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October 30, 1987

MEMORANDUM FOR Mr. Robert Bakley, Director
U.S5.A.1.D./India

il sk
FROM: RIG/A/Si apg?é,(gl f&t . Derrick
SUBJECT: Audit of Selected U.S.A.I.D./India Irrigation

Projects (Project Nos. 386-0481, 386-0483,
and 386-0490)

The Office of the Regional Inspector General for
Audit/Singapore has completed its audit of Selected
U.S.A.I.D./India Irrigation Project Nos. 386-0481, 386-0483,
and 386-0490. Five copies of the audit report are enclosed
for your action.

The draft report was submitted to you for comment and your
comments are attached to the report. The report contains
three recommendations., Recommendation No. 1(a) is
considered closed and requires no further action.
Recommendation No. 3 is resolved and should be closed upon
our review of the U.5.A.1.D./India Mission Order giving the
guidelines for monitoring projects for which A.I.D. funds
have been expended, but Project implementation has not been
completed. Recommendation Nos. 1(b) and 2 are unresolved.
Please advise me within 30 days of any additional actions
taken to implement Recommendation No. 3, and further
information you might want us to consider on Recommendation
Nos. 1(b) and 2.

I appreciate the cooperation and courtesy extended to my
staff during the audit.



EXECUTIVE SUMMARY

The objective of U.S5.A.1.D./India's irrigation sector was to
increase irrigated agricultural production in India through
improved delivery of water and more efficient use of the
water delivered. The audit covered the Maharashtra
Irrigation Technology and Management Project, the
Maharashtra Minor Irrigation Project, and the Madhya Pradesh
Minor Irrigation Project. These projects were approved
between 1982 and 1984 and scheduled for completion between
1987 and 1990. The A.I.D. funds authorized and obligated
for the three projects totaled $143 million, of which $58
million was expended as of March 31, 1987.

The Office of the Regional Inspector General for
Audit/Singapore made a program results audit of the three
Indian irrigation projects. The specific audit objectives
were to (1) determine whether the projects were designed and
implemented consistent with A.I.D. policies and regulations,
(2) evaluate progress against project and sector objectives,
and (3) review U.S.A.1.D./India's Mmanagement and monitoring
systems.

The irrigation projects in the Indian States of Maharashtra
and Madhya Pradesh were designed but not implemented in
accordance with A.I.D. policy for project assistance. The
projects were not fully meeting their objectives for
institutional change. In general, U.S.A.I.D. management and
monitoring of active projects were sacisfactory, but
provisions should be made for monitoring irrigation schemes
for which all A.I1.D. funds have been expended.

In recent vyears, U.S.A.I.D./India has made a commendable
effort to revise and strengthen the irrigation projects in
the hope that a new project format would make the A.1.D.
assistance more relevant and effective. This effort was a
good step towards improving the institutional development
impact of A.I.D.'s irrigation assistance to India.

The U.S.A.I1.D.-financed projects had 1limited impact on the
irrigation activities in the two States where they were
implemented. A.1.D. had 1limited leverage to effect change
because India had the resources to conduct a substantial
irrigation program. U.S.A.I.D./India's irrigation projects
in the two States covered in this audit were not providing
Project assistance but foreign exchange for the Government
of India. A.I1.D. financed the construction of irriqation
schemes that would have been built whether or not there was
a U.S.A.I.D. project. U.S.A.I.D./India had no formal
arrangements  for ensuring effective use of A.1.D. funds on
projects for which the funds were expended but construction

was not completed.,



The A.1.D. irrigation program in the 1Indian States of
Maharashtra and Madhya Pradesh was authorized as project
assistance to increase irrigation coverage and to improve
the water delivery system through improved planning,
technology, and managema2nt systems. It was intended that
technical and management improvements applied on
A.I.D.-financed irrigation scheme ; would be wuniformly
adopted on similar Indian financed schemes. However, the
States of Maharashtra and Madhya Pradesh did not adopt such
practices in their schemes. Their construction priorities
were not the same as U.S.A.I.D./India. As a result after
five years, U.S.A.I.D irrigation projects made little
development impact on India's irrigation program in these
two States because (1) A.I.D. had limited leverage to effect
institutional changes since A.I.D. funds were small in
relation to the total irrigation resources invested by the
States, (2) the A.I.D. funding was provided in the manner of
resource transfer rather than project assistance and (3) the
State irrigation departments did not establish an effective
construction management and Planning system. This report
recommends determining if A.I.D. assistance to the Indian
irrigation sector should be continued, and if continued
determine whether project or program assistance can best
achieve the objectives of such assistance. U.S.A.I.D./India
disagreed with the finding and concurred in only one portion
of the two recommendations.

A.1.D. Handbook 3 required that Mission officials ensure the
effective use of A.I.D. project resources. Although A.I.D.
funds for the Rajasthan Project have been expended, many of
the A.I.D.-funded schemes have not been completed.
U.S.A.I.D./India is not monitoring the completion of these
schemes because they have not established guidelines to
monitor projects after A.I.D. funding terminates, and the
Government of India agency responsible for monitoring the
A.1.D. project stopped reporting on project implementation
in the State of Rajasthan. The project design did not
anticipate the 1long delay between the final expenditure of
A.I.D. funds and the completion of the A.I.D.-funded
irrigation schemes, Without specific monitorship,
U.S5.A.T.D. had no assurance that the A.1.D. project funds
were used effectively and that the individual schemes will
be completed according to project criteria. This report
recommends establishing quidel ines for monitoring the
uncompleted irrigation schemes on which all the A.I.D. fundsg
have been expended. U.S.A.1.D./1ndia concurred with the
finding and recommendation,
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AUDIT OF
SELECTED U.S.A.I.D./INDIA
IRRIGATION PROJECTS

PART I - INTRODUCTION

A, Background

In spite of the green revolution, food supplies in 1India met
only an estimated 90 percent of the country's minimum

nutritional requirements., About 40 percent of the
population was below the Government of India's
nutrition-based poverty line. India's pooulation of 785

million was growing 2.1 pércent per vyear. Agricultural
production must grow nearly 4 percent per ycar to feed this
population and also improve its quality of life.
Historically the growth rates have been only around 3
percent.

India has little additional land that can be added to the
140 million hectares that are now cultivated. Production
increases that rely heavily on sufficient water must come
from 1mproved yields and greater cropping intensities on the
55 to 60 percent of the arable land that can be irrigated.
About half of the land that can be irrigated is already
under irrigation. The  Government of India (GOI) plans to
irrigate the other half by the year 2000. Water use
efficiency, 1.e., crop vyield per unit ot water, under there
irrigation systems was only 25 to 30 percent rather than the
anticipated 50 to %5 percent.,

The objective of U.SATLD/India's irrigation gaector
asniatance wan to increane trrigated  agricultural production
in India through amproved delivery of  water and more

efficient ute of the water delivered, U.5.A 10D projects
intended to do  this primarily by f{inancing conatruction of
frrigation nchemer, Becaune of the problem of attempting to
influence India‘y large  drrigation program  with modent
AT D. resources, LuS.AGLLL. officials had difticulties
finding a r1o0le for thedr  projects in the bstate {rrigation
prodgrami. dn o dealt trrigation  utrategy Paper, U.SH.ALLLD,
Proporicd a  new  approach that shifted project emphastas fpom
the on-farm  water  manageftent  jHnges Lo the Up=ntreamn
techrical  and  Jnstytutional  problems of  water supply  and
Qo] iy Y tytitems, fn thely aththe it s Lo oyt dralt topore,
the  Burean  for Asia and Neat East stated that they approvedd
the =ty ateqgy '3t th May JUH?,

The porancipal facys of this audit  was  Lhe  Uhpee irriqgation
projecta  approved  bLetweon 1902 and 1984 and secheduled for
complotion betweon 1987  apnd 1990, The Project Ajgreements



for these projects were with the Government of India. State

N

governments were responsible for irrigation and water
control activities, and their irrigation departments were
the organizations responsible for project implementation.
The A.I.D. funds authorized and obligated for the three
projects totaled $143.0 million. The table below shows
$58.1 million was expended as of March 31, 1987.

PROJECT FUNDING
As of Mmarch 31, 1987
(In Million Dollars)

A.I.D. Host
Country
Obli- Expen- Contri-
Irrigation Projects gation diture bution
3 3 $
Maharashtra Irrigation Loan 44.0 41.3 46.0
Tech. & Mgmt. No. 386-0481 Grant 3.0 1.1
Madhya Pradesh Minor Loan 41.0 10.6 35.2
Irrigation No. 386-0483 Grant 5.0 0.4
Maharashtra Minor Loan 46.0 4.1 42.6
Irrigation No. 386-0490 Grant 4.0 0.6
Total $143.0 $58.1 $123.8

B. Audit Objectives and Scope

The Office of the Regiona) Inspector General for
Avdit/Singapore made g program results audit of selected

frrigation projecen n India; Maharashtra Irrigation
Technology and  Management Project No, 386-0481; Madhya
Pradegh Minor Irrigatjon Project No, 3J86-0481; and

Mahararhtra Minor  Trrigation Project No. 386-049C. The
review  sluo ancluded  selected anpects  of  the terminated
Rajasthan Mediam Irrigatson Project No, 186-0467 arnid some  of
the  training activitien ol the Irrigation Management and
Trarning Project Ho, JHO~-04H4, The aspecific audit
oblectiven were to (1) determfne whether  the projectn  gere
dertgned  and  implemented conmatent with A.1.D. polictens and
requlations, (£)  evaluate  progrean  agatnnt project and
HeCtLofp ohijeet jves, and (1) Foy ey DG A L D/ Indtats
Manadgetiont and mon) tog NN ] nyntemn,

Audit work 1ncladed the rey fow  of Frlen  and records  and
dlacunsiong with tesponmible U5, A 1.0, /India officlals,
Diacussiont  wero  alno held with QO nment of India



officials at the Ministries of Finance and Irrigation and
World Bank irrigation project officers in New Delhi. The
audit included visits to the States of Maharashtra, Madhya
Pradesh and Rajasthan where project implementation was
discussed with both Project managers of state irrigation
departments and faculty officials of Water and Land
Management Institutes of these states. During these visits,
the project progress was observed at selected irrigation
construction sites,

The audit covered the period from April 1982 through March
1987 and accrued expenditures of $58.1 million. Audit field
work was conducted from April 3, 1987 through June 18,
1987. Because this was a program results audit, the review
of internal controls and compliance was limited to
activities related to the report findings. U.S.A.1.D./India
and the Bureau for Asia and Near East comments to our draft
report were received in September and October 1987
respectively., Their comments have been incorporated into
the report as appropriate and the full text of the comments
are included as Appendices 1 and 2. The audit was made in
accordance with generally accepted government auditing
standards,
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SELECTED U.S.A.I.D./INDIA
IRRIGATION PROJECTS

PART II - RESULTS OF AUDIT

The irrigation projects in the Indian States of Maharashtra
and Madhya Pradesh were designed but not implemented in
accordance with A.I.D. policy for project assistance. The
projects were not fully meeting their objectives for
institutional change. 1In general, U.S.A.I.D. management and
monitoring of active projects were satisfactcry, but
provisions should be made for monitoring irrigation schemes
for which all A.I.D. funds have been expended.

In recent vyears, U.S.A.I.D./India has made a commendable
effort to revise and strengthen the irrigation projects in
the hope that a new project format would make the A.I.D,
assistance more relevant and effective. This etfort was a
good step towards improving the institutional development
impact of A.I1.D.'s irrijation assistance to India.

The U.S.A.I.D.-financed projects had limited impact on the
irrigation activities in the two States where they were
implemented. A.I.D. had limited leverage to effect change
because 1India had the resources to conduct a substantial
irrigation program. U.S.A.I.D./India's irrigation projects
in the two 3tates covered in this audit were not providing
project assistance but foreign exchange for the Government
of India. A.1.D. financed the construction of irrigation
schemes that would have been built whether or not there was
a U.S5.A.T1.D, project., U.5.A.T.D./India had no formal
artangements for ensuring effective use of A.1.D. funds on
projects  for which the funds were expended but construction
was not completed,

The report contains three recommendations  dirccted towardsg
agnessing the need  for continued ALILD. ansistance to
India's irr.gation sector, improving the current ansistance
effort, and monitoring incomplete irrigation uachemes for
which all A,I.D. funds have been expended,



A. Findings and Recommendations

1, The U.S.A.I.D. Irrigation Projects Have Had Limited
Development Impact on India's Irrigation Progran.

The A.I.D. irrigation program in the 1Indian Stvates of
Maharashtra and Madhya Pradesh was authorized as project
assistance to increase irrigation coverage and to improve
the water delivery system through improved planning,

technology, and management csystems, It was intend:d that
technical and management improvements applied on
A.I.D.-financed irrigation schemes would be wuniformly
adopted on similar Indian financed schemes. However, the

States of Maharashtra and Madhya Pradesh did not adont such
Practices in their schemes. Their construction priorities
were not the same as U.S.A.1.D./India. As a result after
five years, U.S.A.I.Y irrigation pProjects made little
development impact on India's irrigation program in these
two States because (1) A.1.D. had limited leverage to effect
institutional changes since A.I.D. funds were small in
relation to the total irrigation resources invested by the
States, (2) the A.I.D. funding was provided in the manner of
resource transfer rather than Project assistance and (3) the
State irrigation departments did not estabhlish an effective
construction management and Planning system.

Recommendation No. 1

We recommend that the Director, U.S.A.1.D./India:

a. determine whether A.1.D. assistance to the irrigation
sector in India should be continued, and

b, o f a determination is made to continue A.I.D,
assistance, ascertain whether project or program
assistance can best achieve the specific development
objectives of  such assistance to India's irrigation
sector,

Recommondntiynwﬁg; 2

S

We recommend that the Director, U.S5.A.1.D./India, develop a
Plan  of action to a.sist the Staten  of  Maharanhtra and
Madhya Pradesh  improve their conntruction planning and
fnanagement capabilitien, including astabl ishment of a
Priority nystem to une the available conntruction funds,

biscusaion
Handbook 4 defined a project an the total, discrete endeavor

Lo create  through the provision of personnel, equipment,
and/or capital fundn a finfte regult directly related to a
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development problen. In effect, an A.I.D. Project should
provide resources to developing countries to help with
specific, definable development activities that the
countries could not carry out with their own resources,
Handbook 1 stated that program assistance is a mode ot
assistance for alleviating policy constraints to sectoral
Productivity and output and provides foreign exchanges which
may not be directly linked to specific project
expenditures. Handbook 4 stated that program assistance is
generally concerned with the transfer of resources,

In addition, an A.I.D. policy paper stated that when the
recipient country's own resources are not entirely absorbed
by the A.I.D.-financed project and the project is of
sufficiently high priority to be otherwise undertaken with
the country's own resources, then clearly the assistance
enabled the country to release r~c<ources to finance some
other project. 1In such a case, the fungibility of financial
assistance means that in reality the donor provided program
rather than project assistance.

The A.1.D. irrigation projects in the States of Maherashtra
and Madhya Pradesh were designed to increase irrigation
coverage primarily through the construction of minor and
medium irrigation schemes. In addition, the projects were
to improve system efficiency and water delivery performance
thiough institutional development of planning, technology
and management systems of the States' irrigation
departments, It was intended that institutional changes
employed on the 150 irrigation schemes financed by A.1.D.
would be extended to the other 2,200 schemes financed by the
States' construction programsg,

In general on  the A.1.D. projects, the state irrigatinn
departments  made construction plansg and designs which
included  specific technical  improvements based on extennive
appraisals, In addition, they prejpared operational
management  procedures  ain o accordance with the A,1.D, project
standards,

The States' conntruction program did not  adopt  the tmproved
technical and management practicen usied on the
Al D=t inanced lrvygation schemen,  Por example,  the Staten
did  not  always  utilize on thedr  schemes AJ1.D. pProject
Atanderds such  an (1) detai led hydrelogical, topoqraphic,
and - sotl surveyn;  (2) Lintng ot matn  and Hntribatary

canaln;, andd (3)  the denign  and conttruction ol water
dintrybation infrantyuctuge below the outlets an  an Inteygral
part of  sach  1riigation By Htem, Exbhibit 1 provides  a

Listing of these A 1,0, refgation project standards,



The States' irrigation department officials stated that the
U.S.A.I.D. projects' design and operational requirements
were not aiways used and would not likely be used on the
state-financed irrigation schemes because the Gtates had a
different set of programming priorities from A.I.D. For
example, A.1.D. emphasized qualitative improvement in
irrigation pPlanning, design, and management, On the other
hand, the Indian States considered the quantitative
expansion of irrigaticn infrastructures more essential, The
States believed that, given the extreme scarcity of water
resources in India outside the monsoon scason, the Iimmediate
need of its irrigation pPrcgram was to capture water from the
monsoons and store it in reservoirs through the construction
of as many dams and headworks as possible. Less emphasis
was placed on the quality of the lrrigation system. In
¢ssence, the States' irrigation program dictated more dams
with lesser quality irrigation systems under their projects
while the A.I.D. Projects required better irrigation systems
in fewer danms,

As a result, ALLLD,'s Irrigation assistance through the
construction of certain 1rrigation schemes did not have the
broad development impact in  the States of Maharashtra and
Madbya Pradesh that  was  intended, Por example 1n Madhya
Pradesh, the possible impact  was  limjited only  to the 50
A.T.D. schemes which were less than 3 percent  of  the 1400
schemes  an progress  in that HState, Generally, work on most
schemes was slower than anticipated and  1n some  canes wOrk
stopped Lecausne of a4 shortage  of  funds, Delays have
incoeaned the cont and lowered the  rate  of  geturn of  the
achemes, The trragation  departhents  of ten compromined the
Qualaty  of  the constructjon, Farmers,  aeeing  irrigation
sChemes St vated,  only o be vYittually abrandaned wihien
Partially cumpleted, have  andegsat andabily lout conf ydence 1n
the Jrriqgation departments,

U, 5. A 1.0, 7 1ndia diagrecd  w,th o thie avditap:,?! analysias of
project Hbpact, In theyg tespontde Lo the ddraft g cpart, ot ht‘:‘,‘
ftated that U,n A 1.0, ansistance and cullabor at jon With  Lhe
Staten uf Mahiat antity g atid Madhya Pradenh wan tesulting in
Blagnit 1cant Chuatigee s, i i Attt yden atidd Lt igatjan
Practjce: followed In Lhene Staten, 'Ihv‘,' Cited e jrositive
AL Lades ol e Gectelar jes 0l Irsigatian 0] Lath Nt aten
towar s PRI Y B T aniiat Qnce afid the fesgltas ot 4 g am
atfesidment ol U, L, A, Dt aneg Al e tu fnidiagts {1t jjat jan
Progr am REP Jot et o f Pt wilh ot ol the l-:lln'\d‘.lh)
ApeCil e acs GrE il atotertag

= - lffi')-‘ﬂi'-'“ fBanayge e nt Cobce s gl .u'Jlx]i-'.}!iuhr: At v How
vonsjdered and Jdiascynsed widely  in india  whejeas the
subject W Of  Himited  jntegest petfupe .huAhoton,
argint ance,
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-=- More vigorous economic and technical appraisal has been
adopted for medium and minor irrigation development in
the five states where U.S.A.I.D. is, or has been
involved, In Maharashtra and Madhya Pradesh these
standards and criteria were extended to all new medium
and minor schemes, and in Madhya Pradesh to all new
minor schemes, not just those receiving U.S.A.I.D.
support,

=== Comprehensive lnanpower planning and improvement studies
are being taken up in three states with U,S.A.1.D.
assistance.

=== Under the Irrigation Management and Training Project,
U.S5.A.1.D, 15 expanding curriculum and training program
development  assistance  to cover ¢leven rather than five
States,

As a result  of our  audit  work as discussed below, we
conclude the ALL.D, lrrigation projects  had limited impact
for =several greasons, First, A, 1.D,'s leverage to effect
Change was reduced because of the disparity  between A.T.D's
project fesources  and  India's  large irrigation program,
Second, the Lrrigation  projects  were providing resource
traniters rather  than Froject assistance, Third, management
Weaknentes  at o the  States! irrlgation  departments  allowed

MOre  Constructlon  schemes  to ntart than they had the
Fesour Coe to  amplement clicetively, These  reasons  wil)
continee  to  ymgt the tmpact ot AJl.D's Irrigation

ansjinrance to India,

small A1, CMenources - Trrgation was one of India's vop
devPlupman Priocityen, Unider theyr Five Year Plan,
1985 -uq, the  Government of Indig (GLL) planned to GSpend over
$12 billaon tor yrrigation AWLIVILIes and only 20 percent  of
Lhiat  a2ount wan o ot fouteign dopor atnintance,  The States
Of Matiatasihitga and Madhya PMadesh wege Lo spend 83 bhallton

ol that aboynt, Coltpated o thene gesoyy ven, AdlLD project
funding tor thene twa States war simall,  anrountyng mnly  to
314 sl hon ot less than % percent of  the otaten!

PEChyation progg an,

Mozt T34 Ul A, D, fandea W e forg e Contdtigetion Of

16t §ga% ion e e The st ey t+f Ittt igation Nehethos
LEE VY } B0 3N SEORES SRS | wiifee g thie F b, 1, pprojects W also -"-m:lll in
felation vy The Uait al s lieiten COln U geted h',‘ e Dbt In
Madlya it adean, the holob, praject nelauded S0 iynor
BOE§9at jon a0 fiesen Vgt 1000 in that Slate, In
Malagashtyg a4, the Actob, preoejeets bl gded 1o medium

Htigatinn sclhiotesn ugt b 2% 3im) 90 minag SChethens out  of
90 40 the Ntate,



The State irrigation departments staffs were equally
impressive. The department in Maharashtra employed over
9,000 engineers and Madhya Pradesh employed almost 12,000,
Although many of these people were not well trained, a
number had advanced degrees and the departments had vyears of
experience working with irrigation in India.

Furthermore, the project objectives of providing reliable
water and improving the operational management of the
schemes involved technology that was generally available or
known by the state irrigation department officials, The
irrigation department officials in the two States stated
that they were already familiar with the design and
operational procedures required by U.S.A.I1.D. and these
U.S.A.I.D. requirements did not represent any new
technologies,

In view of 1India's large financial and manpower resources
devoted to irrigation, it was apparent that the assistance
provided by A.1.D. made little difference in India‘'s
irrigation program.

Resource Transfer V.S. Project Assistance -
U.S.A.T.D./India’'s Irrigation development activities in the
States of Maharashtra and Madhya Pradesh were authorized an
project assistance, even though they did not provide
assistance i1n the manner  intended for projects, Instead,
the assistance was in  the form of resource transfers which
did not achicve the policy iInitiatives generally  attributed
to program assistance,

When  designing  the irrigation projects, U.5.A.1.b. officials
knew that the Government of India's funding requiiecents  and
related  budgetary  procedures  would result an project funds
being YR mor e Like program rather than project
ansistance, They also  recognized that the U.S5.A. 1.0,
projects conld not realistically  expect  to  achieve the
significant policy chnangen  that  were required ot program
assintance, However, U.S.A D/ Indiats irrigation
development activitien were still designed and  authorized  an
Project asuintance,

The  Project  papers suggented o closer Link between project
activities and Al Do-tunding than cever exXloted, They  yriead
nach  Tanguage  an "the funds wil) partially cover such Jtemg
anoconstouction ol the dam, ., and deainage system”  and o "tpe
fund: will e usmed  to finance  Joeal currency  copta of
constructjon”, In - upite of thin language, the frg bgation
ACCEVEt e of the Staten werpe poimarily uned  to attribute
Lhe dinburaement,  of  toreggn exchange Lo the Government of
India, UL ALLD 'S involvemnent in frrigation began in this
Way, and  eunentially,  the Proyram hay not chanqged,  Indga
had  an on-going trrigation conntruction program, and
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U.S.A.I.D. agreed to provide assistance for a given period
of time (a "time-slice") to designated schemes within that
program, These schemes were not additional as a result of
A.I.D. assistance; they would have been built whether or not
there was a U.S.A.I.D. project.

Since the Government of 1India's own resources are not
entirely absorbed by the A.I.D.-financed Project and the
project is of sufficiently high priority to be otherwise
under taken with the country's own resources, then clearly
the assistance enabled the country to release resources to
finance some other project. In such a case, the fungibility
of financial assistance means that in reality A.I.D.
provided program assistance, whether it is realized or not.

Ineffective Planning and Management - While both the
Maharashtra and Madhya Pradesh States were spending large
amounts of their funds on irrigation activities, the
irrigation departments of these States did not have the
institutional capability to administer those resources
effectively nor did they have the management strength and
discipline to control their work pPlanning and priorities.
Because of irrigation's potential for increasing the
productivity of farm lands, people understandably wanted
irrigation schemes built to serve their land as soon as

possible. The political representatives of the farmers
exerted pressure to start schemes that would serve their
constituents. As a result, the irrigation department

officials in both Maharashtra and Madhya Pradesh stated they
had started more schemes than they had the resources to
manage effectively and the funds were spread thinly over too
many schemes,

Because the funds were spread so thinly, the irrigation
department officials never felt that they had enough money
to do more than the basic minimum for any given scheme. 1In
addition, schemes that cshould have been completed in four to
five vyears have often dragged on for seven to eight years.
Because the funds were spread thinly and since not enough
money was available for all projects, the irrigation
department in Madhya Pradesh was using the U.S.A.I.D.

involvement to justify concentrating resources on 50
U.S.A.1.D. schemes so that they could be completed on
schedule, In doing this, Progress on the other 1,750
schemes may svifer, and when the U.S.A.1.D. schemes are
completed, additional pressures may have developed to

complete the remaining schemes at the expense of good design
and construction principles,

In short, the irrigation departments in the States of
Maharashtra and Madhya Pradesh lacked the management
capability to cffectively control their work priorities and



consequently allowed more construction schemes to start than
they had the resources to complete.

In view of the large amount of resources India is devoting
to irrigation, we believe that the project designs poorly
matched what the 1Indian irrigation departments needs with
what U.S.A.I.D. had to offer. With the large force of
trained manpower and a substantial budget, it appears the
irrigation departments needed 1little assistance funding
construction. Their problem was managing those resources
effectively.

Conclusion - Notwithstanding U.S.A.I.D.'s continued efforts
to change the program focus, we believe that as long as
U.S.A.I.D.'s actions are limited to a small number of
schemes, its assistance will continue to have little
impact. It is doubtful that U.S.A.I.D. can provide
significant development to India's irrigation sector.
Continued A.1.D. assistance to the irrigation sector beyond
the irrigation schemes already approved should be assessed
against the nced for and benefits of that assistance.

We also believe that in order to make the current A.,I.D.
assistance more relevant to the development need of the
Indian irrigation program, U.S.A.I.D. should assess whether
specified project type assistance or program assistance tied
to policy/management reform can best achieve the objectives
of A.I.D. assistance to the Indian irrigation sector.
U.S.A.1.D. should also find a way to help the States improve
the management of their irrigation programs, possibly
through the introduction of scheduling and Planning systems,
in order to effectively prioritize their construction work
to make better use of their available financial resources.

Management Comments

U.S.A.1.D./India disagreed with the finding. They believed
Recommendation No. 1 should be dropped because the Bureau
for Asia and Near East had reviewed and approved

U.S.A.I1.D.'s strategy to continue irrigation assistance to
India. The Burecau confirmed this approval in their comments.

Also, U.S.A.1.D./1ndia stated that the micro-computerization
and management information initiatives in the Maharashtra
Minor Irrigation and the Madhya Pradesh Minor Irrigation
Projects should be enough to close Recommendation No. 2.
However, they objected to that portion of Recommendation No.
2 concerning the establishment of g priority system to uge
the available construction funds because the GOl would
Probably consider such a system as "political interference,"



U.S.A.T.D.'s disagreement with the finding focused on two
issues, First, they believed U.S.A.I.D.'s assistance
resulted in development impact and institutional change
which had not been adequately reflected in the report. They
cited several accomplishments of the assistance.

Secondly, U.S.A.I.D. did not believe the audit conclusions,
“elating to the reasons why the assistance had 1limited
impact, were wvalid. For example, they stated that the
irrigation program addresses itself to project assistance
rather than resource transfers as indicated in the report.
They added that each project is a discrete activity in which

U.S.A.I.D. 1is supporting specific medium or minor irrigation
schemes as well as other related activities under these

schemes. They acknowledged that A.I.D. foreign exchange
disbursements are not directly transferred as a flow of
resources for these schemes/activities, but the

disbursements are linked through the project agreements,
implementation letters, and GOI's reimbursement claims.
They further stated that:

"According to Chapter 1 of A.I.D. Handbook 4, nonproject
(or program) assistance is a mechanism for providing
short-term relief from constraints on the economy (such
as balance of payment deficits), which our assistance is
clearly not designed to do. By contrast, project
assistance is designed to effect a long range change in
the conditions of a target population, which is what our
assistance to India is all about."

U.S.A.I.D. believed the audit conclusion, that irrigation
schemes would have been built without A.1.D. assistance,
was not justified, They stated that it is appropriate for
A.I.D. assistance to supplement GOI resources which in turn
accelerates the country's economic development, They added
that U.S.A.I1.D. assistance provided a better guarantee of an
adequate budget for irrigation schemes. They further stated
that without U.S.A.1.D. assistance most of the schemes would
neither have begun nor been completed.

Office of Inspector General Comments

U.S.A.I.D./India's response and actions are sufficient to
close part (a) of Kecommendation No. 1.

Part (b) of Kkecommendation No. 1 is considered unresolved,
U.S.A.T.D.'s and the Bureau for Asia and Near Fast'y
comments do not provide adequate information that U.5.A.1.0D,
or the Burecau in its review of the U.S.ALTWD. drriqgation
strategy paper adequately considered the merits 0l project
vergugs program ansistance. Based on our revicw during the
audit, we found that the available draft frrigation strategy



Paper did not include an analysis of project versus program
assistance. In our view, the audit report makes the point
that U.S.A.I.D.'s assistance is more like program rather
than project assistance. In its June 1987 project paper
amendment to the Madhya Pradesh Minor Irrigation Project,
U.S.A.I.D. recognized that a change to performance
disbursement in its project assistance would be a better
means to achieve the project's policy/management reform
objectives. We believe U.S.A.I.D. should fully explore
whether the policy/management reform objectives could be
achieved even better under Program assistance tied to these
objectives rather than specified project assistance.

Clarifying information was added to the report regarding
U.S5.A.1.D.'s comments on the impact and institutional change
resulting from A.1.D. assistance. Whereas U.S.A.1.D.
comments indicate A.I.D. assistance to the irrigation sector
is having major impact resulting in institutional change,
audit results do not substantiate that view. A major reason
for this difference is that the audit focused on
institutional change at the implementation level of the
State Governments, while U.S.A.I1.D. comments centered on the
policy level within these Governments, We believe, audit
results show that institutional change is not actually
Practiced.

We disagree with U.S.A.I.D.'s comments that most of the
schemes would neither have begun nor been complcted without
U.S5.A,1.D. assistance. In a meeting with the Joint
Secretary to the Irrigation Department in one of the States
and several members of his staff, we were told very
specifically that the schemes in the A.I.D. project would
have been implemented regardless ot A.1.D. assistance. In
fact, the Indian States started a number of the irrigation
schemes  before the schemes were included in ths A.I1.D.
Project. We bhelieve the audit report  provides a  proper
perspective of A.I,D. assistance to the Indian irrigation
Program by stating that the assistance provided the leverage
to complete irrigation schemes faster,

Recommendation No., 2 g unresolved unti) Ush. A LD /Indt a
provides further details as to how the micro-computerization
and management  information inttiatives will improve  the
States' construction planning and  management capabilitien,
That portion of the recommendation, reqarding asinting the
two Staten ontablian g priority system to  use  the avatlable
confitruction fundn, wan never Intended to tntoerfere with the
GOl's political procenn,  Kkather, the principal  thrust wagy
Lo annist the ntate Lrrigation departmentn het Qor cope with
preansure to start nore  schemen  than they can  handle, In
elfect, we heliove U.5,A.1.D.'n anstntance  can  have more
impact  4f 1t annints  the Htate Government s conftruct
irrigation nchemen baned on priority need,

- 13 -



2. U.S.A.I.D. Needs to Monitor the Progress of Incomplete
Project Schemes Ffor Which A.I.D. Funding Was Expended.

A.1.D. Handbook 3 required that Mission officials ensure the
effective use of A.I.D. project resources., Although A.1.D.
funds for the Rajasthan Project have been expended, many of
the A.I.D.-funded schemes have not been completed.
U.S.A.1.D./India is not monitoring the completion of these
schemes bhecause (1) they have not established gquidelines to
monitor projects after A.I1.D. funding terminates, and (2

the Government of India agency responsible for monitorinj
the A.1.D. project stopped reporting on project
implementation in the State of Rajasthan, The project
design did not anticipate the long delay between the final
expenditure of A.I.D. funds and the completion of tae
A.1.D,~funded irrigation schemes, Without specific
monitorship, U.S.A.1.D. has no assurance that the A,'.D,
project funds were used c¢ffectively and that the individual
schemes will be completed according to project criteria.

Recommendation No. 3

We recommend that U.5.A.1.D./1India establish Miaaion
guidelines  to  ensure  continued U.S.A.1.D. monitoring  of
lrrigstion projeces for  which the funds have been expended
but the ALl b.-tunded schemes have not been completed bys

(a) apecirfically detining and asstgning monjtoring
responsibilities; and

(b) requiring the Government of Jndia to periodically
report on the uncompleted 1rrigation schemen,

Discusnion

A.1.D. Handbook 3, Chapteg 11, StAted that projece
monitoring  was  amportant  hecause A 1D, must  ensgre that
goods  and  services  financed  are  utylyzed cffectively to
produce  antended  resulrs, Chapter 14 0l Handbnok 3
emphani ted  that  monitoging tespontiihilities do not end when
the AJL.b, project tunds have been exprended,

For the  Majasthian  Mediugm ltetgation  Froject, U.u.h, 1.0,
agrecd to 1 und a "tige slice” ol the connt tdetion Ccusts of
destanated ¥ )at jon Hitliethen, At Liaagh ML ogite plloe"

“hpl Yol a et Oyt Of thie Mmiddle Of tle frojects, the
iﬂ!"hl watk Lo [admd nohethen Lat caogld Pie «'umplnl,m: lx‘/ irf
82000 afteg t tiee JHE O jeec t asnsint ance (,'nf‘h‘nl ot o Jate (FACEHH ,
fecause  af delays that  wepe gsual Loy the itrigation
depar titente,, ey of the nohetien Wefpe «’furrpl cted by the PFACD
and in some canes were pot planned  to be completed for  as
long as tour or five 7ears after the [AChH,



The Project Paper called for the Central water Commission
(CWC) of the Ministry of Irrigation to prepare quarterly and
annual progress reports. These reports supplemented by site
visits by U,S,A.I.D./India irrigation advisors, were the
basis of project monitoring, With the terminatijon of the
A.1.D.-funding, CWC stopped submitting progress reports, and
U.S.A.1.D,/India no longer had personnel assigned to monitor
the terminated project. In addition, U.S.A.1.D. had no
established procedures to ensure that projects are monitored
after A.1.D, tunding ceases.

The lack ot moritorship  prevented U.S.AL1.D. trom assuring
that (1) A.1.D, financing for the Rajasthan Project was
effectively used and (2)  the individual irrigation schemes
were constructed In  accordance with U.5.A.1.D. project
Criterta.  The  level  of monitoring required needs to be
specitically defined to  avoid usiing more manpower than js
requlred,

Management Comcents
U.S.AL T DL Indya Agreed with the finding and
recomtendat ton, They issued  a mission order which included
guldelines  to  ensure  U,S5,A.1.D. monttoring of  irrigation
projects tor waieh A,1.0, funds have been  expended byt the
AJL.D, financeg 1y Idat1on sChemes have not been campleted,

Otfice of the Inupectur LGeneral Comrents

The fecutrendat pon g resolved and shogld Le clofeyd upon our
feview of the missg]on otder,


http:Ljct,.tj

B. Compliance and Internal Control

Compliance

The review of compliance was limited to areas related to the
findings presented in the report, The i:rigation projects
did not comply with the requirement to meet a discrete
development need in the recipient country (Finding No. 1).
In addition, the irrigation projects were not designed to
comply with Agency guidelines for project assistance
(Finding No. 1),

Internal Control

The review ot internal controls was limited to areas related
Lto the tindings presented in  the report, U.S5.A.1.D./India
did  not nave provisions to ensure the effective use of the
A.1.D. project resources for  which A.1.D. funds have been
expended  but  project construction has not  been completed

(Finding No, 2).



C. Other Pertinent Matters

Performance Disbursement

The performance disbursement procedure used in two of the
irrigation projects in 1India did not conform to existing
Agency policy. Disbursements made under that procedure were
not directly related to the cost of goods and services under
those projects. This occurred primarily because A.I.D. had
not issued formal gquidelines for the use of performance
disbursement,

U.5.A.1.D./India adopted the performance disbursement method
of financing for the Maharashtra and Madhya Pradesh minor
irrigation projects. 1In June 1987 the Bureau for Asia and
Near FEast approved a Project Paper amendment that authorized
the performance disbursement method of financing for the
Madhya Pradesh minor irrigation project. The Maharashtra
Minor Irrigation project was originally designed and
approved for performance disbursement on July 13, 1984,

The performance disbursement method decigned and used for
these projects did not conform to the existing A.I.D. policy
because  the projects did not result in the delivery of goods
and  services  or the financing of local costs, The
distinctive feature of  this performance disbursement me thod
was making the disbursement of project funds based on host
country action, wusually policy or institutional reforms
ratner than traditional project costs, The release time wag
Jeared to provide the lever age required for making
ingtitutional or policy changes, When the irrigation
departmeats took  the actions  that triggered the release of
the  project tunds, ULS.ALL.D. disbursed dollars  to the
Reoserye Bank ol India,

2ooa tedult of the performance disbursement arrangement in
India, the project tunds  have  lost tdentity  with  specific

project artivities, In eftect, this  arrangement  bought
Insutitutional action with no reqgard for projyect  funding that
el pveg s gouds or - nervieen, which g contrary to  the

exitsting AJL.D, tinancing policy and requlationn,

ALy apprtoved  the pertormance  dysbhur sement, method ot
f'nancing  project cetivItien an India and other countrien on
A project-Ly-praject branvtn, Al thouqgh pettormance

didbhar netenty to  the India trtigation fHectur could not he
Lted to specitl® project=lihe activitien, such dinburaemmontn

2oyl biee thedd t wotte ol hedr coynty jon, For I"X{‘ﬂhplﬂ in the
Hangladesh creait project, the A,1,0,  funds  were vaed  lor
actyal Larimey toans, oven though the performance
Mishut “ement wan  basedd un the lending orqanization's

Institutional refogmy,


http:proj,.ct

General guidelines have emerged from several A.I.D.
Washington offices in relation to the per formance
disbursement projects, These guidelines helped formulate
general vprinciples and raise questions concerning the use of
performance disbursement, but to date the gquidelines have
not been formalized. The deficiency in the 1India
performance disbursement Procedures occurred because A.I.D.
did not establish agency guidelines, procedures, and
regulations governing design and use of this financing
method.

U.S5.A.1.D./India and the A.1.D, Office of Financial
Management agreed that A.I.D. needs to develop overall
policies and guidelines on the use of performance
disbursements, The Office of the Inspector General will be
following agency progress in developing such guidelines.
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Exhibit 1

Examples Of A.I1.D. Criteria
For Approval Of Irr gation Schemes

Distribution system to be designed Starting with
farmer's field and moving upward through the system to

the main canal outlet level,

Conveyance channels requlated with control structures
to permit full delivery to all outlets, and protected
by cross-drainage structures and  escapes (wasteways)
along the canal alignment.

Water mecasuring devices to be provided at the main
canals, each offtaking distributary and each outlet to
a watercourse,

Dam and conveyance system of cach  scheme constructed
within four years of initiation including the
distribution network to individual farms,

Water requirements for crops based on climatological,
detailed soil survey data, and projected cropping
patterns,

The layout of the water conveyance  and distribution
gystem to be  based on detailed soi) and  topographic
surveys.,

Main and branch/distributary system  to be lined based
on detailed 5011 survey data and hydraulic
conductivity-seepage loss correlation,

Plan  for land development activities to be completed by
the time the irrigation distribution nyotem in
completed,

Complete  nurtace  diainaqe syttem  to  be  designed and
conastructed In  the eontire cultivative  command arcy
(CCA) .

An  FEconomic  Rate of Keturn (LRI of 12 percont or more,
or 10 percont n Ltribal/droughtprone arvcan,
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UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT

NEW DELHI, INDIA September 11, 1987

ME MORANDUM

TO: Mr. Richard E. Derrick

512/A/Sin¢apore
FROM: I~ Robert N. Bakley, Director

USAID/India, New Delhi

SUBJECT: Draft Audit Report on Irrtgation Projects in India

Our comments on the subject draft report transmitted through your
memo dated August 7, 1987 are as follows:

Su-agz

The auditors correctly state the challenge facing Indian
agriculture: ",,.agriculture production must grov nearly 4 percent
per year....” This {s an aimost unheard of rate anywvhere., The
draft report also correctly notes that agriculture growth vill have
to come from ",,.improved vields and greater cropping intensities
vees ON ,,. land that can be {rrigated.” With respect to the
agricultural developmental needs of India this hite the strategic
natl squarely on the head, Indeed this context providea the rafson
d'etre for USAID {nvolvement {n irrigation and water resources.
AID/W'a recent approval of USAID's Irrigation Strategy {a an
affitrmation of this fact and our consequent substantial {nvolvement
{in this sector,

Overall, the draft audit report does attempt to place {n perspective
USAID's continutag efforte to give fta frrigation portfolio an
effective, high tmpact focus {n the context of (a) the fiacal,
bureaucratic and socfo-political constratnts {n which we oparate,
(b) the host government's own enomouas devolopment efforte and
matching romources which make AID's selective efforta and limfted
fedources ncem relativoly wmall, and (c) the faportance of
irrigation and water rosources to India's econasic development,
Howovaer, the draft report Appears to have only partially wucceoded
In this affort apparently because of unfam{lfarity with crit{cal
program dotatls and atrategy, concentration on conatruction
Activitios alone, and narrov Intorpretation of ALD policy, We are
surpriaed by and have aoted substantial tnaccuraclos and major
focorrect and categortfeal conclusions fn the draft report which are
discumacrd {n the following paragraphe, Simtlarly, ft scows that
Action on at least three of the recasmendat{ons vae already
completed evan before the audit wam wound up. The draft report
thould reflect that, We, thetefore, suggest that many of the
report's findings and recommandat{ons be dropped and/or mod(f{ed as
appropriate {n Jtght of our cmmnentn,
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Finally, the use of past tense throughout the draft report conveys a
vrong image in the reader's mind about where these projects are in
their life span (only one project is mucure, nearing PACD)., We
suggest that the report be written {n present cense,

Scope

It {a inftially stated that the audit only covers three projects.

It should aleo be stated that the audit focussed primarily (41f not
entirely) on the loan-financed construction. Several general
statements in the report may lead one to believe otherwise., This is
particularly {mportant since grant activities in these three
projects and the IM6T Project are now leading our program. For
example:

- Title should read: "Audit of Selected USAID/I Ongoing
Irrigation Projects”

- Pg.11, para (3) should read: "The USAID-financed
conntruction proiects {n the two states covered had
l{mited {mpacts.......”

- Pg.111, para (2) should read: "These three AID frrigation
projects {n Indfa......"”

The niemine of our revised {rrigation program {s to focus all
{nputs, construction loans and tratnting and research grants, on the
overall goal, {.e. faproving aystems designs, planning and
management. When the construction ts lifted out of the program for
suparate examination, as has been done in this audit, 1t leads to
diatorted concluaions., We believe it {8 a fundamental weakness of
the audit that no comment or asscssment is made about any of the
considerable {natitutional and manpower devolopment elemonts of
these three projects or the program {n general,

Impact and Institutional Change

l.  Pages {1, 111, 5, 7-14: The report mentiona categorically (n
several places that the projects {n Maharashtra and Madhya
Pradesh have not had “tmpact™, and that they were not fully
mooting their objectives for tnntitutional change,

With mout developaont projects, particularly thosn concerned
vith {nfrastructure, bonefit streans and full tmpacts cannot be
asdoasced until woll after the projoct complotion date, This (s
particularly true for mediws frrigation systema/achemon which
typtcally take from 10 to 15 yoars to casplete, Only one of
the USAID projectw roviewed by the auditors waw even mature (5
yeara old), one wan {(n the nidat of a major redodign, and
another wan at{ll {n ensly phanow of tmplemontation, MNone of
the praject-assiated uchemen wire complete and aperational,
Given the early wtagea of thowe interventiona, Impacts wvould be
imposatble to judge. Two audttorm having spent weveral days
each {n thowe large States, revieving mostly the early
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implementation phases of projects would hardly be able to even
qualify, much less quantify, project {mpacts.

The Mission's experience and a major recent program assessment
indicate that, institut{onally, USAID's assistance and
collaboration with the two State Irrigation Departments
concerned Is resulting in significant changes in both attitudes
and the way things are done in public irrigation in those
States, and dialogue is continually {mproving and expanding.

In recent discussions with the Mission Director the Secretary
of Irrigation of the GOMP stated that although small {n
budgetary terms, USAID's contribution to {rrigation {n M.P., was
"...very important in fmproving hig Department.” Likewise the
Secretary of Irrigation of Maharashtra State spoke of USAID's
“...catalytic role...” in improvements I{n his State. The
specific accomplishoeuts are:

- Irrigation management convpre and applications are now
cons{dered and discusued widely tn Indfa--at the Centur,
In the States, and over the past three years, {n over 200
conferences/seminars--whereas {n the 1970s thig bubject
was of limited fnterest. USAID's leadership and
{nvolvement has clearly helped stimulate thie and
continues to shift dialogue to planntng and opurational
pevformance Insuew.

- More vigorous veonumic and technical appratsal has been
adopted for medtun and minor irrfgatton development in the
five states where USAID te, or has been, tuvolved. VPrior
to that, little or Lo attention vau given to viguruue
analysis tor minor and, (n wsose caves, nedlun projects,

In Maharavhtra and Rajasthan these wtandards and ¢riteria
wore extended to all nev aedium and nlnor schemew, and in
Madhya Pradewh  to all new minor schemes, not Just thuse
receiving USAID wuppurt.

- Iertgation planntng and eatagesent trafning (e belng
funded by ligigatton Pepattocuts {n ten atates, tn
Feepunee to the foint offurt of the World Banbk apd USALD.
Comprelienslve manpo.ct plannlng and fuprovesent studloey
ate helng talen up it thiee states with USALID deelolafive,
Previvusly, alsust po traintog wae eyetemat foally platiued
or provided to titigation offtoegs,

- Farger tuvolverent lo uih tle ‘utll.‘)‘ dlecuesjun atehia at
bath Centog and elate Jevels apd [ he eul Jert Ol Busefuye
Beetlbpge atud ecttiitiate, The Couve time nt  of Pajaecthan in
l‘chc‘U!hg {te watlol « wde €4 Litu \rl‘n:lq!; Ptovlisinfs to
tuvet walct uset wfpgatif gal fviia, the (iu\*c(lt&ci%[ uf
Maliataehtsa 1o actively etuvutagitng the foration uf valef
bl coopotalivec/aseuviatione, USAID hge Mifectly and
actively firosuted atd ciw uufaged (hie inteteet,
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- Increased emphasis is on institutional strengthening in
Hiimachal Pradesh, Maharashtra and Madhya Pradesh. USAID
is programming Grant assistance to directly strengthen the
central design organizations in the Irrigation Departuents
in two of those States. This establishes a critical
institutional link between the learning acquired in USAID
assisted projects and the broader work of Irrigation
Departments,

- Under the IM&T Project, USAID ig expanding curriculum and
training program development assistance to cover an eleven
states network of irrigation management in-service
training {nstitute (WALMIs) rather than the five
originally planned for 1. that project.

Besides, there arc also a number of potential impacts, from
simply acceleratfon of construction all the way through to
better water management. Therefore, to assess actual "impact"”
at this stage would be a vast over-simplification.

Pg. 111, para (2) and pg. 7 para (1):...."Maharashtra and
Madhya Pradesh did not adopt such practices in their schemes"
and later "...little development impact....in Maharashtra and
Madhya Pradesh....”

A recent formal assessment of USAID's irrigation program {n
Maharashtra (by four noted irrigation development experts)
stated "The team {s satisfied that the Irrigation Department
has actually institutionalized critical technical design
features of the USAID projects, patrticularly for minor
projects, and feels that they represent significant
improvements over previous practices”. In both States the
Irrigation Departments are improving their minor project
designs and opcrations by adoption of USAID-prescri bed
technical criteria. They are doing so by:

- using internal rate of return analysis to gauge project
size and feasibflity;

- carrying out detalled topographic mapping and sofls
surveys of command areas;

- discusulng ficld channel layout and outlet locations with
farmers;
- rationing water supply with rotational schedules bagsed on

holding ufze.

These were not "$.0.P." of the Irrigatfon Departmento prior to USAID
veslwtunco us is amply documented by carly project design specialist
teams., Some of these devign fmprovements and thelr adoption {n
another State are further detailed and documentod {n tho Final
Fvaluation of the Rajasthan Medium Irrigation Projuct.,
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3. Page 14, para (1): "...These USAID requirements did not
represent any new technologies...” This 18 not true. Five
specific new technologies are now actually in use:
- "pucca nucca” outlet gates for water control;
- Replogle flimes for water measurements;
- methodology for calculating crop-water requirements;
- micro-computerization of IRR and water balance analysis;

- irrigation system diagnostic analysis methodology.

However, beyond and more lmportantly than "technologies” are
the institutional, procedural and management improvements
described in (1) and (2) above which the projects are
inculcating.

4, Pages 18-19, conclusion:"...as long as USAID's actions are
limited to a small number of schemes, its assistance will
continue to have little impact.” This is a very subjective
Statement and, as stated above in (2), not in line with what
irrigation experts and officials of the participating states
have concluded. Experience indicates that attribution and
concentration of our efforts on a pactticular, identifiable set
of schemes will have greater effects than would "program drop”
of our funds in the enormous bucke: of Irrigation Department
budgets. The GOMP Secretary made this point clear during the
M.P. Minor Irrigation Project amendment negotiations. The
reasons:

- The power of dcmonstrable, feasible improvements to real
schemes, i{.e. doing it, rather than simply talking about
{t. These schemes are in situ demonstrations and examples.

- The on-the-job training spread effects: Each engineer who
learns, understands and applies AID's design and
operatfonal criterfa on these sclected systems will also
work on dozens of other systems. This skills transfer
reinforced by subject-spectfic training {s i{ntended and is
{nevitable.

- The Indo-US collaborative process: In a socio-technical
endeavor such as irrigation management we cannot directl
transfer new technologies, Working in the ffeld together
on selected schemes enables technology adoption and
fterative learning by both donor and recipient,

In fact, contrary to the report's conclusion we belleve that we have
too many, not too few, schemes to ensure demonstrable impacts and
“seeds” for replication. The draft audit report unfortunately
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focuses on actual construction (which 1s not what our irrigation
program i1s all about), that it loses sight of our irrigation
development and management objectives, i.e. requisite planning,
design, operations and participation (which is what our program 1is
all about).

Project Assistance or Foreign Exchange for the GOI

Page(11), Pagc 7, Pages 14-16: The statement that we are not
providing project assistance in the two states covered is
questionable. Project assistance addresses itself to a discrete
development problem and, to that extent, specific, selected
irrigation systems do identify themselves with such assistance,
Rach project 1s a discrete activity where we are supporting specific
medium or minor irrigation schemes as well as other related
activities under them. Each project has specific goals and
objectives and is designed to effect medium and long range changes
in the conditions of a target population. Our assistance can be
traced directly upto the scheme or activity level. The costs to be
financed by AID are identified in the Project Agrcements and PlLs,
and the GOI reimbursement claims specify these costs against the
related approved budget categories. Admittedly, the AID foreign
exchange disbursements are not directly transferred as a flow of
resources for those schemes/activities, but they are linked. Under
the GOI/State planning and budgeting process, the projects have
already been advanced funds upfront by the Siates which they spend
and for which reimbursements are made to the GOT and through {t, to
the State exchequer.

It 1{s pertinent to mention that the AID iinancing of local costs
with dollars was approved by the Development Coordination Committee
when aid to India was resumed in 1978. This policy is reviewed and
approved annually during the ABS review process. Individual project
authorizations also reflect the approval of local cost finoncing
with dollars for that particular project.

The AID supported projects, 1ike all other Plan activities, are
included in the concerned State's Plan upfront and the outlay levels
are approved on the basis of the overall State Plan size. The fact
that AID aselstance forms a part_of the total Plan docs not mean {t
18 not project aselstance. App. 1A of HB 3 states the development
plan of the host country and Congressional mandate for AID provide
the basic framework and guidelines for cstablishing objectives and
sclecting protlems/projects. We have followed this, These
activities (projects) fall within our CDSS objectives. Fach one of
them has been approved as a project and clearly qualifics for
project assistance. All other bilateral donors in India operate in
much the sume fashion,

According to Chapter 1 of AID Handbook 4, nonproject (or program)
assistance 1¢ a mechanism for providing short-term relticf from
conetraints on the economy (such as balance of paymont deficite),
wl .ch our assfstance {s clearly Dot designed to do, By contrast,
project assistance {s dosigned to effect a long range change {n the
conditions of a targoet population, which s what our asuistance to
India {s all about,
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Projects Would Have Been Built Without AID Assistance

Page 1{, 6, para (1): ".,.schemes would have been built (anyway)...
This statement is conjectural. We feel it may be useful to
sumnarize here how the GOl's economic development planning process
works, and how foreign assistance fits into it.

India follows an integrated economic development planning process
under which Five-Year Plans are prepared. These Plans encompass the
entire range of development activities of interest and concern to
the Center and the States. The Center assumes the primary role in
the formulation of policy and overall plans, while the states take
on 1dministrative and development functions. Briefly stated, the
planning process tries to (a) identify the country's economic

deve lopment needs and priorftlies, (b) assess resource avallabtlity
to implement approved program and projects, and (c) allocate total
estimated available resources on a sector-wise and activity priority
basis.

Because of the shortage of internal resources, the GOl contipually
investigates the possibilities of augmenting them {rom external
sources in the form of multilateral and bilateral acsistance to
finance the economlc development plans. Such external assistance is
only open to those activities that have been included {n the
Five-Year Plan. The Plan outlays for different sectors are {ixed on
the basis of total resource avallabllity ectimates, of which
external agsistance estimates already form a part. Thus, the size
of external assistance has an {mportant becring ou sectoral economic
development plan resource outlays. In other words, {f external
assistance s not forthcoming or {s lews than that anticipated, the
GOI will curtatl the Plan sfze by deleting or deferring
implementation of certuln activities, What extornal atd, thorefore,
doos s accelerate their fmplementation and, consequently, the pace
of Indfa's cconomic develupmont, Although external assistance (both
multi-lateral and bilateral) amounts to less than 3% of Indfa's
gross domestic product, tt plays an fmportant part (o {te economic
development and i mostly provide' for upecif{ic purpoven,

All AlD-financed projects are covered fn the GOI or State Flan, as
applicable, and funde are budgetod by the cuncerned Coutral or State
ministry., Since the States are conutitutionally barred from 31 rect
foreign atd relatfons with exturnal agencles/govormmente, all
agrernentd are signed with the GOl.  Simtlarly, all dislursceents of
loan und grant funde are also pade tu the GOl, but funds for related
activitiow are alveady focluded upfront fn the out lay levels
approved for the concorned Statos and advanced to thep pertodically
durfng oach year,

COT may have tabon up the inplementation of such projects byt unly
when resourcen are avallable, and that (s why 1t soehs ald to
supplement {ts own rosources Lo sccelerate economic developsent ,
Thiw Is the quintessence of al) foreign development annfstance,
including ours., Othervise, there Lo w meed for any forelgn atg (f
the argument (w made that GOl would have eventually financed the
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costs out of {ts own reiources., In view of this direct linkage
between our assistance and accelevated econoaic developnent, the
auditor's argument {s not valid.

It {e pertinent to mention that even with the foreign aid, the GOl
{s facing a resource crunch as a result of which the Seventh Plan
size may be reduced and the ministries have already been asked to
cut their proposed expenditures by 1/3rd. Nonetheless, we have not
only been able to get incressed budget flows for our projects thus
far but we also expect that needed budgetary proviaions wiil
continue to be made for them in the future despite the planned
overall budgetary cuts.

In sum, donor asststance gives the GOI and the concerned States a
better guarantee of adequate development plan budget for those
schemes, Thercfore, most of the schemes would nefther have begun
nor buen completed without the USAID assistance and consequent
budgetary provisfon, None of the achemes would benefit from the
qualitative desfgn and opsarational {mprovements,

Performance Diebursement

Pages (11), 20-25: “USAID/India's use of performance disbursement
did not conform to Agency Policy.” We agree that performmance
disburacaent mothod {# not yet a fomal mechaniem, but {t has been
approved and used elsevhere on a came-by-came bawia., Its use has
also been wpecifically approved by AID/W {n the case of M.F, Minor
Irrigation Project,

We alwo question such atatesents as “.,.the projects.,..were
destgned but not taplemented {n accordance with AID policy” made {n
the audtt report. During the audit pertod, both the MMI and MM
projects were {aplenented exactly as desfgned, Before the audft
only the MITH project was restructured to tnclude some perfomance
disbursenents and AID/VW vas advised about ft. The MiMI project
disburacaent procedurcn were under redesign at the time of audft and
even the-e have sinca leen approved by AID/W, Therofore, thie
#tatessnt neods clarffication, Aleo, the disbureement “Bonclmarks®
lluted on pp. 22-2) are wo {ncamplete as to be Incorrect. A list of
the actual PIL Renclmarke te attached for your reference,

On Page (1v) the audtit report states that “the perfomance
disburssaent procedure,....d1d not confom to the exiating Agency
policy bocause dlabursescnte,,, ,wore not directly related to, or
used for, project activities,”

This {a not an dceurate statement since, under thie procedure, all
the disburecacnt tranchen are letng released only for thoae schemes
and activitien which have been tdentified for AID asafatance, [t
may e correct to say that the diabursements are not directly
related tn the cost of actual goods delivered or wervices perforaed,
but not that they were not directly related to project activities,
Through thie performance disbursenent mechaniem, we are d{:byreing
funda which have twon approved for the conetruction of the schemes
in direct proportion to the succeanful campletion of dincrete
planning, destgn and operational activities necennary for the full
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development of, and benefits from, these schemes. The completicn of
certain associated grant-funded activities are also included in the
disbursement requirements. Thus performance disbursements will
ensure the project's chances of achieving institutional and
manageaent objectives,

The related PILs for MITM and MMI provide us the needed leverage in
that the GOl 1s expected to refund all amounts released for a
subproject or activity 1f it {s not completed as planned. 1In the
cane of the MPMI Project, where the PIL has stil] to be formally
approved by the GOI, we have recourse to the Standard Project
Agreenent clause on refund.

Conatruction Nnnn.e-ant

Pages 7, 12 & 17: The lack of conatruction management capability {e
mentioned as a critical problem. While thia capability {s valuable
and {s needed, the reason that too little funds are spread over too
fev schemes hau much less to do with construction managenent than
vith the {ndtscipline of a fast growing democracy and the political
process, Of course profeasional strengthening of frrigation
departments can help, It {a not a question of aanagement capabilfcy
but perhaps the over-zealous but democratic political process that
makes unrealistic demands on limited remources. Our continued
attribution to specific sub-projects in M.P, results from the desfre
in that State to counter just this prossure. Rememsber that sur own
U.S. Amy COF. and USBR bend to the samo pressures (eg. the Tennesasce
= Tonbigbee Canal), 1In any case, the lack of construction funda {5
not a priaary cause of {nequity, underutilization and {inefficiency
in trrigation development {n India,

Consequently, although we are and tntend to contfnue assiating
Banagement f{mprovements within Irrigation Departments, we can only
hope that the logic of not spreading the limited resources too
thinly {a also accepted by the State Legislaturcs. A dialogue on
this fasue {s ongoing among the COI and the States. The GOl {w
conefdering svitching oveir to the zero-based budgeting concept,
Under that concept 1t has been suggested that focus ahould be on
projects that are movirg wll so that they are completed at the
earliest, and that non-perfoming projects should be deferred or
vound-up,

Recammendatione
No, 1i UsAlDd/Indta sulmttted a4 comprehenst ve atrategy paper to

AID/W tn May 1987 outlining the rationale for our
involvement {n trrigation, the lessons learned wo far and
the future directions of our {rrigation vater rosources
progsam, The wtrategy vas reviewed and Approved by the
Bureau on May 11, In viev of thia, we feel this
recomacndation {e no longer timely and should be dropped,

No, 21 The afcro-computerigation and management {nformation
inittativer In the MM and MPMI Projecta should {n
principle close thin, although ",..establinlment of a
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priority system to use construction funds” vould be
unacceptable to the GOI and would likely result in charges
of political interference. For that reason, we strongly
suggest that this final portion of the recommendation be
dropped.

Both (a) and (b) secem closed by the approval of the MPMI
project amendment (see attached cable and PP Amendment)
since the ANE Controller, Counsel, DAA and PPC all
concurred with the performance disburaement procedure
designed for the project.

We acree that AID/W needs to formalize the performance

di sbursement funding method. However, since AID/W has
already reviewed and approved this method for the M.P,
Minor Irrigation Project, we feel part (b) of the
recammendation has become redundant and, therefore, should
be deleted.

USAID/India has already entablished the guidelines in a
USAID Order (No. 650 dated 6/25/87), a copy of which {a
attached for your records. We are almo askiug the GOI to
provide us copies of prograss reports on the Rajasthan and
Gujarat Medium Irrigation Projects on a regular basis.

L)
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LIST OF RECOMMENDATIONS

Recommendation No. 1

We recommend that the Director, U.S.A.I.D./India:

a. determine whether A.l1.D. assistance to the irrigation
sector in India should be continued, and

b. if a determination 1s made to continue A.I.D.
assistance, ascertain whether project or program
assistance can best achieve the specific development
objectives of such assistance to India's irrigation
sector.

Recommendation No. 2

We recommend that the Director, U.5.A.1.D./India, develop a
plan of action to assist the States of Maharashtra and
Madhya Pradesh improve their construction planning and
management capabilities, including establishment of a
Priority system to use the available construction funds.

Reconmendation No. 3

We recommend that U.S.A.1.D./India eatablish Mission
guidelines  to ensure continued U.S.A.1.D. monitoring of
frrigation projects  tor which the funda have heep expended,
but the A, 1.Dh,=funded schemes have not been completed by:

(a) specifically defining and ansigning monitoring
responaibilities; and

(b) requiring the  Government  of  India to  periodically
report on the uncompleted irrigation schemes,
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