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The Financial Management Manual is meant to be a “living document” to be updated on
the basis of experience on the ground. Any changes to this manual will need to be
discussed with the World Bank and approved by the competent project authority . This
document should be used by the staff of the World Bank Financed DRIP Project. For a
complete understanding of the financial management arrangements in DRIP, this
document will serve as a good reference material. Other documents recommended for
reading are the Financing Agreements which includes the IDA Credit Agreement, Project
Agreement and Minutes of Negotiation as well as Project Appraisal Document(PAD),
Project Implementation Plan and the Procurement Manual.
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Chapter 1
Dam Rehabilitation & Improvement Project
Project Description

Background

Water resources development is a major area of focus for the central and state
governments in order to manage and utilize India’s limited water supplies. In this
context, dam safety assurance is necessary to reduce risks and help assure
sustainability and full operational capacity of existing storage through early
identification and rectification of problems.

India ranks third in the world after China and the United States in terms of
number of dams. They have played a key role in fostering rapid and sustained
agricultural and rural growth and development, which have been key priorities for
the Government of India (Gol) since independence. Irrigated agriculture and
hydropower development have been major pillars of the government’s strategy to
achieve these priority goals and to ensure food security. Rainfall, which occurs
mainly in intense and unpredictable downpours within a four-month monsoon
season, is of high temporal and spatial variability and does not meet year-round
irrigation and other water demands. Except for the perennial Himalayan Rivers,
almost all the river systems in India are seasonal. Over the last fifty years, India
has invested substantially in infrastructure necessary to store surface runoff in
reservoirs formed by large, medium, and small dams with associated
appurtenances. At the end of 2011, there were about 4,762 completed large
dams in India, with another 382 under construction. The total storage capacity of
these dams, half of which are more than 25 years old, is about 283 billion cubic
meters. Many of the dams are constructed and maintained by the state
governments, with Water Resources Departments (WRD) responsible for
operation and maintenance (O&M) on behalf of the states. A few public
organizations such as the Bhakra Beas Management Board, Damodar Valley
Corporation, and Mumbai Municipal Corporation, also own and operate dams. In
addition, several private sector operations own and operate dams for power,
industrial water supply, and irrigation. Besides the large dams, there are tens of
thousands of medium and small dams in the country that have been constructed
by various agencies.

Many large dams are ageing and have various structural deficiencies and
shortcomings in operation and monitoring facilities. In most states, budgets for
dam O&M are part of the larger budget for irrigation and canal maintenance
which is decided on the basis of irrigated area. In practice, irrigation and canal
maintenance tend to get greater priority, with the result that dam O&M is relatively
neglected. Allocations for dam O&M need to be more in line with need-based
assessments. Most large dams are high-hazard, and dam safety assurance is
necessary to reduce risk and help ensure sustainability and full operational
capacity.  Action is therefore required to: (i) ensure rehabilitation and
modernization of dams to bring them back to full standard of safety and
operation; (ii) develop and implement adequate maintenance programs; (iii)
ensure regular review of the status of the dams, both by the operator and by
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independent review panels, to examine problems relating to sustainable O&M of
dams; and (iv) formulate standards and guidelines and asset management
systems to minimize future risks of dam failures.

The National Water Policy (April 2002) has a section on safety of structures. it
indicates that there should be proper organizational arrangements at the national
and state levels for ensuring the safety of storage dams and other water-related
structures. The guidelines on the subject should be periodically revisited and
updated as necessary. There should be a system of continuous surveillance and
regular visits by experts. The Policy also states that dam safety legislation may
be enacted to ensure proper inspection, maintenance and surveillance of existing
dams and also to ensure proper planning, investigation, design and construction
for safety of new dams.

CWC has finalized a comprehensive national Dam Safety Act, the draft of which
is ready for review and approval by the government before submission to the
parliament. All states with DSOs are already now in general complying with the
provisions outlined in the draft Dam Safety Act, in that there are regular
inspections of all large dams and there are functional independent dam safety
review panels (DSRP).

The Dam Safety Assurance & Rehabilitation Project (DSARP) assisted by the
World Bank was implemented in 4 States of the Indian Union, namely Madhya
Pradesh, Orissa, Rajasthan and Tamil Nadu, during the period 1991 to 1999. The
Project was successfully completed in September 1999 at a cost of Rs.422.95
crore.

After seeing the performance and benefits accrued from the project, an
imperative need has been felt that another project covering some more States
having significant number of large dams be implemented through the World Bank
assistance on similar terms and conditions.

Discussions were held with World Bank on several occasions to finalize the dam
safety efforts. A preparation brainstorming workshop was organized by the World
Bank on 27.7.2005. The World Bank Project Preparation Mission visited India
from 12 to 22 November, 2008 and held discussions with officials of CWC &
participating States. Out of 13 participating States only 11 States participated in
the discussions .Uttar Pradesh and Bihar did not attend the discussion. Finally 4
States were identified for participation in the Dam Rehabilitation Improvement
Project. (DRIP). Thses are Kerala, Madhya Pradesh, Orissa and Tamil Nadu.

Project implementation set up

The project will be implemented over a period of six years commencing around
April, 2012. The main project participants will be CWC, WRDs in four states,
namely Tamil Nadu, Kerala, Madhya Pradesh & Orissa and State Electricity
Boards (SEBs) in two states namely Tamil Nadu and Kerala (See Appendix — A) .
The project has three components — (i) Rehabilitation and Improvement of Dams
and Associated Appurtenances focusing on structural and non-structural
measures at 223 project dams spread across the four States (See Appendix — B);
(i) Dam Safety Institutional Strengthening focusing on regulatory and technical
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frameworks for dam safety assurance and (iii) Project Management. The Dam
Safety Organisation (DSO) cell of CWC will be responsible for overall project
coordination and management, the DSO cell of the WRD in each participating
state will be responsible for overall project coordination and management at
state-level and the direct implementation of component 2, and Divisional Offices
in WRDs and SEBs will be responsible for the implementation of component 1 i.e.
the rehabilitation and improvement works at each dam.

Annual Distribution of Dams for Rehabilitation

State 2012 2013 2014 2015 2016 2017 Total
Kerala 9 10 12 31
Madhya
Pradesh 7 18 25 50
Orissa 5 14 19 38
Tamil Nadu 17 37 33 17 104
Total per year 38 79 89 17 0 0 223

The overall responsibility for project oversight and management will rest with the
Project Director in the Central Project Management Unit in the Dam Safety
Rehabilitation Directorate of the Dam Safety Organization in CWC. The PD will
be accountable to the Chief Engineer (DSO) in CWC, who in turn will be
accountable to the Chairman CWC and Secretaries in MOWR and DEA for the
overall utilization of loan and credit funds and overall compliance with the
provisions of the legal agreements signed between the Gol and the Bank. The
CPMU will provide support to SDSOs and facilitate and guide the management
and monitoring of project activities, ensuring synergy and coordination among
state-level agencies, facilitating training and knowledge sharing, and preparing
consolidated reports. To assist with the management and implementation of the
project, CWC will recruit a management and engineering consulting firm.

In each participating state the day-to-day project coordination and management
will be carried out by a state project management unit to be set up under the
Chief Engineer (CE) who has responsibility for the state DSO. Each SPMU will
be headed by a full-time director and will have a multi-disciplinary team of
specialists and support staff. In each participating state, the SPMU will be
responsible for overall project planning, management, and coordination;
monitoring and evaluation; assurance of technical standards and quality of project
inputs and outputs; and liaison on all project-related matters with CWC, WRD and
SEB management, World Bank, and other interested governmental and non-
governmental groups.

The staffing of the SPMUs will typically include project director, technical
specialists (engineer, hydrologist, etc.), procurement specialist, financial
management specialist and accountants, training specialist, M&E specialist,
environmental specialist, social specialist, IT specialist, communication specialist,
as well as support staff.
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The actual rehabilitation and improvement works at each dam will be carried out
by the owner of the dams, i.e. WRDs or SEBs. As an example the setup of the
WRD in Tamil Nadu is described here. There are a number of Chief Engineers,
including the CE for O&M with overall responsibility for dams in the state and
overall management responsibility of the DSO, the CE for design, research, and
construction supervision that includes four regional quality assurance units, and
four CEs for the Chennai, Trichy, Pollachi, and Madurai Zones. The CE in each
zone has 5 Superintendent Engineers (SE) under his management responsibility.
A SE has at least 3 Executive Engineers (EE) under him, each EE has at least 3
Assistant EEs (AEE), and an AEE has typically 3 Assistant Engineers (AE) under
him/her. With regard to dams, depending on the size and complexity of a dam
there is at least one (often more) AE stationed permanently at a dam site to
manage the O&M of the dam.

The WRDs and SEBs will take the lead responsibility for the design and day-to-
day construction supervision of the works at each dam. This implementation will
be carried out through the relevant technical divisions (Executive Engineers’
Office) together with support of design divisions of WRDs, as needed, for more
complicated works. The Secretary of Water Resources Department in each state
will be accountable for State level implementation.

Chief Engineers in WRDs and SEBs will provide the overall day-to-day
organization of the implementation of dam rehabilitation and improvement works,
based on approved annual work plans and budgets. The CEs will arrange for
detailed design, preparation of bidding documents, obtain the approval of SDSO,
CWC, and the Bank, as necessary, and arrange for procurement of the works
through Executive Engineers (EE) that are responsible for the area where the
dam is located. The CEs will have overall responsibility for the day-to-day
construction supervision and quality of the works through the EEs and staff that is
posted at a particular dam site. Third-party construction supervision and quality
control arrangements will also be carried out, either by consulting firms or by
individual specialists.

Participating states already have independent dam safety review panels,
comprising several specialists with typically at least one out-of-state expert. The
primary purpose of the panel during the project is to review and advise the
borrower on complicated design and construction matters related to dam safety.
These Dam Safety Review Panels will be further strengthened as part of this
project.

To assist with the implementation of the project, CWC will recruit a management
and engineering consulting firm to provide support to: the management of the
project, including procurement, safeguards, financial management, and periodic
reviews of the internal control systems; third-party construction supervision and
quality control; technical advice to CWC, WRDs, SEBs, and SDSOs; and
monitoring of the physical and financial progress and the implementation of the
governance and accountability action plan.

Considering the long time needed to recruit a major consultancy, it is expected
that the project implementation will start before the management and engineering
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consulting firm has mobilized. A covenant has been added to the legal
agreements that the latest date of mobilization of the management and
engineering consulting firm would be December, 31, 2012. CWC has already set
up a Project Management Unit with six professional staff and support staff. The
unit has so far done an effective job coordinating the project preparation

A web-based MIS will be maintained by the CPMU that will capture the salient
information from the templates. An MIS system is already operational in the
Water Resources Departments of all the participating States in the Bank financed
Hydrology Il Project

A National Level Steering Committee is already in place for oversight on dam
safety assurance, rehabilitation, and disaster management. The NLSC is headed
by the Secretary MOWR, and includes senior level representatives of CWC and
participating states. A separate Technical Committee (TC) is also in place to
provide technical input to NLSC, coordinate with implementing committees of
respective state governments, and review progress of development projects. The
TC is chaired by Member (Design and Research (D&R)) of CWC, and includes
Engineer-in-Chiefs of Irrigation/Water Resources, and Power Departments of
participating states. The NLSC and TC will provide the strategic supervision and
direction for the successful implementation of DRIP.

Project costs and financing plan:

The total cost of the project is estimated at USD 437.5 Million. This works out to
Rs. 2100 Crore at the prevailing exchange rate of Rs. 48 per USD. Out of the
above USD 175 Million will be financed by the Bank through an IDA Credit and
another USD 175 million through IBRD Loan. The balance amount of USD 87.5
million will be funded by the Government. The Bank funds will be routed through
GOI. GOI will lend to the participating States on the same terms and conditions
on which the credit is obtained from the Bank. The Government (both Centre and
State) will provide funds to the implementing departments as budgetary grants.
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Chapter — 2

Budgeting

Budget Estimates:

Preparation of proper Budget plays an important role in timely implementation of a
project or scheme. Budget involves identifying specific tasks / objectives of the
project to be achieved in a time frame.

The project’s financial planning process for each financial year will follow the
budgeting cycle of the Central/State Governments i.e. April to March and will be
completed when the project estimates are included in the respective
Government’s Budget, presented and approved by the Legislature. The project
will be budgeted as a separate line in CWC/respective State Government’s
Budget and the budgetary funds will be released under Demand for Grants. The
project budget for each financial year will grow out of the work plan of the WRD of
the four participating States, work plan of SEBs of Tamil Nadu and Kerala as well
as the work plan of CWC for the financial year. The planning process of each
implementing entity will follow a “bottom-up” approach. For e.g. the work plan of
the WRD of each participating State will start at the level of the Executive
Enginner/Assistant Engineer based on the implementation status of civil works
contracts and the estimated payment schedules to the contractors during the
financial year. This will then get consolidated at the Chief Engineer (CE) level
collating the budgets of the executive Engineers falling under a CE’s jurisdiction
after taking into account expenses, if any, at the CE level. The budget of all CE’s
will then get consolidated at the SPMU level after taking into account the
estimated project expenditures at the SPMU level. In the States, adequate
consultation should be held at the level of SPMU with all spending units to finalise
the project budget for the State.

Budget will be prepared as per the govt's Budget classification under the DRIP
Project provided in the budget document. The Bank and the project authority are
consulting the C&AG and AG(A&E) of each participating State for inclusion of the
project components as budget heads under the DRIP project in the budget
document of each State. However, the budget should be supported by detailed
Annual Action Plan which should consist of a dam-wise and activity-wise budget
in the same format as the cost table. It should be borne in mind that the cost table
prepared at the time of project preparation is the best estimation at the time it is
prepared. But it can be revised during implementation based on the ground
realities and implementation needs. The Annual action plan for every financial
year giving break-up of component, subcomponent, dam-wise and activity-wise
budget together with the Procurement Plan should be submitted to the Bank for
perusal and approval by September 30, , of the previous Financial year. This will
allow adequate time for the Bank’s suggestions, if any to be incorporated before
the same is submitted to the Finance Ministry/Department for discussion and
inclusion in the budget document for legislative approval.



(d) The time table for preparation of budget estimates at each level and its
submission to the higher level is given below.

S No. | Level Budget send to Latest Date

1. Division (EE’s Office) CE 16" August

2. CE SPMU 15T Sept

3. SPMU CPMU 20" Sept

4 SPMU/CWC State Finance Dept/Finance | 15™ Oct
Ministry

Though the B.E. is planned meticulously, in practice due to various reasons there may
be a necessity for revision of the B.E. This shall be through the mechanism of the
prevalent Govt. procedures in the form of:

. 4 monthly revised budget estimates
. 8 monthly revised budget estimates
. 9 monthly revised budget estimates

Time table for submission of revised estimates to higher level is given below:

No. Level Sentto 4 monthly 8 9 monthly
monthly

1 | Division EE/AEs | CE 15" Sept | 15" 10" Jan

Office) Dec

2 |CE SPMU 1% Oct 31" 15" Jan
Dec

3 |sPmu CPMU 15" Oct 5" Jan | 3™ Feb

4 | SPMU F.D. 30" Oct 15" Jan | 10 Feb

(e) During the process of budget estimates preparation, the following

points need to be considered:

I. Section 2.05 of Article 1l to Loan Agreement provides for levy of commitment
charges implying that if there is delay in implementation of the project, the
borrower has to pay a Commitment Charge on the un-drawn loan or credit
amount. The implementing agency should ensure that effective budgetary
exercise is followed leading to proper utilization of the credit and thus avoid
payment of commitment charges.

il Every effort should be made to link the budget with the work plan/physical
targets every quarter a thorough review of budget should be under taken by
Implementing Agency Headquarters vis-a-vis the actual progress and necessary
actions should be initiated for revisions/ reallocation of funds, wherever
necessary, for effective implementation of the project.

ii. Any variation in the budget should be analyzed and reasons for adverse
variation should be analysed and considered for corrective measures/future
budgeting.

iv. The headquarters of each Implementing Agency Department should have a
Budget Review Committee consisting of heads of Engineering, Finance,




Procurement, Monitoring, etc. This committee should review the various aspects
of the budget and submit its quarterly observations to Head of IA or Department
concerned as part of project MIS.



Chapter - 3
Flow of Funds

1. Fund Flow

Fund Flow Diagram
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Efficient funds flow has a critical role in smooth implementation of a project.
Arrangement and placement of adequate funds at the right time and at the right place
will result in timely achievement of its components and sub components and support
achievement of project objectives.



2. Fund Flow to Central Agency

The budget for CWC will be provided for in the Demands for Grants for Union
Ministry of Water Resources (MOWR). The project funds will be budgeted as a
separate budget line under CWC in the budget of MOWR and accessed through the
existing treasury system.

3. Fund Flow to State Government Agencies

The Headquarters of the State implementing agencies will get their
funds through the Demands for Grants of their respective departments. The
project funds, including counterpart funds, are proposed to be budgeted under the
Plan Budget of the WRDs of the participating states under a separate budget line and
accessed through the existing Letter of Credit (LoC) mechanism followed in the WRD
across the four participating States. The system is well established in the
participating States with LoC authorization available on a monthly or quarterly basis.

4, Fund Flow to State Electricity Boards
The SEBs would get funds through the State Finance departments. These will be

periodically transferred into their Bank accounts. The SEBs should separately
disclose the Project as part of their Annual Budget.
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Chapter — 4
Accounting
Accounting System

The success of any project to a great extent depends on its financial discipline and
its accountability for the funds provided. Therefore accounting plays crucial role in
directing and guiding the project to its goals and objectives. A sound accounting
system reflects the variations from planned goals and alarms the organization of
any major changes or adverse situations so that corrective action is taken.

A sound financial management system should clearly define the accounting
policies and procedures to be adopted by all the project authorities.  The
accounts and financial statements prepared should be in accordance with the
accepted accounting principles and procedures. This would also ensure
comparability across accounting units/implementing agencies, for effective
monitoring and implementation of the project.

Cash based accounting is being followed by Government Departments which
means transactions are recognized and recorded in the books of accounts as and
when the actual cash flow takes place. The World Bank recognizes the
Central/State Accounting practices as prescribed the C&AG of India. Hence the
cash basis of accounting is acceptable to the World Bank and would be followed
in DRIP. For purposes of reporting, State Electricity Boards must also follow a
cash basis of accounting.

The implementing agencies which are presently following the Public Works
Department (PWD) pattern of accounting will continue to follow the same. The
payments will be drawn on the same formats as are being used for PWD
payments. The accounts will also be prepared in the CPWD / PWD pattern.
However each implementing agencies must maintain separate records (cash
book, others) for this project. This will simplify the reporting and audit process. For
salaries and contingent expenditure, the formats will be on the line being used in
Civil Ministries.

Thus each field unit of the implementing agency will account for expenditures
incurred in a month under various budget heads and report to the Headquarters of
the Implementing Agency/ Government, SPMU of the State.

Implementing Agency Headquarters will in turn compile and consolidate its own
expenditure with those of field units each month and monitor the progress of
expenditure under various heads. This would enable Implementing Agency
Headquarters to compile the project expenditures and prepare unaudited interim
financial reports for claiming funds from the Bank.

Finance and Accounts section of IAs are to ensure that expenditure is incurred
and accounts are classified as per guidelines and principles laid down in the
General Financial Rules, Central/State Treasury Rules, CPWD and State Works
Manuals and other relevant Government orders.

11



(h) Finance and Accounts section will maintain all relevant records and make
available to Principal Director of Audit (Central)/  State Accountants
General for review and audit.

2. Budget and Accounting classification
All implanting agencies will prepare their budget and accounts as per the directions
and the 15 digit accounting classification prescribed in the Accounting Standard "List of

Major and Minor Heads of Account of Union & States" of Union Ministry of Finance,
Controller General of Accounts.

The 15 digit classification includes:

Major Head 4 digits
Sub- Major Head 2 digits
Minor Head 3 digits
Sub-head 2 digits
Detailed head 2 digits
Object head 2 digits
3. Revenue receipt on sale of Bid forms

In response to the call for submission of Bids, the interested and eligible bidders /
participants will procure the bid documents from the Implementing Agency of DRIP by
paying the requisite fee. This constitutes revenue receipts of DRIP and hence it should
be credited to "Sale of Bid Documents” Account under relevant heads and deposited to
the consolidated fund of the State/Centre. However in case of the SEB’s, since these
are autonomous bodies, it should be credited to their respective bank accounts.

12



Chapter- 5

Disbursement

All implementing agencies are required to book expenditure only under the budgetary
heads of account mentioned above and , if necessary, to get these budgetary heads
opened in their demands for grants with the approval of Union or State Ministry of
Finance/ Controller General of Accounts/ State Accountants General to
accommodate these heads.

1. Disbursement

(a) Release of funds by the World Bank against the expenditures incurred by
implementing agencies on project activities is referred to as disbursement. The
terms and details of disbursement are specified in the Development Credit
Agreement (DCA).

(b) Funds from the World Bank will be made available to the participating state
governments (through the Gol) under the standard terms of lending between Gol
and the States. The State Government will then allocate funds to the
implementing agencies through budgetary grants. The Bank will provide an initial
advance, of US$10 million in the Designated Accounts (US$5 million each in the
IDA and IBRD account) at effectiveness. This initial ceiling could be increased to
a maximum of US$50 million (US$25 million each in the IDA and IBRD account)
based on the needs of the project. Every quarter the balance in the Designated
Accounts will be replenished to the extent of amount spent out of this advance as
evidenced by the quarterly interim unaudited financial reports furnished by the
project in pre-agreed formats. The basis of preparation of these quarterly
statements will be the AG’s accounting system with the exception of the electricity
boards which are autonomous bodies and maintain their own accounts outside the
State Consolidated Funds. This will enforce discipline and ensure that the State
WRDs are regular and timely in submission/reconciliation of quarterly accounts to
the AG. IBRD will finance 80 percent of the project expenditures under a single
disbursement category comprising goods, works, consultants’ services, training
and incremental operating costs.

(c) The Loan Agreement requires the IA to ensure that loan proceeds are used only
for the purposes set out in the loan documents and that the financed goods
and services are procured with due regard to economy and efficiency and are
suitable and satisfactory for DRIP. The agreement further stipulates that the funds
may be withdrawn only to meet project expenses as they are paid. The
disbursement procedures have been designed to ensure compliance with the
general agreement procedures.

(d) The Bank would not finance the following:
i. Items of expenditure not related to the Project components as defined by the

legal agreements.
ii.  Goods works or services not procured in accordance with procurement guidelines

13



iii.
iv.
V.
Vi.

Vil.
Viii.

of the World Bank.

Payments made or due for goods, works and services provided after the closing
date.

Land acquisitions. Although, in very rare cases, an exception may be approved
by Bank as per agreement.

Late payment penalties that were incurred in connection with a disputed payment
which was under arbitration.

Advance payments other than secured mobilisation

Advances paid to contractors as per the terms of contracts.

Amounts parked in deposit/Bank accounts and accounted for as expenditure
without expenditures being actually incurred.

(e) After the loan agreement has been signed, the Finance Officer of the loan

(f)

(9)

2.

(@)

(b)

department of the World Bank will issue a Disbursement Letter to the Government
of India, with a copy to the Project Implementing Agency, outlining the
disbursement procedures.

Before withdrawals can begin, the following must occur:

The loan must be declared effective by the Bank,

The Bank must receive a formal notification listing those officials who have
authority to sign withdrawal application together with specimen of their
signature This is done by Controller of Aid, Accounts and Audit (CAA&A).

Before withdrawals, the Bank, through CAA&A, must receive acceptable quarterly
unaudited financial reports in agreed formats

Withdrawal of proceeds from World Bank

The World Bank has made arrangements with the Controller of Aid and Audit
Accounts, Ministry of Finance, Department of Economic, Government of India for
arranging payments to IAs of DRIP. All the implementing agencies will send
IUFRs to PCU in CWC. CWC will compile the IUFRs received from the States

along with its own and submit the same to the Task Team Leader of the World Bank for
approval. This is as per procedure established between the Bank and the CAA&A. Once this

approval has been received the CWC shall submit the IUFR to CAA&A for processing
claims and payment.

The Controller of Aid, Accounts and Audit will scrutinize claims and process them
for payment. CAA&A after withdrawal of money from the special Account
maintained at RBI will intimate the World Bank; Plan Finance-lI Division,
Department of Expenditure, Ministry of Finance, the concerned IA and CPMU,
GOIl. The funds are credited to the State Government Account maintained at
RBI.  The funds will be released to the States under the same terms and
conditions as those under which the loan/credit has been received by Gol from
the World Bank. The State Government has to repay the loan portion with
interest as specified by Ministry of Finance. In the case of CWC, no funds are
required to be released separately as the amount is already in the Consolidated
Fund of India. The funds will be drawn for CWC by MoWR, from the Demand for
Grants of the Ministry, as specified in Chapter 3.

14



(c) Before submission of application for reimbursement to Bank through CAA&A it is
the primary duty of Finance and Accounts section of IAs to ensure that
expenditure on each component, sub component has been correctly incurred and
properly accounted and correctly classified as per budget heads of the State Govt.
or Central Govt. in their books.

(d) All l[UFRs should be submitted in the prescribed formats.

(e) On receipt of the information in regard to payment /disbursement from
CAA&A and World Bank, Accounts and Finance section of IAs will make
necessary entries in the claim preferred register.

3. Suspending Disbursements

The World Bank may suspend reimbursement of an Implementing Agency if it fails to
furnish the audit reports within due dates. The reimbursement may resume on its
production to World Bank.

4. Cancellation

Under the General conditions, the borrower country may request cancellation of any

undisbursed loan balances unless they have been reserved already for special

commitments issued by the Bank. The Bank may cancel loan balances, in full or part,

under the following circumstances:

(i) If the right to make withdrawals has been suspended for a continuous period of
90 days.

(i) If, in consultation with the borrower, the Bank determines that an amount is not
required to finance the costs that were to have been financed from the loan.

(i) In certain instances of non compliance with procurement procedures (provisions).

(iv) If an undisbursed loan balances remain in the loan account after the closing date
has lapsed.

Cancellation articles specify the effective date of the cancellation that is, the date from

which commitment charges will no longer accrue on the cancelled amount. The action
in this respect, if any, is to be taken by Government of India.

15



Chapter — 6

Chart of Accounts

This section gives the format of Interim Unaudited Financial Report (IUFR) to be used
for submitting the claims for reimbursement. The section also gives a tentative list of
eligible activities that shall be financed under DRIP.

Dam Rehabilitation Improvement Project
Interim Unaudited Financial Report: Format-1

Report for the quarter ended on: .20
(in Rs ‘000)
Name of the State Particulars Eligible Expenditure Reimbursable Expenditure
IDA IBRD IDA IBRD
A B C (=A*80%) D (=B*80%)

Madhya Pradesh

For the Quarter

Year Till date

Project till Date

Odisha

For the Quarter

Year Till date

Project till Date

Tamil Nadu-WRD

For the Quarter

Year Till date

Project till Date

Tamil Nadu-TNEB

For the Quarter

Year Till date

Project till Date

Tamil Nadu-Total

For the Quarter

Year Till date

Project till Date

Kerala-WRD

For the Quarter

Year Till date

Project till Date

Kerala-KSEB

For the Quarter

Year Till date

Project till Date

Kerala-Total

For the Quarter

Year Till date

Project till Date

cwcC

For the Quarter

Year Till date

Project till Date

Total

For the Quarter

Year Till date

Project till Date
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Dam Rehabilitation Improvement Project

Interim Unaudited Financial Report: Format — 2

Report for the quarter ended on ,20
(In Rs ‘000)

Particulars For the quarter | Year till date | Project till Date
Opening Balance (Project Bank A/c if any) A
Receipts
(i) Government of India funds — Budget utilised B1
(ii) Other Receipts - Income B2
(c ) Refundable Receipts B3
Total Receipts (B1+B2+B3) B
Total Sources (=A+B) C
Expenditures by Component
Component 1 : Dam Rehabilitation and improvement
Component 2: Institutional strengthening
Component 3 : Project Management
Total D
Advances to Contractors/Suppliers / Consultants
/Others
Opening Balance E1
Fresh Advances during the period E2
Adjustment/Recovery of advances E3
Closing Balance (=E1+E2+E3) E4
Amounts retained F1
Opening Balance F2
Fresh amounts retained during the period F3
Adjustments of amounts retained F4
Closing Balance (= F1+F2-F3)
Total Eligible Expenditure (=D+E2+F3) G
Eligible Expenditure (IDA) G1
Eligible Expenditure (IBRD) G2
Reimbursable Expenditure H
IDA (H1*80%)
IBRD (H2*80%)

Closing Balance-Project Bank al/c (I=C-D-E2+E3+F2-F3)

Notes:

1. In case of TNEB and KSEB, Expenditures (D) should be considered net of liabilities as on the closing date of the reporting
period. Opening and closing bank balances are applicable for KSEB and TNEB.
2. The above expenditure includes payments of services amounting to Rs sourced from Government entities and not funded

by Bank in accordance with para 174 in Annex-8 of PAD
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Dam Rehabilitation Improvement Project
Interim Unaudited Financial Report: Format — 3
Report for the Quarter ended on 20
(for payment made during the reporting period against contracts subject to prior review of the Bank)

(In Rs ‘000)
Contact No Name of Dam Supplier/Contractor Contract Start Contract End Date Contract Price Advances
Date Payments
Original Revised Original Revised Opening. Paid during Adjusted Closing Work Retention/ Taxes Net amount Year till Project Outstanding
Balance the Quarter during the Balance Invoiced Security paid during Date till date Balance
Quarter during the Deposit the quarter
quarter
a b c d e f g h i j k L(=i+jk) 11 m n O(=I1-k-m-n) p q r
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Eligible Activities

Component Subcomponent | Minor Activity
Subcomponent
INSTITUTIONAL Awareness, Capacity Building | > Training on Procurement of works and goods,

STRENGTHENING

Dissemination
and Knowledge
Sharing

for DRIP
Implementation

and selection of consultants under IBRD loans
and IDA credits.

x Training on Financial management for DRIP.

x Training on ESMF compliances, including on-
the-job training to project staff.

x Training on Dam portfolio management.

x Training on Modern construction
methodologies.

x Training on Modern practices for supervision
and quality control.

x Training on Operation and use of sophisticated
software/ equipment that are procured/
installed under DRIP.

X Other related trainings (details to be given).

Dam
Trainings

Safety

> Training on Potential Failure Mode Assessment
(PFMA).. developed by the US Federal Energy
Regulatory Commission.

xTraining on Portfolio
techniques.

x Training on Failure Mode Effect and Criticality
Analysis for electro-mechanical and hydraulic
control systems.

x Training on Hazard/vulnerability assessment
and hazard ratings.

X Training on Dam-break analysis.

x Training on Reservoir sedimentation studies.

xTraining on Site-specific seismic parameter
studies.

x Other related trainings (details to be given).

Risk Assessment

Guidelines/
Manuals
other
documentations

and

> Guidelines on Computing of inflow, outflow and
storage, and reservoir data management.

xGuidelines on Dam  operations
maintenance.

x Guidelines on Hazard categorization of large
dams.

x Guidelines on Review of subsurface geological
conditions of existing dams.

xManual on Environmental impact assessment
studies of existing dams.

x Manual on Dam-break analysis.

xManual on Sedimentation studies in existing
reservoirs.

x Guidelines on Monitoring and improvements of
dam health.

xManual on Site-specific seismic parameter
studies.

x Guidelines on Instrumentations in large dams,
including improvements in existing dams.

x Guidelines on Risk analysis of dams.

x History Books of Specific Dams

x Project Completion Reports of Specific Dams.

X As built Drawings of Specific Dams.

and

19




Component Subcomponent | Minor Activity
Subcomponent
> Others related documents (details to be
given)..
Software > Development and Implementation of DHARMA

Development

x Development of Software for MIS
x Software for M&E
x Other Software (details to be given).

PMP Studies

> PMP studies of national Projects
X Other relevant studies (details to be given).

ISO Certification

> 1SO 9001 certification of DSO-CWC

and other | xOther certification/ affiliation (details to be
affiliations given).
Study Tours > CWC / States / Institutes officials’ study tours

x Linking with other country agencies that have
advanced dam safety programs
x Other related activities (details to be given).

Implementation

Management and

) Salaries of SPMU Staff

Support monitoring x Salaries of Other Staff
support for x Cost of Domestic Travel for Project Visit
IAs x Cost of Meetings
x Other related activities (details to be given).
Logistical Office and |  Construction of Office Buildings
Support Residential x Construction of Residential Buildings
Buildings x Other related activities (details to be given).

Purchase and
Maintenance of
Vehicles

> Purchase of New Vehicles
x Maintenance of Vehicles
x Other related activities (details to be given).

Hiring of Vehicles

> Hiring of Vehicles

Purchase of
Office Equipment

> Purchase of IT Equipment

x Purchase of Software

xPurchase of other Office Equipment such as
Photocopy Machines, Projector, ACs

xOther Equipment Purchases (details to be
given).

Purchase of |  Purchase of Laboratory Equipment
Laboratory x Purchase of Laboratory Consumables
Facilities x Other related Purchases (details to be given).
Incremental > Watch and Ward Services

Recurrent  Cost | xHousekeeping Services

for Project | x Purchase of Office Stationary

Management x Purchase of Computer Supplies

x Other related activities (details to be given).

Technical and
Management
Consultancy

Remuneration
Cost

> Remuneration for International Staff
x Remuneration for Local Staff
x Other related activities (details to be given).

Reimbursable
Cost

> Reimbursable Expenditure in Foreign Currency
x Reimbursable Expenditure in Local Currency
x Other related activities (details to be given).
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Component Subcomponent | Minor Activity
Subcomponent
REHABILITATION | Structural Rehabilitation > Rehabilitation Works- Single Package
AND Rehabilitation and x Treatment of leakage through masonry and
IMPROVEMENTS Measures Modernisation of concrete dams and reduction of seepage
OF DAMS Dam and through earth dams.
(DAM SPECIFIC). associated x Improving dam drainage.
appurtenances x Improving the ability to withstand higher floods,
including additional flood handling facilities,
accompanied by structural strengthening of
dams.
x Rehabilitation and improvement of spillways,
head regulators, draw-off gates and their
operating mechanisms, stilling basins, and
downstream spillway channels.
x Catchment Area Treatment Works.
x Desiltation and related works.
X Other related activities (details to be given)..
Dam > Improving dam safety instrumentation.
Instrumentation x Replacement of Old Instruments
(including O&M). | xInstallation of New Instruments

X O&M of Instruments

x Other related activities (details to be given).
Augmentation of |  Spillway capacity enhancement
Flood Handling | xModification of gates
Capacity x Increase of Dam Height

x Other related activities (details to be given).
Land Acquisition > Land  Acquisition for spillway capacity

enhancement or other structural modifications.

x Land Acquisition for buildings.

x Other related activities (details to be given).

Model Studies > Flood Handling Capacity enhancement studies

x Dam Design related model studies

x Other model studies (details to be given).

Non Structural | Preparation of | » Flood Routing Studies
Rehabilitation Emergency x Dam Break Analysis
Measures Action Plan x Establishment of Warning system
x Preparation of Reservoir operation plan.
x Other related activities (details to be given).
Real Time Flood | » Installation of Flood Forecasting Equipments
Forecasting x Data Collection and Maintenance
Arrangements x Other related activities (details to be given).
(including O&M)..
Specialised > Design Flood Review Studies
Studies x Risk Analysis

x Hazard Categorization studies

x Other studies (details to be given).

Basic  Facilities | Construction > Construction and Improvement of approach
Enhancement Works roads.

x Construction and Improvement of Bridges and
Culverts.

x Construction and Improvement of Fencing.

x Forest area / vegetation clearance

xImproving office  housing and
accommodation.

x Other related activities (details to be given).

related
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Component Subcomponent | Minor Activity
Subcomponent
Purchase of | » Improving lighting facilities
Equipment x Generator sets.
x Hydro-meteorological Installations
x Communication systems.
x Other related activities (details to be given).
Purchase and | » Purchase of New Vehicles
Maintenance of | xMaintenance of Vehicles
Vehicles x Other related activities (details to be given).
Hiring of Vehicles | » Hiring of Vehicles
Purchase of | » Purchase of IT Equipment
Office Equipment | xPurchase of Software
xPurchase of other Office Equipment such as
Photocopy Machines, Projector, ACs
x Other Equipment Purchases (details to be
given).
Purchase of |  Purchase of Laboratory Equipment
Laboratory x Purchase of Laboratory Consumables
Facilities x Other related Purchases (details to be given).
Incremental > Watch and Ward Services
Recurrent  Cost | xHousekeeping Services
for Project | x Purchase of Office Stationary
Management x Purchase of Computer Supplies
x Other related activities (details to be given).
Tourism Construction > Aesthetic and Architectural Improvements.

Development

Works x Construction of Parks/Ponds/ Fountains etc.
x Cafeteria / Restaurants/ Public amenities etc.
x Other related activities (details to be given).
Public > Tourism Development Campaign.
Awareness x Event Management.

x Sighage, Maps, Models etc.
x Other related activities (details to be given).

Mini & Micro
Hydel / Fisheries
/ Recreation and
other reservoir
usages.

Development
Works

> Mini/Micro hydel schemes development.

x Fish Ladder etc.

x Reservoir rim development.

x Other related activities (details to be given).

Special Studies

> Hydel development assessment studies.
x Fisheries development studies.
x Other related activities (details to be given).
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1.

(@)

(b)

(c)

(d)

Chapter - 7
Internal Control Framework
Internal Control Framework

The CPWA Code, State PWD Manual, , and State Financial Rules read with the
departmental circulars (including those issued by the Finance Department) and
the SEB Financial Rules and Manual constitute the internal control framework for
the State Implementing Agencies. Similarly, in CWC the General Financial Rules
of Gol, the CPWA Code together with departmental circulars constitute the
internal control framework. Some of the key internal controls are:

X Approval of transactions in accordance with the prescribed delegation of
administrative and financial powers mandated,;

x Making expenditure only if there is a specific budgetary provision in the
departmental demand for grants or authorization from the Finance
Department/Ministry;

x Executing the work as per the duties assigned in the State PWD/CPWA/SEB
Code/Manual or through office orders of the competent authorities;

x Verification and recording of transactions as per prescribed procedure and
monthly rendering of accounts to and reconciliation with AG and the Treasury;

x Check measurement of works Inspections of works by an authority one level
higher in the organizational structure of the implementing agency as per norms
in the State PWD/CPWA Code;

x Third-party monitoring of quality of construction;

x Internal Audit.

In the electricity boards, the internal controls framework is elaborated in the
Finance Manuals. The internal controls include definition of duties, a detailed
Delegation of Powers of Officers of the respective boards, accounting processes
including formats to be used and records to be maintained, and procedures such
as physical verification and reconciliation and valuation of stocks and fixed
assets.

The mainstream control framework of the state and central agencies will be
followed for the project with emphasis on improvement in areas where
weaknesses exist. A review of the AG audit reports of the WRDs revealed
control weaknesses in contract management. Although the rules and guidelines
are robust and adequate, implementation is often slack. The project will have a
system of quarterly internal audit under agreed terms of reference by a the
management consulting firm attached to CPMU to verify whether the internal
controls as laid down in various rules and codes are operating effectively and
whether timely corrective measures are being undertaken to address departures
or non-compliances. These internal audit reports will also be submitted to the
Bank.

Implementation of the Project should be guided by the Annual Work Plan and the

Procurement Plan prepared by each agency. The work plan should be monitored
closely and corrections made based on implementation requirements at the
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(e)

(f)

(9)

(h)

(i)

()

ground level, wherever necessary, according to the budgeting cycle. The main
purpose is to ensure that project funds are utilised for incurring expenditures on
the approved schemes under the DRIP Project and not on other items which are
not related with the project/schemes approved under the DRIP Project.

All IAs should maintain a proper contract register for Civil Works, Goods (if there
is procurement of goods by the Agency) and Consultancies (If there is
procurement of consultants by the agency). In case of variation in the contract
resulting time extension or increase in costs or quantity variation, prior approval of
competent authority as required by the State/Central or SEB internal control
system should be obtained. In case of variation in prior review contracts resulting
in material time extension or material variation in quantity and/or increase in costs
exceeding 15% of original the value of the contract, prior clearance of the Bank
should be obtained.

Payments should be made to contractors/consultants/suppliers within the time
limit stipulated in the contract document. All contract documents should lay down
timelines for payment of acceptable invoices. If the invoice is not acceptable, the
reasons of non-acceptance should be communicated to the
contractor/supplier/consultant within the time limit stipulated in the contract for
payment of such invoices. One of the most serious concerns is that despite
widespread knowledge of control weaknesses there is limited response from
implementing agencies by way of timely remedial actions on the findings of audits.
This will need to be improved by continued follow-up and monitoring of resolution
of audit observations both at the state level as well CPMU.

A Committee, chaired by the Engineer-in-Chief, WRD of each participating State,
and having representation of the State Finance Department as well as field-level
engineers, will consider the key findings of both external and internal audits and
monitor timely action on these findings by the implementing agencies of the
respective States.

Financial monitoring is the key to proper and timely implementation of DRIP. To
achieve this objective, Accounts Branch attached to State PMUs have been
entrusted with responsibility of financial monitoring. These units would be
receiving the relevant information on monthly basis from all units and
implementing authorities.

The Finance and Accounts Units of IAs will also carry out reconciliation of
reimbursements received from CAA&A in relation to claims preferred by IA. This
reconciliation will be carried out on the statement of reimbursements sent by
CAA&A on monthly / quarterly basis. If there is a discrepancy in receipt of
reimbursement, the same will be taken up with CAA&A for affording credit to IA.
The claims preferred register will be key source of information in this respect.

The State implementing agencies will also conduct monthly/quarterly
reconciliation of Departmental Accounts with that of AG (AE). Similarly, the
central agencies will conduct monthly reconciliation  of  Departmental
Accounts with respective Pay & Accounts Office. The Discrepancy if any, in
two sets of Accounts, will suitably be taken care of by IA.
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(k) CPMU will prepare the Financial Management / Monitoring Reports in the
prescribed formats on a six monthly basis. It will consolidate the information so
received from the Implementing Agencies and forward it to the World Bank within
45 days of the close of six months period. Similarly, the Annual Project Financial
Statements / Financial Management Reports would be prepared at the close of
the financial year and sent to World Bank and the Comptroller and Auditor
General for making it available to respective State Accountant General and
Principal Director of Audit -Economic Services (for CWC) for conduct of Annual
Audit of the implementing agencies as envisaged in the Financial Management
Manual.
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Chapter - 8
Audit

Development Credit Agreement generally requires adequate auditing
arrangements to cover both periodical internal audit and annual external audit of
Project Financial Statements.

1. Internal audit

(@) Scope: Internal audit of DRIP will remain institutional responsibility of CPMU,
and specifically of the Management and Engineering Consulting Firm. Internal audit
should play a role in assisting management in bringing a systematic, disciplined
approach to evaluate and improve the effectiveness of the internal control system. In
conducting the audit, special attention should be paid to assessing whether adequate
controls have been established and complied with to ensure:

i. All project funds have been used in accordance with the conditions of the
relevant legal agreements® and only for the purposes for which the financing was
provided;

ii. Project assets are adequately safeguarded and used solely for their intended
purposes; and

iii. All necessary supporting documents, records, and accounts have been kept in
respect of all project transactions; including expenditures reported via Interim
Unaudited Financial Reports (IUFR).

(b)  Objective: The objective of internal audit is to review the operations by
specially assigned staff to ensure that implementing entity's internal control systems
are operating satisfactorily. Internal audit will provide project management with
timely information, on the financial management aspects to enable the
management to take corrective actions, wherever necessary.

(c.) Coverage: The internal audit will include such tests and controls as the
Internal Auditor considers necessary under the circumstances. Specific areas of
coverage of the internal audit will include the following:

X An assessment of the effectiveness and compliance with the financial
controls laid down by the CPW/State Departmental Works Manual, the
General Financial Rules of the Centre/State as applicable and Treasury
Rules. In addition the internal auditor will also assess compliance with other
additional financial controls laid down for the project and documented in this
Manual.

X The auditor would suggest methods for improving weak controls or for
creating them where there are none.

X Whether funds have been used with due regard to economy, efficiency
and effectiveness and for the purposes they were provided.

X Whether realistic annual work plans and procurement plans are prepared

! “Relevant legal agreements” include the Financing Agreement, the Project Agreement, and the Minutes of
Negotiations.
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and expenditures are incurred as per approved plans and variances if
any are monitored, analyzed and the learning used for preparing plans for
subsequent years.

X Timeliness of flow funds to the spending units.

X Whether the coverage by the third party construction supervision consultant is
adequate in terms of value of assets created. Whether there is appropriate
documentation of check measurement of works by the Executive engineer and
Inspections of works by an authority one level higher in the organizational
structure of the implementing agency as per norms in the State PWD/CPWA
Code;

X Whether an appropriate system of accounting and financial reporting
exists by which expenditures are properly recorded and eligible expenditures are
claimed from the Bank in a timely manner. Whether the accounts are being
reconciled by the DDO'’s with the AG (A&E) on a monthly/quarterly basis.

X Whether adequate supporting documentation is being maintained for all project
expenditures

X That an adequate system is in place to ensure that goods, works and services
are being procured in accordance with relevant financing agreements.

X Whether there is an appropriate contract management system commensurate
the size and number of contracts managed by the I1A. Whether payments are
being made to contractors/suppliers/consultants within the time limits stipulated
in the contract documents.

X Whether appropriate controls as laid down in the FM Manual complied with for
variation in contracts.

(d.) Timing: The Internal Audit will be conducted on a quarterly basis. The audit
would cover the entire project on a sample basis i.e., covering samples from all
spending units namely CPMU, SPMUs, Divisions of the Irrigation Departments and
SEBs in the State. However the auditor will not cover all 1As every quarter. However
every State should be covered at least once a year. The auditor will draw up an audit
plan for each quarter at the beginning of the financial year in consultation with the
management. The audit plan should indicate sample coverage at each level of
implementation of the IA concerned. The sample selection would be based on an
assessment of the risks applicable to the operation.

(e.) Reporting: The Internal Auditor will provide a report to the project
management highlighting findings within 45 days of the end of the quarter to enable
the management to take timely corrective action. Copies of the Internal Audit Report
will be provided to the World Bank.

(e.) General: The internal auditor should be given access to all relevant
documents (Loan Agreement and Project Agreements, Minutes of Negotiation,
Project Appraisal Document Project Implementation Plan, Financial Management
Manual, Procurement Manual and Bank Procurement Guidelines), correspondence,
and any other information associated with the project and deemed necessary by
the auditor. It is highly desirable that the auditors become familiar with Bank's
Guidelines on Disbursements, Procurements and Financial Reporting. These
documents will be provided to the Internal Auditor by the CPMU.
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2. External Audit

External audit would be conducted by the Comptroller and Auditor General of India
through Principal Director of Audit (Economic Services) and the respective State
Accountants General (Audit).

TERMS OF REFERENCE FOR THE AUDIT OF PROJECT

FINANCIAL STATEMENTS OF [PROJECT NAME] (For audits conducted by CAG)

Background
[Project Aims, Timelines and Objectives]?

Objective

The essence of the World Bank® audit policy is to ensure that the Bank receives
adequate independent, professional audit assurance that the proceeds of World Bank
loans were used for the purposes intended,® that the annual project financial
statements are free from material misstatement, and that the terms of the loan
agreement were complied with in all material respects.

The objective of the audit of the Project Financial Statement (PFS) is to enable the
auditor to express a professional opinion as to whether (1) the PFS present fairly, in
all material respects, the sources and applications of project funds for the period
under audit examination, (2) the funds were utilized for the purposes for which they
were provided, and (3) expenditures shown in the PFS are eligible for financing under
the relevant loan or credit agreement. In addition, where applicable, the auditor will
express a professional opinion as to whether the Financial Management Reports
submitted by project management may be relied upon to support any applications for
withdrawal, and whether adequate supporting documentation has been maintained to
support claims made by project management for reimbursement of expenditures
incurred under the Statement of Expenditure method of reimbursement.

The books of account that provide the basis for preparation of the PFS are
established to reflect the financial transactions of the project and are maintained by
the project implementation agency- | | Project Implementation Unit and the
participating divisions.

Standards

The audit will be carried out in accordance with the Auditing Standards promulgated
by the Comptroller and Auditor General of India. The auditor should accordingly

The background should normally include a detailed description of the project including information on project
sources of funding; the purposes for which the funds are intended; and a general description of implementation
arrangements, including the organizational structure of all implementing entities.

“World Bank” includes the International Development Agency and the International Bank for Reconstruction
and Development. “Loans” includes credits and grants to which the TORs would apply; and “borrower”
includes recipients of such loans.

* The Bank’s charter [Article III Section V(b) of IBRD’s Articles of Agreement and Article V Section 1(g) of
IDA’s Articles of Agreement] specify that: “The Bank shall make arrangements to ensure that the proceeds of
any loan are used only for the purposes for which the loan was granted, with due attention to considerations of
economy and efficiency and without regard to political or other non-economic influences or considerations.”
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consider materiality when planning and performing the audit to reduce audit risk to an
acceptable level that is consistent with the objective of the audit. Although the
responsibility for preventing irregularity, fraud, or the use of loan proceeds for
purposes other than as defined in the legal agreement remains with the borrower, the
audit should be planned so as to have a reasonable expectation of detecting material
misstatements in the project financial statements.

Scope’®

In conducting the audit, special attention should be paid to the following:

I. All external funds have been used in accordance with the conditions of the
relevant legal agreements and only for the purposes for which the financing
was provided. Relevant legal agreements include the Financing Agreement,
the Project Agreement, and the Minutes of Negotiations;

il. Counterpart funds have been provided and used in accordance with the
relevant legal agreements and only for the purposes for which they were
provided;

iii. All necessary supporting documents, records, and accounts have been kept in
respect of all project transactions including expenditures reported via SOEs/
SAs/ or FMRs where applicable. Clear linkages should exist between the books
of account and reports presented to the Bank; and

iv. The project accounts have been prepared in accordance with consistently
applied Government Accounting Standards® and present fairly, in all material
respects, the financial situation of the project at the year end and of resources
and expenditures for the year ended on that date.

Project Financial Statements

The Project Financial Statements should include-

A. Statement of Sources and Applications of Funds: The contents of Project
Financial Statements (PFS) are specific to the sector, the project design and
the type of implementing entity. These formats therefore vary from one Project
to another. The formats of PFS are prepared in consultation with the
implementing entity during the preparation of the Project. See Annexure 1 for
an example of a Statement of Sources and Applications of Funds that could be
prepared for a project implemented by core government departments.

B. Reconciliation of Claims to Total Applications of Funds. The PFS include a
reconciliation between expenditure reported as per the Statement of Sources
and Applications of Funds and expenditure claimed from the World Bank
through Statements of Expenditures (SOE), documented claims or report
based methods of reimbursement. An example is shown at Annexure 2.

C. Other Statements or Schedules as may be applicable in particular
circumstances and as specified in the relevant legal agreements, such as:

In response to identified project risks, the scope may be expanded to include a report or the expression of an
opinion on specific aspects of the operation such as internal controls, compliance with Bank procurement
policies, or efficiency and effectiveness in the use of loan proceeds.

Until such time as the pronouncements of the Government Accounting Standards Advisory Board are accepted
and prescribed by the Ministry of Finance, the accounting standards followed by the Government of India will
be defined by the General Financial Rules, PWD codes, Treasury codes and similar financial rules and codes as
are in effect and applicable to the operations of the project.
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f A statement showing appropriate major heads of expenditure. (say by
Project Component/Sub-components)

f A summary of cumulative expenditures by category of expenditure such as
buildings, equipment, furniture, vehicles, major work of rehabilitation of
dams etc

D. Management Assertion: Management should sign the project financial
statements and provide a written acknowledgement of its responsibility for the
preparation and fair presentation of the financial statements and an assertion
that project funds have been expended in accordance with the intended

purposes as reflected in the financial statements. An example of a

Management Assertion Letter is shown at Annexure 3.

Statements of Expenditures and Financial Management Reports

In addition to the audit of the PFS, the auditor is required to audit all Statements of
Expenditures (SOEs) and/or Financial Management Reports (FMRs) for withdrawal
applications made during the period under audit examination. The auditor should
apply such tests as the auditor considers necessary under the circumstances to
satisfy the audit objective. In particular, these expenditures should be carefully
examined for project eligibility by reference to the relevant financing agreements.
Where ineligible expenditures are identified as having been included in withdrawal
applications and reimbursed against, these should be separately noted by the auditor.

Audit Report

An audit report on the project financial statements should be prepared in accordance
with the Auditing Standards promulgated by the Comptroller and Auditor General of
India. Those standards require an audit opinion to be rendered related to the financial
statements taken as a whole, indicating “unambiguously whether it is unqualified or
qualified and, if the latter, whether it is qualified in certain respects or is adverse or a
disclaimer of opinion.” In addition, the audit opinion paragraph will specify whether,
in the auditor’s opinion, (a) with respect to SOEs, adequate supporting documentation
has been maintained to support claims to the World Bank for reimbursements of
expenditures incurred; and (b) except for ineligible expenditures as detailed in the
audit observations, if any, appended to the audit report, expenditures are eligible for
financing under the Loan/Credit Agreement. Relevant CAG Auditing Standards are
reproduced in Annexure 5. A sample audit report wording for an unqualified audit
opinion is shown at Annexure 4.

The project financial statements and the audit report should be received by the Bank
not later than 6 months after the end of the fiscal year. The auditor should also submit
two copies of the audited accounts and audit report to the Implementing Agency.

The audit report is issued without prejudice to CAG’s right to incorporate the audit
observations in the Report of CAG of India for being laid before Parliament/State or
UT Legislature.

7 See relevant portions of Auditing Standards of the Comptroller and Auditor General of India as applicable from
time to time.
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Management Letter

In addition to the audit report on the project financial statements, the auditor may
prepare a management letter containing recommendations for improvements in
internal control and other matters coming to the attention of the auditor during the
audit examination.

Where a management letter is prepared by the auditor, a copy of the same will be
suppolied to the Bank. Else, a written advice may be made that no management
letter was prepared together with the audit report on the project financial statements.

General

The auditor should be given access to any information relevant for the purposes of
conducting the audit. This would normally include all legal documents,
correspondence, and any other information associated with the project and deemed
necessary by the auditor. The information made available to the auditor should
include, but not be limited to, copies of the Bank’s Project Appraisal Document, the
relevant Legal Agreements, a copy of these Guidelines, and a copy of the Bank’s
Financial Management Assessment of the project entity. It is highly desirable that the
auditor become familiar with other Bank policy documents, such as OP/BP 10.02, the
Bank's internal guidelines on Financial Management that include financial reporting
and auditing requirements for projects financed by the World Bank. The auditor
should also be familiar with the Bank's Disbursement Manual. Both documents will be
provided by the Project staff to the auditor.
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Annexure 1

Example of a Statement of Sources and Application of Funds
(projects implemented by core government departments)

Name of the Project
Loan/Credit/Grant No.
Statement of Sources and Applications of Funds

Report for the year ended
In Rs. '000
Particulars Current | Previous | Project to
Year Year date

Opening Balance, (if cash balances are
controlled by the entity) (A)

Receipts

Funds from Government through Budget
(These will include external assistance
received by Government for the project.)

Funds received directly by Project
Implementing authority through external
assistance

Beneficiary Contribution (if any)

Total Receipts (B)

Total Sources (C = A + B)

Expenditures by Component

A.

B.

C.

Total Expenditures (D)

Closing Balance, (if cash balances are
controlled by the entity) ( C-D)

Notes:

1. This financial statement is prepared on a cash basis of accounting as per
provisions of the Financial Rules and codes applicable.

2. The above figures will be based on monthly/quarterly abstract accounts
prepared by the accounts compiling officers, duly reconciled by the respective
DDOs, with details of unreconciled amounts to be furnished.

3. Names of accounting units whose financial statements are aggregated to

prepare the consolidated accounts.
4. Any other project specific Note.
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Annexure 2
Sample Reconciliation of Claims to Total Applications of Funds
Name of the Project

Loan / Credit / Grant No.
Reconciliation of Claims to Total Applications of Funds

Report for the year ended
Amt (Rs. '000)
Schedules |Current |Previous Project
Bank Funds claimed during the year (A) |
Total Expenditure made during the year (B)
Less: Outstanding A/C bills (C) ]
Ineligible expenditures (D) 1]
Expenditures not claimed (E) \"
Total Eligible Expenditures Claimed (F)=(B)-
(C)-(D)~(E)
World Bank Share @ 80 % of (F) above (G)
CFAO Project Director
Date Date
Notes:
1. Total expenditure made during the year (B above) must be the same as the

Total Expenditures shown on the Statement of Sources and Applications of
Funds (D on the Statement of Sources and Applications of Funds)

2. Outstanding A/C bills (C above) reflect funds drawn against A/C bills that
have been booked as expenditure but not settled by the end of the year
(i.e., unsettled advances). The project should show in Schedule Il the
opening balance of unsettled AC bills, AC bills drawn during the year, A/C
bills settled during the year, and A/C bills unsettled at the end of the year.

3. Expenditures not claimed (E above) may reflect timing differences for
eligible expenditures incurred during the year but claimed after the year
end.

4, Amounts A and G above must be equal.
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Annexure 3

Example of a Management Assertion Letter®

(Project Letterhead)

(To Auditor) (Date)

This assertion letter is provided in connection with your audit of the financial
statements of the Project for the year ended . We
acknowledge our responsibility for the fair presentation of the financial statements in
accordance with the cash basis of accounting followed by the Government of India,
and we confirm, to the best of our knowledge and belief, the following representations
made to you during your audit:

X

x

The project financial statements are free of material misstatements, including
omissions.

Project funds have been used for the purposes for which they were provided.
Project expenditures are eligible for financing under the Loan/Credit agreement.
There have been no irregularities involving management or employees who have a
significant role in internal control or that could have a material effect on the project
financial statements.

We have made available to you all books of account and supporting
documentation relating to the project.

The project has complied with the conditions of all relevant legal agreements,
including the Financing Agreement, the Project Agreement, the Project Appraisal
Document, the Minutes of Negotiations, and the Borrower's Project
Implementation Plan.

(Senior Executive Officer)

(Senior Financial Officer)

¥ This sample management assertion letter is based on ISA 580, “Management Representations,” Handbook of

International Auditing, Assurance and Ethics Pronouncemérttsnational Federation of Accountants,
2007
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Annexure 4
Sample Audit Report—Unqualified Opinion®

Report of the Comptroller and Auditor General of India
Addressee™
Report on the Project Financial Statements

We have audited the accompanying financial statements of the Project
financed under World Bank Loan No. /IDA, which comprise the Statement of
Sources and Applications of Funds and the Reconciliation of Claims to Total
Applications of Funds' for the year ended , These statements are the
responsibility of the Project’'s management. Our responsibility is to express an opinion
on the accompanying financial statements based on our audit.

We conducted our audit in accordance with the Auditing Standards promulgated by
the Comptroller and Auditor General of India. Those Standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. Our audit examines, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. It also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall statement presentation. We believe
that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements present fairly, in all material respects, the
sources and applications of funds of Project for the year ended
in accordance with Government of India accounting standards.*

In addition, in our opinion, (a) with respect to SOEs, adequate supporting
documentation has been maintained to support claims to the World Bank for
reimbursements of expenditures incurred; and (b) except for ineligible expenditures as
detailed in the audit observations, if any, appended to this audit report, expenditures
are eligible for financing under the Loan/Credit Agreement. During the course of the
audit, SOEs/FMRs (each application no. and amount to be indicated) and the
connected documents were examined and these can be relied upon to support
reimbursement under the Loan/Credit Agreement.

? See relevant portions of Auditing Standards of the Comptroller and Auditor General of India as applicable from
time to time for conditions where unqualified, qualified, adverse or disclaimers of opinion may appropriately be
rendered.

' The auditor’s report should be addressed to the person stipulated in the underlying loan agreement as
responsible for providing audited project financial statements.

"' Insert titles of other required statements and schedules included in or annexed to the project financial
statements, if any.

12 Until the Ministry of Finance prescribes adoption of the accounting standards pronouced by GASAB or other
body such as IPSAS, the accounting standards followed by the Government of India shall be the cash basis of
accounting applied with due regard to the General Financial Rules, PWD codes, Treasury codes and similar
financial rules and codes as are in effect and applicable to the operations of the project.
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This report is issued without prejudice to CAG’s right to incorporate the audit
observations in the Report of CAG of India for being laid before Parliament/State or
UT Legislature.

[Auditor’s Signature]

[Auditor’'s Address]

[Date™?]

' The report should be dated as of the date to which the auditor has become aware of and considered the effects

of events and transactions. This is generally the final date of fieldwork, as opposed to the date of signing the
audit report.
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Annexure 5
Excerpt from CAG Auditing Standards (2" Edition, 2002) Chapter IV, Reporting
Standards

11. The form and content of audit opinion and report.

11.1 The form and content of all audit opinions and reports are founded on the
following general principles:

(a) Title. The opinion or report should be preceded by a suitable title or heading,
helping the reader to distinguish it from statements and information issued by
others.

(b) Signature and date. The opinion or report should be properly signed. The
inclusion of a date informs the reader that consideration has been given to
the effect of events or transactions about which the auditor became aware up
to that date (which, in the case of regularity (financial) audits, may be beyond
the period of the financial statements).

(c) Objectives and scope. The opinion or report should include reference to the
objectives and scope of the audit. This information establishes the purpose
and boundaries of the audit.

(d) Completeness. Opinions should be appended to and published with the
financial statements to which they relate, but performance reports may be
free standing. The auditor's opinions and reports should be presented as
prepared by the auditor. In exercising its independence CAG may acquire
information from time to time, which in the national interest cannot be freely
disclosed. This can affect the completeness of the audit report. In this
situation the auditor should consider the need to make a report, possibly
including confidential or sensitive material in a separate, unpublished report.

(e) Addressee. The opinion or report should identify those to whom it is
addressed, as required by the circumstances of the audit engagement and
local regulations or practice. This is unnecessary where formal procedures
exist for its delivery.

() Identification of subject matter. The opinion or report should identify the
financial statements (in the case of regularity (financial) audits) or area (in the
case of performance audits) to which it relates. This includes information
such as the name of the audited entity, the date and period covered by the
financial statements and the subject matter that has been audited.

(g) Legal basis. Audit opinions and reports should identify the legislation or
other authority providing for the audit.

(h) Compliance with standards. Audit opinions and reports should indicate the
auditing standards or practices followed in conducting the audit, thus
providing the reader with an assurance that the audit has been carried out in
accordance with generally accepted procedures.

() Timeliness. The audit opinion or report should be available promptly to be of
greatest use to readers and users, particularly those who have to take
necessary action.

11.2 An audit opinion is normally in a standard format, relating to the financial
statements as a whole, thus avoiding the need to state at length what lies behind
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it but conveying by its nature a general understanding among readers as to its
meaning. The nature of these words will be influenced by the legal framework for
the audit, but the content of the opinion will need to indicate unambiguously
whether it is unqualified or qualified and, if the latter, whether it is qualified in
certain respects or is adverse or a disclaimer of opinion.

11.3 An unqualified opinion is given when the auditor is satisfied in all material

respects that:

(a) The financial statements have been prepared using acceptable accounting
bases and policies which have been consistently applied;

(b) The statements comply with statutory requirements and relevant regulations;

(c) The view presented by the financial statements is consistent with the auditor's
knowledge of the audited entity; and

(d) There is adequate disclosure of all material matters relevant to the financial
statements.

11.4 Emphasis of Matter. In certain circumstances the auditor may consider that the
reader will not obtain a proper understanding of the financial statements unless
attention is drawn to unusual or important matters. As a general principle the
auditor issuing an unqualified opinion does not make reference to specific
aspects of the financial statements in the opinion in case this should be
misconstrued as being a qualification. In order to avoid giving that impression,
references that are meant as "emphases of matter" are contained in a separate
paragraph from the opinion. However, the auditor should not make use of an
emphasis of matter to rectify a lack of appropriate disclosure in the financial
statements, nor as an alternative to, or a substitute for, qualifying the opinion.

11.5 Adverse Opinion. Where the auditor is unable to form an opinion on the
financial statements taken as a whole due to disagreement which is so
fundamental that it undermines the position presented to the extent that an
opinion which is qualified in certain respects would not be adequate, an adverse
opinion is given. The wording of such an opinion makes clear that the financial
statements are not fairly stated, specifying clearly and concisely all the matters of
disagreement. Again, it is helpful if the financial effect on the financial statements
is quantified where relevant and practicable.

11.6 Disclaimer of Opinion. Where the auditor is unable to arrive at an opinion
regarding the financial statements taken as a whole due to an uncertainty or
scope restriction that is so fundamental that an opinion, which is qualified in
certain respects, would not be adequate, a disclaimer is given. The wording of
such a disclaimer makes clear that an opinion cannot be given, specifying clearly
and concisely all matters of uncertainty.

11.7 1t is customary to provide a detailed report amplifying the opinion in
circumstances in which it has been unable to give an unqualified opinion.
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Agencies participating in DRIP

Appendix A

S. No. | Agency Nodal Officer

1. Central Water Commission Project Director, DRIP

2. Kerala Water Resources Department | Chief Engineer, IDRB

3. Kerala State Electricity Board Chief Engineer, Dam Safety

4, Madhya Pradesh Water Resources | Chief Engineer, (Bodhi)
Department

5. Orissa Surface Water Resources | E-in-C (Planning and Design)
Department

6. Tamil Nadu Water Resources | Chief Engineer, (O&M)
Department

7. Tamil Nadu Electricity Board Chief Engineer, Dam Safety
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Appendix B

DAMS PROPOSED UNDER DAM REHABILITATION AND IMPROVEMENT

PROJECT
S No. | Name of Dam Proposed under DRIP
TAMIL NADU
1. Krishnagiri
2. Thambalahalli
3. Pambar
4, Vaniar
5. Shoolagirichinnar
6. Kelavarapalli
7. Chinnar
8. Kesarigulihalla
9. Nagavathi
10. Thoppiar
11. Sathanur
12. Vidur
13. Rajathopekanar
14. Mordhana
15. Manimukthanadhi
16. Gomukinadhi
17. Veeranam
18. Vaigai
19. Manjalar
20. Marudhanadhi
21. Sothuparai
22. Pilavukkal Periyar
23. Pilavukkal Kovilar
24, Vembakottai
25. Kullursandai
26. Anaikuttam
27. Golwarpatti
28. Manimuthar
29. Gatana
30. Ramanadhi
31. Karuppanadi
32. Gundar
33. Adavinainarkoil
34. Vadakkupachayar
35. Kodumudiyar
36. Nambiar
37. Pechiparai
38. Perunchani
39. Chittar - |
40. Chittar - 1l
41, Poigaiyar
42. Anaimadavu
43. Kariakoil
44, Mettur
45, Ponnaniar
46. Siddhamalli

40



47. Uppar

48. Bhavanisagar

49, Gunderipallam

50. Varattupallam

51. Perumpallam

52. Amaravathy

53. Uppar ( Erode)

54. Palar Porandalar

55. Vattamalalai Karai Odai
56. Parappalar

57. Kuthiraiyar

58. Noyyal Athupalayam
59. Kodaganar

60. Upper Nirar Weir

61. Lower Nirar Weir

62. Parambikulam

63. Thunakadavu

64. Sholayar

65. Aliyar

66. Thirumurthy

67. Avalanche

68. Chinnakuttiyar

69. East Varahapallam

70. Emerald

71. Eravangalar

72. Glenmorgan( Kariappa)
73. Highwavys

74. Kadamparai

75. Kodayar -

76. Kodayar -l

77. Kundahapalam

78. Kuttiyar

79. Manalar

80. Maravakandy

81. Moyar Forebay

82. Mukurthy

83. Nirallapallam

84. Papanasam Diversion weir
85. Parson's Valley

86. Pegumbahalla Forebay
87. Periyar Forebay

88. Pillur

89. Porthimund

90. Pykara

91. Pykara New Forebay
92. Sandynallah

93. Servalar

94, Thambraparani

95. Upper Aliyar

96. Upper Bhavani & Bungihalla Earthen Bund
97. Upper Bhavani Pumping Weir
98. Vandal

99. Vennirar
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100.

West Varahapallam

101. Western Catchment weir-|
102. Western Catchment weir-1l & Western Catchment
weir-111
108. Gomukinadhi
104. Kullarsandai
KERALA
105. Idukki
106. sengulam
107. poringalkuthu
108. sholayar
109. SABARIGIRI HEP
110. Idamalayar
111. Pallivasal
112. Panniaar
113. Neriamangalam
114. Kuttiyadi
115. Lower Periyar
116. Kakkad
117. Siruvani Dam
118. Kanhirapuzha Irrigation Project
119. Chimni Project
120. Kuttiyadi Irrigation Project
121. Malapumzha Irrigation Project
122. Muvattupuzha Irrigation Project
123. Pothundy Irrigation Project
124. Neyyar Irrigation Project
125. Vazhani Irrigation Project
126. Peechi Irrigation Project
127. Periyar Valley Irrigation Project
128. Pamba Irrigation Project
129. Gayathry Project Stage Il — Chulliyar
130. Gayathry Project Stage | - Meenkara
131. Walayar Irrigation Project
132. Mangalam Dam
133. Pazhassi Irrigation Project
134. Kallada Irrigation Project
135. Moolathara Regulator(Chitturpuzha Irrign.Project)
MADHYA PRADESH
136. Sanjay Sagar
137. Gopi Krishna sagar
138. Makroda
139. Kunwar Chain Sagar
140. Bisoniya Tank
141. Nallaziri Tank
142, Lasudiya Kanger
143. Kankarkheda
144, Bhagwanpura
145. Dhablamata Tank
146. Manjhi Khedi
147. Guradia Surdas
148. Laxmi Kheda
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149. Chandrakeshar

150. Jirbhar

151. Sundrel

152. Sampna

153. Bundala

154, Tawa

155. Kolar

156. Barna

157. Deogaon

158. Sanjay Sarovar

159. Thanwar project

160. Mehgaon tank

161. Barnoo

162. Mandai

163. Sagarnadi

164. Ari

165. Kharadi

166. Sarathi

167. Moorum nalla

168. Chawarpani

169. Gangulpara

170. Dhutiweir

171. Nahlesara

172. Badera

173. Bamhodi

174. Harrai

175. Mandwajhiri

176. Dongarbodi

177. Karhi

178. Surkhi Pondi

179. Sher

180. Birnai

181. Marhi

182. Umrar

183. Chandpatha

184. Kamera

185. Birpur
ORISSA

186. Balimela

187. Hirakud

188. Rengali

189. Salandi

190. Upper Kolab

191. Budhabudhiani

192. Dadaraghati

193. Daha

194. Derjang

195. Dhanei

196. Kalo

197. Nesa

198. Pilasalki

199. Pitamahal

200. Salia
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201.

Sarafgarh

202. Satiguda (UKP)
203. Satiguda (Malkangiri)
204. Talsara

205. Ardei

206. Ashokanalla
207. Bagjharan Dam
208. Balaskumpa
209. Banksal

210. Deojharan

211. Jagadala

212, Jhumuka

213. Kalakala

214, Kanheinalla
215. Khasbahal

216. Laigam

217. Liard

218. Mathanpal

219. Padampurnallah
220. Pipalnallah

221. Ramaguda

222, Runugaon

223. Sanamachhakandana
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Appendix C

DAMS PROPOSED UNDER DAM REHABILITATION AND IMPROVEMENT

PROJECT
(1% Phase Projects)

S No. | Name of Dam Proposed under DRIP
TAMIL NADU

1. Vidur Dam

2. Rajathopekanar Dam

3. Mordhana Dam

4. Gomukinadhi Dam

5. Manimuthar Dam

6. Adavinainarkoil Dam

7. Vadakkupacha Dam

8. Kodumudiyar Dam

9. Nambiar Dam

10. Poigaiyar Dam

11. Siddhamalli Dam

12. Kodaganar Dam

13. Avalanche Dam

14. Glenmorgan (Kariyappa) Dam

15. Kadamparai Dam

16. Mukurthy Dam

17. Porthimund Dam
KERALA

18. Idukki

19. sengulam

20. poringalkuthu

21. sholayar

22. Sabarigiri HEP

23. Malapumzha Irrigation Project

24. Neyyar Irrigation Project

25. Peechi Irrigation Project

26. Walayar Irrigation Project

MADHYA PRADESH

27. Sanjay Sarovar

28. Ari

29. Tawa

30. Jirbhar

31. Kunwar Chain Sagar

32. Chanpatha

33. Barna
ORISSA

34. Kalo

35. Nesa

36. Banksal

37. Sanamachhakandana

38. Hirakund
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Abbreviations used in this Manual

ACA Additional Central Assistance

AG Accountant General

C&AG Comptroller and Auditor General

CA Controller of Accounts

CAA&A Controller of Aid, Accounts and Audit
CPWD Central Public Works Department
CwcC Central Water Commission

DCA Development Credit Agreement
DFPR Delegation of Financial Power Rules
Dy.CA Deputy Controller of Accounts

FMM Financial Management Manual

FOB Free on Board

GFR General Financial Rules

GOl Government of India

Hd Qrs. Head Quarters

1A Implementing Agency

IAs Implementing Agencies

IBRD International Bank for Reconstruction and Development
IDA International Development Association
MH Major Head

PAO Pay and Accounts Office

PFES Project Financial Statements

PWD Public Works Department

RBI Reserve Bank of India
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