

support?..... which

Challenges in performance of the local authorities,
e.g.? (district — GP level)

- Capacity

- Incentives

- Organizational and structural issues (e.g.
bureaucracy)

- Equipment and facilities?

6. Planning Issues (Planning Unit - all tiers)

6.1 Participation and process

7
0.0
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Who are involved in the drawing up of the 5 years
perspective plan?..and in the annual plan?.......... (all
tiers)

Any support from the TSIs? ......

(note the varying participation modalities/

(methodologies used) at the different stages of

the planning cycle) (all)

- Dissemination of the planning process and
indicative planning figures

- Situation analysis

- Needs identification and strategy formulation
(linkages between critical gaps identified
in the envisaging work-shop and the use of
the BRGF)?

- Compiling the plan
-  Discussion and approval of the plan

- Have the priorities of the lower tiers of
government been reflected in the final
plan?...

- Follow-up on the plan
How are they involved?.....(all tiers)

How participatory is the planning process
- level of just attendance versus genuine active
participation?..... means of consultations?...... (all
tiers)

What is the role/activity level of the women in this
process? ........(all tiers)

Level of involvement of Scheduled Tribes/
Scheduled Castes? (all tiers)

Why is the level high or low? (all tiers)......



Of other vulnerable groups? (all tiers)........ccoe.un..

How are their interests reflected and ensured? (all

How are the Gram Sabha and ward Sabha
involved? (all tiers, mostly the lower).....

How is it organized?(all tiers, mostly the

Do you adhere with the time-plan set in the
guidelines?..... (p.50)... (all).

Level of effectiveness of the Gram Sabha as a
participatory forum for planning and accountability?
.................. i) very effective... ii) moderate... iii)
not effective...... (districts and lower tiers)....

- Why?....

Do you use any facilitators? (districts and lower
tiers)...

How do you consult across the tiers of government
(district —IP, Gram Panchayats)? (these three tiers)

Who takes the final planning decisions on the plan?
(these three tiers)

What are the challenges and reasons for gaps in
the planning process, level of participation and
involvement of stakeholders? (these three tiers)....

What can be done to address these?..... (all tiers)

6.2 Technical tools

How are your authority supported technically in the
planning process from other authorities? (districts,
IP, GPs)

Which data is available for the planning? (all tiers)

Do you have elaborate date-bases?..... which?.... (all
tiers)

Existence of various tools (GIS, etc.)? (all tiers)
IT up-loading of plans? (all tiers)

How practical and easy is it to use PLANPLUS?....
(all tiers).

How are plan consolidated vertically with other
tiers of governance? (all tiers)......

Howisthebottom-up planning processharmonized
with the top-down processes? (all tiers)

Linkage between the local government wide
planning and sector planning (all tiers)

Project appraisal processes ? (all tiers)

- lIssues of planning for operation and
maintenance? (all tiers)

—  What is the division of planning
responsibilities? (all tiers)

- What are the main technical challenges? (all
tiers)

6.3 Content of the plan

Which guidelines are applied in the elaboration of
plans? (all tiers)

Are there any links between vision, goal, targets,
and activities? (all tiers)

Are the sector departments’ activities included in
the plan? (all tiers)

How do you ensure synergies between the
various supporting schemes? (all)

Are activities of other tiers of governance included/
informed in the plan? (all tiers)

Are the activities of other external initiatives, NGOs,
CSOs etc. reflected? (all tiers)

What are the links between five year and annual
plans? (all tiers)

Links between the annual plan and budgets? (all
tiers)

Coverage of cross-cutting issues in the plan? (all
tiers)

Coverage of poverty issues? (all tiers)

Environmental and socio-economic impact? (all
tiers)

How is gender mainstreaming ensured? (all tiers)

Coverage of revenue forecast and potential? (all
tiers)

6.4 Implementation performance

What is the level of plan implementation - annual
plan versus actual performance in terms of number
of projects? ..... volume of investments? (district
- GP level).....

Reasons for deficiencies? (District — GP level)
How are the plans monitored? (District - GP level)

Any inspection of sites/investments? (District —-GP
level)

Views on investment menu and focus on SC and ST
(Annex 4 in guidelines)? (District — GP level)

Annex1: Questionnaire for the Field-Mission
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6.5 Capacity

7.

Capacity of the planning unit? Tick: (strong......
moderate ...... weak.....) (District — GP level)

Technical roles in planning? (District — GP)
Approved positions?......(District -GP)

Number of
positions......
level)

staff in planning?....... regular
casual positions..... (District - GP

Number of vacancies?... (District — GP level)

Organization of the staff?....- organizational chart?....
(District — GP level)

Level of staff turn-over (over the past 2 years)?
(District — GP level)

Key qualifications of staff (level of education and
experiences)?.... (District- GP level)

todosor......... (District —GP level)

Any strong incentives of the staff to perform?...............
Why/why not?..... (District — GP level)

How the other departments are involved and how
do they support the planning unit in planning?
(district -GP level)

Overall challenges and issues on capacity?..... (all
tiers)

Whatshouldbedonetomitigated thesechallenges?
(all tiers)

PFM Issues (Finance Unit in each

Variances

Authority - particularly GP level)

between budget and actual/outturns in

percentage: (district — GP level)

®,
0.0

o
0.0

Are the books of your cash books up-to-date?..........
.............. (district — GP level)

Are other books and ledgers up to date?

Are bank reconciliations regularly done and up-to-
date?......... (district- GP level)

Are final accounts/financial statements produced
on time?.... (district — GP level)

Size of the arrears (unpaid bills, delays in payment,
etc.) ?..... (district — GP level)

Who signs the invoices? (District — GP level)

Reporting systemsz............... i) Financial............. i)
Physical progress.....? (District - GP level)

Who do you report to?..
timeliness?.... (district — GP level)

frequency?......

Record robust keeping systems? (district — GP level)
Internal control procedures? (district — GP level)

Internal audit? (district —GP level)
Numbers of internal auditors?
How are they facilitated

Do they produce reports?.... to who ?....... are
they reacted upon ?,

Status of last external audit report? (district - GP
level)

Follow-up/scrutiny of audit results? (district — GP
level)

Capacity in PFM i) staff....... ii ) qualifications......
(district — GP level)

Suggestions for improvements? (district- GP level)

Procurement (district - GP level, but
Capacity at State level)

Examples of procurement last Fiscal Year? (all tiers)
Who does the procurement? (all tiers)

What is the composition of the procurement board/
committee? (all tiers)

Which system of procurement is applied - open
tender, restricted, sole sourcing etc.? (all tiers)

Expenditures Budget 2006/07 Actual 2006/07 Difference %
Total expenditures
Budget 2007/08 Actual 2007/08 Difference (%)
Total Expenditure
Revenues Budget 2006/07 Actual 2006/07 Difference (%)
Total revenues
Budget 2007/08 Actual 2007/08 Difference (%)
Total revenues
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10.

List of contractors? (all tiers)

How are announcements of tenders done? (all
tiers)

Publicity in the tender process? I) of the tenders?...
I) rewards?... (all tiers)

Capacity in  procurement: i) staff within
procurement.....ii) qualifications?..... (all tiers)

Any procurement planning?....how? (all)

Linkage of the procurement plans to the
development plans and budgets? (all)

Suggestions for improvements? (all)

Governance Issues (all tiers, particularly

GP level)

¢ Any publication of: i) budgets?...... ii) accounts/
financial statements?........ii) audit reports?.......
projects conducted?...... (all tiers)

Signposts for project implementation? (district -
GP level)

Social audit? who?
frequency? ............. (district — GP level)

how?

Reporting: Who does the authority report to?.......
(district -GP level)

Other means to ensure accountability?..... (District -
GP level)

Cases of community action arising from reported
information?

Main challenges? (district-GP level)

Suggestions for improvement (district - GP level)

Quality of Service Delivery (district - GP
level, particularly at the GP level)

®,
0.0

Number and level of Investments conducted from
the funding derived from the BRGF? (district —-GP
level)

Benefits of these investments?.... who?..... number?
....... (district — GP level)

Evidence of changes in coverage of infrastructure
over the past 2-3 years?... why/why not?
................. (district — GP level)

Evidence of changes in the coverage of services

(education, health, etc)........ why/why
not?...... (district — GP level)
Challenges and  bottlenecks in  service

delivery?............ quantitative?.... qualitative? ...
(district — GP level)

Evidence of changes in the quality of service issues
e.g. if the schools are constructed, has the quality
of teaching improved? Are the teachers in place?
Any documentation of outputs ?..... Outcomes?
..... (district = GP level)

Any community management and inspection
structures? (district — GP level)

Suggestions for improvement (district - GP level)

11.Monitoring and Evaluation (all tiers)

Systems for M&E in place?.... which? ....i) for
development investments.....i) for CB support?......
(all tiers)

Views on the PlanPlus?... (all tiers)
Who do you report to?... (all tiers)

How do you perceive the M&E formats for the
BRGF? (very useful...... moderate .... Not useful
.....(all tiers)

How is the information applied? (all tiers)
- Consolidation?

- Use to adjust future initiatives?

- Used to address remedies?

Main challenges and bottlenecks?.. (all)

Suggestions for improvements? (all)

Annex1: Questionnaire for the Field-Mission
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The firstmethod in the above table (Model 1) simply reviews
the costs of similar functions in other countries, the relative
share of the local authorities’ functions vis-a-vis the central
government functions against the total available public
budget and the relative share of local authority budget, and
then tries to fix the appropriate size of the local authorities’
budget and the intergovernmental fiscal transfers. This
is obviously a very crude model, which will probably
not provide very much information about the required
resources to achieve the MDGs and service delivery targets
at the central and local levels.”!

Where sufficient time is available prior to contemplated
decentralization, it is possible to cost the services as they are
being delivered, using historically stable and reliable costs*?
(Model 2). This approach would be bottom-up, employing
actual costs in existing institutional arrangements. Ideally, the
costing of services should be done prior to decentralization,
and be a guide in the realignment of financial relations.
If done in this way, the post-decentralization financing
then is premised on pre-decentralization data and
assumptions about the desired institutional arrangements.
These assumptions can be tested after the main wave of
decentralization has occurred and refinements made in the
grants or revenue assignment.

While the costs prior to decentralization should be relatively
easy to compile, the effort is considerable nonetheless,
particularly if all services and other functions to experience
decentralization are to be included. Unfortunately,
countries usually prepare poorly in most decentralization
efforts; decentralization is often a political response that
when it break, it proceeds under time pressure, even if the
implementation turns out to be partial or halting. Once
decentralization is underway, it is not realistic to freeze
institutional arrangements for the purpose of costing,
and as decentralization proceeds it becomes increasingly
difficult to reconstruct the costing prior to decentralization’s
changes.

In the case where good costing does not exist and changes
are already underway or imminent, a different bottom-up
approach could be used provided there is consensus about
the desired functional assignments and service standards,

1" However this method has been used in various countries, where the government

grants have been fixed to a rough share of the total public revenue, e.g. in
countries like Ghana and the Philippines, without detailed calculations of the
relative expenditure needs of central and local governments.

2 This is possible in principle; where leakages have been endemic there may be

resistance to making all costs explicit.

etc. (Model 3). It is worth fleshing out this possibility as
some countries could well decide to undertake such an
approach, keeping in mind that it has already entered
the decentralization stream (even if it is yet not even mid-
stream). This approach would require considerable effort,
and in an idealized fashion would follow the steps indicated
below:

1. Review all areas or demarcate the core service (sector)
areas to be reviewed, e.g. the sectors, which have
most direct implications for the achievement of the
MDGs, such as Health, Agriculture, Roads and Water

2. Demarcate the services/activities within these areas,

3. Clarify the future division of tasks and responsibilities
across the various tiers of governance (central
government, governorates and districts) and services
to be delivered and financed by other stakeholders,
e.g.the private sector.The analysis would be based on
the expected outcome of the ongoing dialogue on
decentralization of tasks and responsibilities to local
authorities. Each sub-function, e.g. administration,
governance functions, construction of buildings/
facilities, maintenance and operational costs would
be divided across the tiers of governments according
to the expected future assignment of tasks,

4. Review the minimum standards related to these
functions and sub-functions.

5. Costthese services in a situation with full compliance
with the fixed standards - and apportion the costs to
the central government, governorate, district and
other service providers (e.g. the private sector, users),
using a combination of data and information from
selected sample districts, governorates and centrally
available information.

6. Review savings from various efficiency measures,
like changing the balance between capital and
maintenance/operational inputs — making better
use of the assets, organizational changes, etc.,

7. Extrapolate the costs from a sample of local
governments to the entire country and determine
the graduated pursuit of these in order to achieve
the MDGs by 2015.

8. Review the funding system and available amount
of funds for local service delivery (own LG revenues,
otherlocal sources and grants) both in terms of sector
specific revenues such as user fees and charges and
general untied funding,
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9. Review the relationship between the available
funding and the required sources to comply with the
MDGs in a phased manner.

To the greatest extent possible, the standards used and
the graduated achievement of the MDGs should rely on
the work conducted (if any) on the national costing of the
MDGs achievement. As well, expertise gained in conducting
the national level exercise should be employed in the LG
costing exercise.

The above bottom-up approach would then be contrasted
with the national level costing where this exists to
understand the how the perspectives are complementary
and useful for different purposes.

The bottom-up approach of Model 3 is not possible in
the short term in many countries, in view of the ongoing
dialogue on the actual pace of devolution in many places
and Model 4 is sometimes pursued as a more realistic start.
The costing exercise would have to be delayed to allow the
consensus on functional assignment to emerge. This would
also mean that the costing would not be able to contribute
to the dialogue on functional assignment.

It is worth noting that where costing of local services has
been attempted in developing countries in the context of
decentralization, this has tended to be done following key
institutional changes (as in Indonesia and Uganda). While
some fuzziness on functions and financing can be found
even after the decentralization dust has settled, these are
only a minor hindrance to costing exercises.

The timing of the anticipated service costing should come
in the early stages of decentralization. If the services costed
are those that are most critical to the Local Authorities
in relation to particularly the MDGs, then the task need
not be daunting and can be completed in a reasonable
amount of time, although it requires time and efforts and
some reasonable accounting systems. The results could
provide a firmer base for more methodical and faster paced
decentralization and services, and adjustments of the
findings can be made along the process of decisions on
changes of functional assignments.

It is often most feasible to use of the existing institutional
arrangements as the point of departure for the financial
analysis and a subsequent adjustment of these calculations
when final decisions have been taken on the future
functional assignments and organizational arrangements
(Model 4).

This Model 4 may be combined with features of model 5 if
specific costing needs arise, such as the need to cost new
structures at the LG level (both administrative and political
structures).

The following step-wise approach should then be followed:

1. Demarcate the core service (sector) areas to be
reviewed.

2. Demarcate the core services/activities within these
areas,

3. Review the existing costs of these services — analysis
of budgets and accounts - data from various tiers of
governance.

4, Review the minimum standards related to these
functions and sub-functions (if available).

5. Costthese services in a situation with full compliance
with the fixed standards - and apportion the costs
to the central government, LGs and other service
providers (e.g. the private sector, users), using a
combination of data and information from selected
sample LGs;

6. Review savings from various efficiency measures,
like changing the balance between capital and
maintenance/operational inputs — making better
use of the assets, organizational changes, etc.,

7. Extrapolate the costs from a sample of LGs to the
entire country, and determine the graduated pursuit
of these in order to achieve the national targets, the
MDGs by 2015 or other reasonable targets. These
targets should be set in close dialogue with the
central and local authorities.

8. Review the funding system and available amount of
funds for local service delivery (taxes, revenues, other
local sources and grants) both in terms of sector
specific revenues such as user fees and charges and
general un-tied funding,

9. Review the relationship between the available
funding and the required sources to comply with the
targets in a phased manner.

The results of the analysis should provide a good overview of:

1. existing costs of the core services and division of
these costs across the tiers of governance,

2. possible efficiency savings if the input mix is adjusted
to maximize capital and recurrence costs in relation
to desired standards of service,
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3. The additional costs of improving the service level
to address local or national goals (e.g. MDGs);
the improvement scenarios to be determined in
consultation with the LGs involved and relevant
national ministries,

4. Financial implications of possible changes in
assignment of functions across the tiers of
governance; scenariosto bedrawn fromdeliberations
of government ministries.

Model 5 is a subset of model 4, but does only look at the
few incremental tasks over the time. Both models 4 and 4
requires some knowledge about functions, unit costs, and
data for breakdown of expenditures and service standards.

Model 6 is the most straightforward model and is often
used when the time is limited, and or data is not available
on existing standards, unit costs, variations in these or if the
funds are greatly less than the expected standards needs.
It is method, which can be carried out in the short term,
whereas other models are being prepared for the medium
to longer terms. It will have to review

1. Existing costs of service provision within areas to be
decentralized
Costs within existing institutions (line ministries)
b. Costs broken down on districts

c. Type of costs (direct, indirect recurrent, capital
costs)

2. Existing revenues within these areas (if any)
a. Feesand charges,
b. Otherrevenues
3. Fiscal implications of change in service provision (if
possible to measure)
a. Efficiency gains

b. Extra costs or no changes

4. Ways and means to compensate
a. Grant system (types of grants, flow of funds etc.)
b. Other funding channels
Method 6 is the most feasible for most functions in many
countries. The reasons for this are:
« Time for costing is limited;
+« Data on unit costs are very limited;

< Service standards are not available in most areas, nor
are they related to available funding

“ It can be combined with more detailed costing
during the roll-out of the decentralized service
provision modalities;

“ The other models may not be affordable.
However in the area of costing of new basic functions, such
as general administration and functioning of the assemblies,

there is often a need for a full costing, including needs based
overview, unit costing etc. of all core functions.
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