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I. INTRODUCTION
 



I. INTRODUCTION
 

The consultant was assigned to work with the staff of the Nepal
 
Family Planning and Maternal and Child Health (FP/MCH) Project for three
 
months. The major purpose of the consultancy was to follow up and move
 
forward on activities initiated during two previous consulting assign
ments with the family planning program in Nepal. The objective of the
 
two previous assignments was to assist the financial management of the
 
national family planning program. A brief description of the relevant 
health and population dynamics of Nepal is contained in the consultant's 
reports on those assignments.*
 

All consultant activities were performed under the direction of
 
Badri Raj Pande, M.D., Chief, FP/MCH Project, His Majesty's Government
 
(HMG), and his designees. The consultant worked with many Nepalis and
 
expatriates. Without their cooperation and support, whatever modest
 
accomplishments were achieved would not have been possible. (See Appen
dix A.)
 

A scope of work was drafted for the current assignment shortly after
 
the consultant arrived in Nepal. Many designated tasks involved the pro
motion of improved financial managemcait of the national family planning
 
program. In addition, a series of other tasks--a spectrum of program
 
management activities (see Appendix B)--was specified.
 

During the consultancy, USAID/N staff completed one task without
 
the consultant's assistance. Subsequently, the task of resolving ster
ilization payment issues was deleted from the consultant's scope of
 
work (see Letter, van der Vlugt to Swezy, December 16, 1980). The
 
chief of the USAID/N Office of Health and Family Planning (H/FP) moni
tored the corsultant's progress in completing the tasks designated in
 
the scope of work.
 

* 	 See F. Curtiss Swezy, His Royal Majesty's Government of Nepal Family 
Planning and Maternal and Child Health Project: Financial Management, 
Vol. I and Vol. II,Washington, D.C.: American Public Health Associa
tion, 1980. 
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II. REVIEW OF ACTIVITIES
 



ii. REVIEW OF ACTIVITIES 

During his stay ir,Nepal, the consultant assisted USAID/N and the
 
FP/MCH Project in nine areas of program management. The focus and cur
rent status of these activities are described below.
 

Financial Reports 

The FP/MCH Project is required to submit to USAID/N financial re
ports on activities suppurted by USAID/N. In fiscal year 1979/1980,*
 
USAID/N provided-local currency support for general operating expenses,
 
the panchayat-based health worker (PBHW) project, and the expansion of
 
voluntary surgical contraception (VSC) services. Annual financial state
ments on these three'activities were due for the entire fiscal year,
 
2036/37.
 

The consultant worked with the central-level financial management
 
staff of the FP/MCH Project to meet USAID/N's reporting requirements.
 
Project staff compiled financial reports from the 40 operating-level
 
accountants in the program. Consolidated statements of expenditures
 
were prepared for the three USAID/N-supported activities: general
 
operating expenses, PBHW, and VSC.
 

Status: Three financial statements were forwarded to the Ministry 
of Finance (MOF) cn December 8, 1980 (see Appendix C).
 

Account Reconciliation
 

A review of the financial records for the past three years revealed 
differences between project records and USAID/N accounts. Further, exten
sive correspondence between the FP/MCH Project and the Ministry of Finance 
documented that the records of the two HMG offices do not coincide. 

The problems revolve around two issues. First, in a few instances,
 
the MOF has not released to the project the full amount of rupees provided
 
by I!SAID/N for FP/MCH. In other instances, the MOF has directed the pro
ject to apply funds from one USAID/N-supported activity to another.
 
USAID/N requires that the funds for the three FP/MCH activities not be 
commingled. 

* 	 July 16, 1979 - July 15, 1980. In the Nepali calendar this is 
FY2036/37. 
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Second, the project overspent the total funds ultimately authorized
 
in previous fiscal years. In no instance did the project spend more
 
money than was budgeted. But, in FY2035/36, Rs. 314,658 were spent above
 
actual releases.*
 

The problem of over-expenditure is complicated by USAID/N's release
 
and authorization procedures. During the fiscal year, USAID/N releases
 
an optimum amount of rupees to the project. The project spends the
 
money. USAID/N then applies a formula (percentage) to its share (authori
zation) of total expenditures. The USAID/N share is based on actual re
leases of funds by HMG and other donors to FP/MCH.
 

In FY2034/35, the MOF released to the FP/MCH Project Rs. 400.00
 
more than was budgeted. However, other donors released Rs. 1.5 million
 
less than was budgeted. When USAID/N applied its percentage to the re
leases of HMG and other donors, it found that it had over-released.
 
Therefore, it subtracted (carried over) Rs. 184,258 from the following
 
year's authorization, which had already been released and spent by the
 
project.
 

In FY2035/36, the pattern was repeated. USAID/N released its op
timum share of funds. HMG funds were released in the full amount.
 
Again, significant funds budgeted for other donors were not released,
 
and USAID/N subtracted (carried over) Rs. 141,369. The financial
 
records for the project record a deficit balance of Rs. 647,713. One
 
obvious recommendation is that future USAID/N funding for health pro
jects not be tied to other donors' contributions.
 

FP/MCH financial management staff presented a review of inconsis
tencies in records for the previous three years. These inconsistencies
 
were in the transmittal letters for financial statements for FY2036/37
 
(see Appendix C). This review was followed by a ser-es of meetings be
tween FP/MCH, the MOF, and USAID/N to discuss the discrepancies.
 

Status: FP/MCH, the MOF, and USAID/N continue to discuss the re
conciliation of accounts.
 

MOH Funding Mechanism
 

On August 31, 1980, HMG and USAID/N signed an agreement in which
 
USAID/N will provide support to the Ministry of Health for five years
 
see project grant agreement between His Majesty's Government of
 
Nepal and the United States of America for integrated rural health and
 
family planning services).
 

* The Nepali monetary unit is the rupee; Rs. 11.9 = U.S. $1. 
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In the new grant agreement, USAID/N will provide funds to the Minis
try of Health, primarily to support the Community Health Integrated Pro
ject and FP/MCH. Previously, USAID/N had separate agreements to support
 
these two projects. A need, therefore, has arisen for a mechanism within
 
the MOH to channel funds to the specific projects.
 

At the request of the FP/MCH project chief, Dr. Badri R. Pande, the
 
consultant wrote a plan for budgeting and channeling funds within the
 
MOH (see Appendix D, Part 2).
 

Status: :Work on the draft funding mechanism was completed.
 

USAID/N Local Currency Support
 

In the past, the provision by U3AID/N (and other donors) of funds
 
for HMG projects has created problems, and for many reasons.* There
 
have been, for example, discrepancies between HMG and donor funding
 
cycles;** donor staff have been unaware of HMG accounting procedures
 
and requirements;*** and there have been constraints within the HMG
 
financial management system.****
 

Senior USAID/N staff reviewed the problems of disbursing and account
ing for USAID/N-provided local currency. They examined alternate mecha
nisms for providing rupees to HMG projects, including FP/MCH. A proposal
 
was developed for the release, by USAID/N, of a series of quarterly ad
vances at the beginning of a project to provide working capital. In the
 

* See, for example, AID Area Auditor General, Audit Report on the 

Examination of USAID/Nepal's Health and Family Planning Program,
 
September 24, 1979.
 

** Swezy, op. cit., Volume I, p. 15. 

*** This problem is not limited to USAID/N. See, for example, 
Binod D. Shrestha and Leonard P. Apendaile, Nepal: Financial
 
Disbursements for Some Canadian Mission-Assisted Rural Develop
ment Projects, 1970-80, A Review and Analysis, Kathmandu, Nepal:
 
Karnali-Bheri Integrated Rural Development Program, May 1980.
 
Note especially p. 35.
 

** 	 John W. Varley, A Report and Recommendations on Disbursal and
 
Accounting Procedures for the USAID/N Rapti Zone Integrated
 
Rural Development Project (preliminary draft), Kathmandu,
 
Nepal: December 20, 1979. See, for example, p. 22.
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past, the advances went to the FP/MCH; as outlined in the proposal, they

will go to the Ministry of Finance. The MOF will release quarterly funds
 
to the FP/MCH from this working capital. But only the project's expendi
tures will be reimbursed. When statements of expenditures are received,

USAID/N will reimburse the FP/MCH through the MOF. The original advances
 
will be reconciled between the MOF and USAID/N at the end of the project.

At the request of the acting director of USAID/N, the consultant drafted
 
a paper describing this new release procedure (see Appendix E, Part 1).
 

In a series of discussions with the MOF and FP/MCH, senior USAID/N

staff amplified this proposal. Working capita' (advances) will be pro
video to the MOF at the beginning of the project. The capital can be
 
adjusted upwards as the program grows and as its financial needs increase.
 
Instead of a single advance, USAID/N will forward working capital each
 
quarter based on the project's financial requirements. Two quarterly

advances of working capital will be provided based on the project's bud
get plans. A third quarterly advance of working capital will be provided
 
to the MOF when the FP/MCH Project submits a first-quarter financial
 
statement in accordance with HMG regulations. After the third advanGe,
USAID/N will provide funds to the FP/MCH Project in the form of reimburse
ments of expenditures.
 

At the meeting on December 12, 1980, the Joint Secretary, the MOF, 
and the chief for the FP/MCH Project accepted USAID/N's proposed new pro
cedures for providing local currency (see Appendix E, Part 2). The 
FP/MCH Project was requested to present a cash plan, which noted rupee
 
requirements by quarter, for each USAID/N-supported activity. The pro
ject complied with this request and submitted a plan to USAID/N (see
Appendix E, Part 3). The project chief, Dr. Pande, requested that USAID/N
 
immediately make available to the MOF Rs. 7.4 million in working capital

which could be released to the FP/MCH for use in the three USAID-supported
 
p:ojects.
 

Status: The project is waiting for USAID/N to process the request.
 

PBHU Work Plan
 

The consultant worked with Dr. Achut Acharya, Chief of the FP/MCH
 
Services Division, and his assistant, 1ir. Jeev Krishna Shrestha, on a
 
new work plan for PBHW activities during FY2037/38 (see PBHW Work Plan,
FY2037/38). The PBHW project is at this time funded 100 percent by
 
USAID/N. Suggestions on program content and program management were
 
made. Mr. Shrestha did an outstanding job inwriting the work plan.
 

Status: Staff are awaiting the approval of the plan by the chief 
of the---ffTce of Health and Family Planning, USAID/N. 
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VSC Work Plan 

Increasing availability and access to voluntary surgical contracep
tion is a program activity strongly supported by USAID/N. VSC methods
 
are particularly important in Nepal because there are few reliable data 
on the use-effectiveness and continuation rates of temporary methods.* 
USAID/N is providin., 100 percent funding for some of the activities that 
are expanding surgical contraception in Nepa..
 

The FP/MCH coordinator for the VSC proje!ct, Dr. Shyam Bhattarai,
 
reviewed with the consultant past activities of the VSC project and plans 
for the current year. A large number of activities will be funded direct
ly by USAID/N, and not through support of the HMG budget. Dr. Bhattarai
 
wrote the VSC work plan for FY2037/38 (see VSC Work Plan, FY2037/38).
 

Status: The final document is being prepared.
 

Fertility Care Center, Manila
 

To support the training of Nepali physicians and to increase service
 
delivery, USAID/N contracted last year with the Fertility Care Center
 
(FCC), located in Mary Johnston Hospital in the Philippines. The pur
pose of the contract was to provide technical assistance to HMG in surgi
cal contraception. The activity was funded directly by USAID/N in dol
lars and does not appear in the HMG budget. Surgical specialists came
 
to Nepal and taught Nepali surgeons how to perform vasectomies and how to
 
use the laparoscope in tubal occlusion.
 

The consultant reviewed with USAID/N and F:/MCH staff the technical
 
assistance requirements for the current fiscal year. A new contract
 
will be executed with the FCC to assist the Nepal VSC project this year.
 

Status: USAID/N is processing the PIO/T.
 

Overview of IRH/FP Project 

A new ambassador and a DCM have been assigned to the Nepal Mission.
 
At the direction of the chief of the Office of Health and Population, 
USAID/N, the consultant prepared a briefing paper on the new Integrated
 
Rural Health and Family Planning Project (see Integrated Rural Health and
 
Family Planning Project, 0135).
 

* See Robert Y. Grant, et al., An Evaluation of AID-Financed Health and 
Family Planning Projects in Nepal, Washington, U.C.: American Public 
Health Association, 1980, p. 91.
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Status: The briefing paper was completed.
 

HMG Financial Management
 

The consultant reviewed the significant components of HMG financial 
management procedures. Among the key elements that were identified were 
budget cycles, release procedures, and reporting requirements. An outline 
of the HMG financial management system was prepared (see Appendix F). 

Stat ts: Three oral presentations were made to USAID/N and contractor 
staff.
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III. FUTURE PROGRAM NEEDS
 



III. FUTURE PROGRAM NEEDS
 

The FP/MCH Project has made significant progress in financial manage
ment (particularly in accounting for USAID/N funds) since the consultant's
 
first visit to Nepal. Advances, including those for several previous
 
years, have been accounted for; the financial record- of USAID/N and the 
FP/MCH Project have been reconciled; constraints on the system have been
 
assessed.
 

Financial Management Training
 

As in any program, additional tasks remain to be undertaken to continue
 
improvements in program management. To follow up on the assessment of
 
existing constraints in financial management, the FP/MCH Project must im
plement the remedial actions designed by the financial management staff
 
in the pazt year.
 

During a previous visit, the consultant noted the lack of training for 
district accountants.* Thirty-one of the 40 accountants working at the
 
district level have received no training in HMG accounting procedures.
 
Supervision of the accountants is also weak. Numerous monthly financial
 
repor'ts are received late. The consultant feels that late reporting is
 
the responsibility of the district family planning officer (FPO), not
 
the district accountant.
 

FP/MCH financial management staff have identified the major problems
 
in managing project funds. They have written a course outline to train
 
district accountants in proper procedures and to train FPOs in supervision.*
 
A remaining high-priority task is the scheduling and initiation of tne
 
training program. The consultant recommends that USAID/N be prepared to
 
financially support such a training program.
 

The training program will not resolve all problems in financial 
accounting and reporting. But it will reduce to a manageable level the 
number of errors and delinquent reports received by the central financial 
management staff. This will be particularly important under the new 
USAID/N "reimbursement" system. Senior financial management staff will 
be able to focus their attention on a limited number of remaining prob
lems. A year after initial training, additional instruction to further 
upgrade the skills of district accountants and FPOs will be appropriate. 

* Op. cit., Volume II,Appendix F. 
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PBHW Project Evaluation 

A previous USAID/N contractor, the University of California, Berkeley,
 
recommended that health extension workers be as'lgned to villages to pro
mote family planning. With USAID/N support, the FP/MCH Project implemented
 
this recommendation two years ago. In the current HMG fiscal year, USAID/N
 
will again provide 100 percent funding for the PBHW project. The current
 
budget requires that USAID/N provide more than $800,000 (converted to
 
rupees) to support this project (see Appendix E, Part 3).
 

The PBF1W extension workers are an important addition to the FP/MCH
 
Project. Substantiated contraceptive acceptance and use rates in Nepal
 
are low. Contraceptive motivators and suppliers working in villages
 
should increase contraceptive usage. The PBHW project is costly to
 
USAID/N, because it supports the addition of a cadre of health outreach
 
workers at the village level. It is presumed that the HMG payroll will
 
eventually have to absorb the salaries of these workers.
 

The impact of the PBHW network should be verified. The increase in
 
contraceptive practice as a result of the PBHW project and the cost rela
tive to other program inputs should be determined. The following would
 
be among the main points of such an evaluation:
 

--basic knowledge and skills of PBHWs;
 

--work routine and job performance of PBHWs;
 

--effectiveness of supervision;
 

--adequacy of management, including salary payment,
 
provision of contraceptive supplies, etc.;
 

--increased acceptance of contraceptives by villagers;
 

--shifts from less reliable to more reliable methods;
 

--increased continuation rates;
 

--cost of a woman per year of protection compared to
 
costs of other FP/MCH activities; and
 

--the ef'ectiveness of the PBHW in stimulating community
 
participation in family planning and health.
 

The results of such an evaluation would indicate how the PBHW project
 
might be continued.
 



IV. SUMMARY
 



IV. SUMMARY
 

The consultant was requested to provide assistance to the Nepal
 
FP/MCH Project in a broad range of management activities. Specifically, 
he was asked to respond to requests from HMG, FP/MCH, and USAID/N staff. 
This report reviews the consultant's activities during September 23, 1980 -

December 18, 1980. 

The consultant's specific tasks were to:
 

--assist FP/MCH staff in preparing annual financial
 
statements on three USAID/N-supported programs;
 

--assist in reconciling accounts between FP/MCH, the
 
iL F, and USAID/N; 

--draft a funding mechanism for the MOH;
 

--assist in designing a new USAID/N release procedure
 
for local currency;
 

--assist indrafting the PBHVW work plan;
 

--assist in conceptualizing and writing te
 
VSC work plan;
 

--draft requirements for the Fertility Care Center's
 
technical assistance to the Nepal family planning
 
program;
 

-- writing a briefing paper on the new Integrated Rural
 
Health and Family Planning Project; and
 

-- present an overview of HMG financial management procedures. 

The APHA consultant encountered no significant problems or barriers
 
while performing his duties.
 

Both FP/MCH and USAID/N staff made an obvious effort to make the 
work of the consultant easier as well as productive. Mr. Govind Mishra, 
head of the Financial Management Section, provided the consultant with an 
office at the FP/MCH Project and numerous support services as well. The 
staff of USAID/N, and particularly of the Office of Health and Family 
Planning, generously shared their time and knowledge with the consultant
 
to facilitate the performance of his duties. The consultant very much
 
enjoyed this assignment. Itwas personally and professionally rewarding
 
to work with many old, and some new, friend3 in Nepal. The small vic
tories were savored mutually.
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•inistry of lealth 

.epai amily PIlanning & MCH Project 

3tatement of 'ajonditure
 

Fiscal Tear: 2036/037 fron July ll9 >o..' July 15, 1980. 

Spet for Released up , A , Annual t Cumulative. 
se too.Ito the Account,- Name , Budget , Sxpenditure , Balance 

quarter ,quarter I
 

,7747427.54 , 1. Salary ,64420=. , 7757766.07 , (10338.53) 
'1495811.43 ' 2. AllOwance '1356000. ' 1723203.73 ' (227392.30) 

,1414679.47 , 3. TADA ,1452000. , 1032505.90 , 382173.57 
* 856143.29 

I 

' 4. Srvicee 766000. ' 482771.24 ' 373572.059 t 6 

504628,15 
 5. Rent , 100'0. , 515475.93 , (10847.78) 

151905.57 ' 6. £evair d: Haint. ' 350000. 145483.21 ' 6422.36 

240599.10 , 7.1 Office Equipment , 230000. , 213840.16 , 26758.94
 
* 13147.08 ' 7.2 Books & Magasine ' 75000. ' 13766.90 ' (619.82)
t I t 6 I 

319939.36 ,7.3.1 Fuel - Vehicles , 540000. , 286708.64 , 33230.72 
' 196821.02 '7.3.2 Fuel - Others ' 321000. ' 142168.64 ' 54652.38 

, 129022.35 , 7.4 Food & Clothing , 150900. , 84211.15 , 44811.20 
'1070768.11 7.5 Other Materials '1667000. 1 1021581.9, * 49186.16 

9 I I 6 
, - , 8. Financial Aid 40000. , 794.67 , (794.67) 
144796.07 ' 9, Contingencies 131000. ' 129908.62 14888.25
 

t I I I I 

, 420.77 ,10.1 Furniture 20000. , 19691.00 , 
 (19270.23) 
' 50217.05 '10.2 Vehicles. 80000. 49950.00 ' 267.05 

- .92 ,10.3 iachinery 169000. , - , -. 92 
- '12.1 Construotion 30000. ' 1398.98 ' (1398.98) 

91 5 T 
 1 1
 

It 
 0 I t 

tt I tI 9 

* 5 I 9I 

,14336528.08 , ~ Total ,143290030., 13621226.79 , 715301.29 

http:715301.29
http:13621226.79
http:14336528.08
http:49950.00
http:50217.05
http:19270.23
http:19691.00
http:14888.25
http:129908.62
http:144796.07
http:49186.16
http:1070768.11
http:44811.20
http:84211.15
http:129022.35
http:54652.38
http:142168.64
http:196821.02
http:33230.72
http:286708.64
http:319939.36
http:13766.90
http:13147.08
http:26758.94
http:213840.16
http:240599.10
http:145483.21
http:151905.57
http:10847.78
http:515475.93
http:373572.05
http:482771.24
http:856143.29
http:382173.57
http:1032505.90
http:1414679.47
http:227392.30
http:1723203.73
http:1495811.43
http:10338.53
http:7757766.07
http:7747427.54


Cash received up t . " h " " Q-iater Rs. 
the 44,rth.O
 

Cash in Bank .Rs . "
 

Uncleared Advances . ....
 

.Expenditure after decucting uncleared advances Rs . 

Certifiec Cash Balance is correct.
 

Project Chief
$ Accountant 

Date . .Date:. ... 

The total amoun- expended hereunder was the purpose 

. . . . and isauthorised in Projec" Agreement 


supported by the doc'mentation required by said Project
 

on file in HMG/N.Agreement 

9 - - MW43000.00 

T- b, 4,SA .49 

OtbwM daum - k.o.'S 

Dtt - Ik1@43 605. 

http:MW43000.00


Hs :ia,-est ; 's Government 
Health :Ministry 

-eLoal Family Planning 
and 

:Internal an-J Chil.d Health Project 
Central Office
 

Date: 2037/8/12
 

Subj:ct: About General Program Expenditures for
 

FY 1979/80 (036/37) 

Ministry of Finance
 
Foreign Aid and Program Division
 
Babar '4arial, Kathmandu
 

This concerns -with expenditure statements to be provided to USA]] on the
 
amount of funds made available for this project. Of the total amount of
 
R3. 	 4,33' '528.6 received, Rs. 6,843,000 was received from iDIG, 
Rs. 323,064.59 from other foreign assistance and Rs 4,254,879.69 frim
 
U.S.A.I.D. 2s 13,621,226.79 was expended. We request you to provide
 
U.S.A.I.D., the budget expenditure statement of the remaining
 
Rs 715,301.29. I also request you to notify U.S.A.I.D., the following
 
facts related to allotment and responsibility.
 

1. 	 Of the Rs 240,439.20 alloted by U.S.A.I.D. in FY 1976/77 (033/34),
 
the cash balance of Rs 233,012.09 was deducted from the source of
 
H14G and together with that amount the shortfall of Rs 7,427.11 was 
requested by this project, in 034/11/27, to be alloted by 1EG.
 
According to the letter of 035/3/13 from that office, only 
Rs 2,33,012.09 was decided to be alloted and that the deficit of
 
Rs 7,427.11 was not alloted.
 

2. 	 In FY 1977/78 (034/35), U.S.A.I.D. included the amount of 
Rs 7,427.11 (which was actually not received in the previous 
year), to the cash balance of Rs 295,581.50 and took responsibility 
of Rs 303,003.61 and accoriing to the agreement signed in the 
FY, regarding percentage based expenditure, U.S.A.I.D. included the 
amount of Rs 184,258.52 which it was not responsible for so that 
the total responsibility came to Rs 487,267.13 in FY 1978/79. 
Since the project only had the cash balance of Rs 295,581.50, the 
responsibility was short by Rs 191,685.63. 

3. 	 Since in FY 1978/79 (035/36) there was a deficit of allotment by
 
Rs 314,658.23 and that deficit was filled from cash balance of U.S.A.I.D's
 
Panchayat Based Programs, there was an excess expenditure of
 
Rs 314,658.23 for general program, when looked at it through
 
percentage based expenditure, there is a difference of Rs 647,712.74
 
incurred to U.S.A.I.D. because of the agreement which included
 
Rs 191,685.63 of the previous for the total allotment of Rs 333,054.51
 
and the shifting of expenditure of Rs 314,658.23 from Panchayat Based
 
Programs.
 

http:314,658.23
http:333,054.51
http:191,685.63
http:647,712.74
http:314,658.23
http:314,658.23
http:191,685.63
http:295,581.50
http:487,267.13
http:184,258.52
http:303,003.61
http:295,581.50
http:7,427.11
http:7,427.11
http:2,33,012.09
http:7,427.11
http:233,012.09
http:240,439.20
http:715,301.29
http:13,621,226.79
http:4,254,879.69
http:323,064.59
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4. In the ....re .. nt with U.S.A -. D. in FY 1979/80, only the maximum 
.s:-2on bilit of Rs 264,62) !*as mentioned, but according to 
FY 1Q75/79 percentage based expenditure, the responsibility came 
to Rs 333,054.51. According to U.S.A.I.D.'s letter of March 7, 1980 
to this Ministry, it looks like U.S.A.I.D. will be responsible only 
for the amu.o of Rs 309: 51. From this, it is not clear as to 
w4hich of the amounts w"' alloted. Also in FY 1978/79 (035/36) 
thera was not enough f ,Lthis project to shift responsibility,
 
so that Rs 314 ,658.23 0 ;o be spent from other programs.
 

At the end of FY after the funds are expended, it becomes clear as to how
 
much can be spent out of the funds alloted by U.S.A.I.D. The responsibility
 
exceeas :he ?roject cash balance and the amount it is responsible for
 
will be d)educted before the receipt of allotment and since the
 
responsibility based on percentage is maintained so, the actual balance
 
does not tally. The difference has to be borne either from the source
 
of I-NIG 	or the U.S.A.I.D. is reouired to revise the alloted amount. 
Therefore, i request you to take necessary action on this matter. I also
 
request you to come to a decision with U.S.A.I.D. in resolving the problems
 
immediately.
 

NOTE: 	 Because the actual financial statements of 1979/80 (036/37) have 
not been received from all offices, some amounts are likely to be 
different. i hereby notify that advance accounts shall be 
submitted after the receipts of these statements.
 

cc: Controller
 
USAID 
Health Ministry, Econ. Admin. Dept.
 
Teku, Pachali, Kathmandu
 

http:314,658.23
http:333,054.51
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FY2036/37 PBHW EXPENDITURES
 

Transmittal Letter (inNepali),
 

December 8, 1980
 

Financial Statement
 

English Translation
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Nepal 2a=i1Y Planning
 
and
 

i*aternal and Child Health Project
 
-C-ntral Of fce 

Date :037/8/13
 

SUBJECT: Regarding Panchayat Based Program Statement
 

Finance Ministry
 
Foreign Aid and Program Division
 
Babar Mahal, Kathmandu
 

Out of 	2s received from USAID for Panchayat Based Programs,L,30,600 


Rs 3,517,927.26 was expended. I request you to provide U.S.A.I.D., the
 

expenditure statement for the remaining Rs 1,790,672.79. In this
 
context, out of the amount of Rs 759,.424.36 which U.S.A.I.D. was
 

responsibl3 for in 1978/79 (035/36), there was a shortfall of
 
Rs 314,658.3 for general aprogram so that the above amount was used for
 
general program. That amount has yet to be repayed. That amount,
 

together with the remaining Rs 444,766.13 including from V.S.C. program,
 
there is a cash balance of Rs 455,797.38. Because this amount has been
 
deducted by the Ministry of Finance from the total alloted funds, I
 

request you to inform U.S.A.I.D. of the unability to shift responsibility
 
on the alloted funds.
 

We have been writing letters to concerned agencies for taking the
 

responsibility of Rs 455,797.33. In the letter dated 037/6/2 the Ministry 
of Finance int'ormed us that the allotment was not made because the source 
of finance 'as thought to be IR4G, hence the release was ordered to be out 

of the Anerican assistance. The U.S.A.I.D. had already taken 
responsibility for tLie amount and also, the Minisltry of Finance had again 

deducted the amount from the available American assistance. Thus the
 
amount has been deducted twice. Therefore, we request you to release the
 
afforesaid amount immediately for closing our accounts.
 

NOTE: 	 The actual financial statements of thu offices of the Project have
 

not yet been received. If the expendi°:ures are changed, you are
 
requested to notify U.S.A.I.D, together with the description.
 

cc: Controller, USAID
 
Rabibhawan, Kathmandu 

Health Minisltry, E.A.D.
 
Pachali, Teku, Kathmandu
 

http:455,797.33
http:455,797.38
http:444,766.13
http:759,.424.36
http:1,790,672.79
http:3,517,927.26
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FY2036/37 VSC EXPENDITURES
 

Transmittal Letter (inNepali),
 

December 8, 1980
 

Financial Statements
 

Line-Item Expenditures
 
Program Expenditures
 

English Translation 
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78 - 7, Rev. No. 2 Nepal Family Planning &iR ProjeatFr 1- 036/037 Ramaha Path 
l 
 FINANCUL STATFJK T 

UADA(141i!Ah ;TrrYovar, RB-ll,031.25) T SC, 

D0O@ Buadget 9 Advanae to of level , Reportd Expenditure Valanoe , 1azks 

1. Salary 
 a 0 
.
2. Allovaaoe 

I 

. -

3. T/DA 41,1 22,562.39 18,572.61
4. Dervioe 
 * 12,705 9 11,341,50 * 1#5635050 Rent 
 0 23,000 ,-
 .23,000.
 

6. Repair and Maintenaoe •0 1 •800 592. .. 1,23 e 
7.1 Office eqloipment * 1,400 0 397.50 
 1,002.50

7.2 Book and Ne.,azing , - * 
7.3.1 Fuel - Nehiola , 30,855.50 , 21,132.80 , 9,722.70

7.3.2 Fuel - Others * 6,863. * 6,812.45 , 50.55 
7.A Food and Clothng 
 . 5,810, * 2,685. 3
5,125.

7.5 Other Material 
 , 2,02,760. 1
1*11,071.50 
 * 91,688.50

9 Contingeencie. 9 2,400. * 2,627.15 
 * C 227.15 ) 

* '.,28.728.50 1,79,222.29 * 1,490506.21 
Total Expenditare 1.79,222.29 

,, Uncleared advances s- 1,49,506.21 -
Cash balance :- 3,04,Z11.50 

- -

Project Acountaint Projat ChiefTh,) total anount ,.xpendnd heroundr van for the purpose authoried in Project Agreement 78-7t:evision no.2, and is supported by the 
documntation re .uired by said Project Acreem.ent on file in HN7/N. 

S.?.

http:3,04,Z11.50
http:1,49,506.21
http:1.79,222.29
http:1,490506.21
http:1,79,222.29
http:28.728.50
http:2,627.15
http:91,688.50
http:1*11,071.50
http:6,812.45
http:9,722.70
http:21,132.80
http:30,855.50
http:1,002.50
http:18,572.61
http:22,562.39
http:RB-ll,031.25


k Rea ~1AG Isamamis dim 

VSC in 

Contry Training - 400.00 - i000.00 

2 T" Ground 

Transportatimm 5,95000.0O 3,29,000.00 33,728.50 2,95p271.*0 

3 VSG Wldn. 3,,00000.o0 3,00,000.00 2,95,000.00 5,000.00 

TOWl 6,33,000.00 326,728.50 3.04271.50 

Revived up to Juy 16,1980 Be. 6,33,00a 00 

Balance Re 3,04271.50 

Ueeared AMv'ias 1#49#506-21 

X~aditare after daductifh unclared adnOMOSSI 1079, 2229 

Cewtlflou e* Is ormot. 

Seni r Aountant PzJect Chit 

Th total mount baorunder for Ona jpma autbmdlada~ndod we 

In ProJ-ot Agiamant ?8-7# revision no 2, a -ev ed by the 

docmntation reqiired by amdd ProJect agrement an 9M in M/N. 

. ' N-. .C. I- U. . 
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M1EAL.. 4IINISTRY 

-Tepal -"Iy Planning
 
and 

.rna- and Child Health Project 
Central Office 

Date: 2037/3/13
 

SU3J2CT: About the Statement of Expenditure of V.S.C. Program
 

Minisltry of Finance
 
Foreign Aid and Program Division
 
Babar Mahal, Kathmandu
 

I am 	attaching herewith a statement of expenditures for V.S.C. program.

You are requested to make it available to U.S.A.I.D. The statement shows
 
how Rs 328,728.50 has been spent out of the amount of Rs 633,000 and
 
how the balance is going to be spent. 
 I invite your attention to the fact
 
that the amount of Rs 11,331.25 has not been reimbursed by the Ministry

of Finance and since that amount has 
not been included you are requested to
 
notify U.S.A.I.D. together with the description.
 

cc: 	 Controller
 
USAID, Rabi Bha.wan
 

Health Ministry, Wcon. Admin. Dept
 
Teku,Pachali
 

http:11,331.25
http:328,728.50
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PLANNING, BUDGETING, AND FUNDING
 
MINISTRY OF HEALTH ACTIVITIES
 

Part 1: 	 Ilemo: Swezy to Pande, December 11, 1980
 

Part 2: 	 Discussion Paper: Planning, Budgeting,
 
and Funding Ministry of Health Activities
 



Part I 

MEMO, SWEZY TO PANDE, DECEMBER 11, 1980
 



TO : 	Dr. Badri R. Pande, Chief, FP/MCH Project DATE: December 11, 1980
 

FROM : 	Curtiss Swezy, APHA Consultant 1 ?p
 

SUBJECT: 	 Planning, Budgeting and Funding Ministry of Health
 
(MOH) Activities
 

The present procedures for planning, budgeting and funds flow within
 
the Ministry of Health (MOH) is a mixed model of administration. Some
 
activities of the MOH are centrally planned and administered. Other
 
activities, particularly the specialized "vertical" projects, function
 
basically 	as self contained autonomous units under the umbrella of the
 
MOH. Each management style has its advantages within this mixed model.
 
Similarly, there are disadvantages associated with both centrally
 
planned and administered activities as well as autonomous "vertical"
 
projects.*
 

The challenge before us is to find a management model for MOH that
 
captures the advantages of both centralization and project'specializa
tion, in as far as these two options are not incompatible. In addition,
 
the innovative management procedures we agree upon should minimize the
 
disadvantages of the two respective management styles.
 

Specialized ("vertical") projects manifest several management advantages.

First, project personnel have a much more intensive knowledge of the
 
unique needs of the program than central staff generally have. This, in
 
turn, permits specialized project staff to maximize funding support for
 
the project. Project staff are better able to articulate the needs of
 
these projects. This results is optimum financial support of the project.
 
This is particularly true incapturing dohor funds; but also is true in
 
obtaining steadily increasing HMG support. "Vertical" project staff have
 
a record of successfully pressing their case fur funding with the National
 
Planning Commission and the Ministry of Finance (MOF). This latter ability
 
to obtain increased HMG support is, in turn, important in capturing even
 
more donor funds.
 

Donors want to be reassured that their support to the MOH is not "driving
 
out" HMG funds. When HMG funds are used to pay for a steadily increasing

proportion of project expenditures this fact is taken as proof of HMG
 
commitment to the particular health activity and assurance that donor funds
 
are not substituted for HMG support.
 

* The mixed-model of administratiu,	 not a clean dichotomy1 within the MOH is 

between centralized and vertical operations. For example, the Community
 
Health Integrated Project (C"TP) functions as a semiautonomous unit within
 
the Department of Health Serv',,es even though it does not have vertical
 
project status. Donors clearly interact with CHIP as though it were an
 
independent unit. HMG funds are provided to CHIP both from the Regular
 
Budget and the Development Budget.
 



Specialized projects also have generally better program accountability.

One reason for this is that they receive a discernably higher proportion

of funds to total program needs than many centrally administered
 
activities. Central MOH activities are frequently expanded beyond their
 
finarcial limits and financial accountability is difficult to maintain.
 

"Vertical" projects also employ their own specialized management staff.
 
For example, the FP/MCH Project has 21 employees engaged in financial
 
management at their national headquarters. Program expansion within
 
the central MOH frequently results in "add on" duties for existing
 
overextended staff.
 

A potential strength of centrally administered activities is a higher

degree of coordination between various components of the health service
 
being delivered. The Planning Unit of the MOH can enhance the coordina
tion of program components. This would eliminate duplication and
 
maximize the utilization of scarce resources. Specialized projects, as
 
basically autonomous units, have minimal opportunities to coordinate their
 
activities with other services provided by the MOH. Duplication is not
 
uncommon. In rare instances activities of specialized projects have
 
actually worked at cross purposes with other "vertical" or central MOH
 
activities. This less efficient utilization of resources sometimes
 
antagonizes potential funding sources (both HMG and donors).
 

Central planning can well lead to better coordination and resource
 
utilization. However, "vertical" project staff have greater insight into
 
program needs. This necessitates an interactive process between central
 
planners and program specialists. It also requires an interactive process

between Operating Level and Central Level staff within a given project.

The Planning Uni- of the MOH could play'a key role in this interactive
 
process.
 

Program planning leads to budgeting (which is a financial plan). The
 

sequence of information flow that should be followed is:
 

from Operating Level to Central Level, and
 

from specialized projects to the central Planning Unit.
 

At the moment member3 of the Planning Unit staff are not interested in
 
assuming a role in the budgeting process, particularly for activities not
 
managed by central MOH staff ("vertical" projects). It is,therefore,

difficult to envision at what locus this central financial planning and
 
coordination will occur.
 

Attached is a Discussion Paper on the planning, budgeting and funding of
 
MOH activities. It is presented not as the last word inprogram management

for the MOH, but the first word: a starting point to elicit a full
 
examination of the alternatives for implementing these three functions in
 
an innovative manner. It is hoped that the Discussion Paper will lead to the
 
last word: consensus on how to manage finances in the MOH as we move
 
forward in the 6th Five-Year Development Plan.
 

Attachment: A/S
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DISCUSSION PAPER
 

Planning, Budgeting and Funding
 
Ministry of Health Activities
 

INTRODUCTION
 

Financial management is essential to administering an efficient
 
health program. Funds of both the HMG and foreign donors support

Ministry of Health activities. The health needs of Nepal will exceed
 
resources for many years to come. Therefore, scarce resources must be
 
administered in as efficient manner as possible.
 

The essential components of financial management include program

plansbudgets and flow of funds. This paper presents a format for
 
implementing each of these functions. 
 As much as possible the advantages

of the present system are incorporated; the vigor of specialized (usually
"vertical" projects) and the efficiency of planning and coordination by

the central Ministry of Health. In this latter capacity the Planning Unit
 
is viewed as potentially playing a key role.
 

Because foreign donors provide a significant proportion of funding

for MOH activities a discussion is included on the special nature of
 
foreign donor support. Some donor support appears in the budget as rupees.

Other support is not budgeted, but must be properly utilized by project
 
managers.
 

It is hoped that a thorough review of this Discussion Paper will
 
result in a financial implementation plan that is practical and efficient
 
for the MOH.
 

PLANNING
 

To coordinate the many activities of budgeting and channeling funds a
 
Ministry-wide program plan should be developed. This plan would incorporate

both central MOH activities as well as specialized projects. The plan

should account for all ".tems in the budget. In addition, the plan should
 
include non-budgeted support from donors.
 

Comprehensive Annual Plan
 

The Planning Unit can be responsible for C<nmulating a Comprehensive

Annual Plan for the Secretary of Health. The plan could include all the
 
service and administrative activities of the MOH. Examples include targets

for innoculations to be given, blood samples to be taken, and sterilizations
 
to be performed. The Planning Unit is in a position to work closely with
 
the Central Level staffs of the MOH and specialized projects in formulating

such a Comprehensive Annual Plan.
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Targets could then be assigned to specific projects. For example,

the number of vasectomies to be performed by CHIP and FP/MCH, the number
 
of innoculations to be given by FP/MCH and EPI, etc. 
The Secretary of
 
Health should approve the Comprehensive Annual Plan. A cross-check of
 
budgets by the Planning Unit would also be appropriate to ensure
 
sufficient funds have been earmarked to achieve these targets.
 

MOH Comprehensive Annual
 
Plan and Budget
 

Secretary 
of Health 1
 

MOH' CenralPlaningCentral Management
MOH's Central PlnigSpecialized Projects
 
Management Staff Unit 
 Staff
 

BUDGETING PROCESS
 

Essential to any financial management system is a thorough process of

budgeting. 
 The budget should be built from the bottom up. Therefore, the
 
budgeting process should begin at the Operating Level and proceed through

the Central Level of the various projects on to a total Ministry budget.
 

Operating Level
 

Financial managers at the Operating Level have broad experience in
 
actual expenditures. The budgeting process should begin by requiring

Operating Level managers to submit projected budgets for the new year to
 
their respective Central Level offices. These estimates should
 
incorporate:
 

-- recurrent expenses; 

-- increased expenses; and 

-- new expenses. 

When needed, appropriate training on budgeting should be provided to
 
Operating Level fiscal managers.
 

Central Level
 

The Central Level staff of the various health programs are responsible

for compiling aggregate budgets for their entire program activity. The
 
basis for these budgets should be a compilation of the individual Operating
 



Level budgets. Comparisons should be made between actual expenditures
 
in the current year and projected program activities in the new year.

In addition, Central Level staff should add budgetary requirements eor
 
program expansion and innovation unknown to Operating Level managers.
 
Central Level budgeting should encompass:
 

-- collating Operating Level budgets; 

-- verifying budgets by actual expenditures; 

-- calculating Central Level funding needs; and 

-- budgeting for program expansion and innovation. 

It is important for Central Level budgeting to be done in consultation
 
with the National Planning Conmission, Ministry of Finance, MOH Planning
 
Unit and foreign donor staff.
 

Ministry Level
 

The Planning Unit, under the direction of the Secretary of Health,
 
could be assigned responsibility for reviewing all budget proposals.

This would include compiling the budgets of all Central Level units. The
 
Planning Unit would then be responsible for ensuring that all components of
 
the Comprehensive Annual Plan, as approved by the Secretary, have
 
appropriate funds in the proposed budget. Specific activities of Ministry
 
Level budgeting should include:
 

--	 collating all Central Level budgets; 

--	 ensuring all MOH planned activities are sufficiently 
budgeted; and 

--	 promoting the provision of adequate HMG funds for Ministry 
Operations. 

It is important to note that while the Planning Unit (or some
 
branch of the central MOH) should review all budgets, nonetheless,
 
budgets of specialized activities should not loose their identity. For
 
example, the budget for the National Malaria Eradication Organization
 
(NMEO) should be identified as NMEO's budget and forwarded in tact. The
 
Planning Unit should not merge budgets of specialized activities into a
 
single budget presentation.
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Budget Formulation
 

Ministry of 
Finance
 

Secretary
 
of Health
 

MOH Central PSpecialized Management
H C a Planning -- Central Projects 

Management Staff Unit eStaff CENTRAL 

LEVEL 

Operating Operating Operating Oprt i OPERATING 
Level Level Level Level LEVEL 
Manager Manager Manager [Manager 

Foreign Donor Funding
 

Because foreign donors fund a significant proportion of MOH activities
 
certain characteristics of donor funding should be explicitly dealt with to
 
insure the maximum benefit from this support.
 

Upwards of a dozen foreign donors support activities of the MOH.
 
Donor priorities and funding allotments do not necessarily correspond to
 
MOH needs and priorities. Within certain limits the objective of the MOH
 
should be to maximize contributions by foreign donors. Donor funds can
 
then be used to complement HMG funds for MOH operations.
 

1) Budget Support: Foreign donors provide large amounts of
 
rupees -- budget support -- for MOH activities. This is in contrast to
 
many developing nations where foreign assistance is limited largely to
 
hard-currency expenses (technical assistance, conmodities and participant
 
training).
 

The primary responsibility for capturing donor support would logically
 
rest with the Central Level staffs of the various MOH projects. These
 
staffs presently work with donor personnel to elicit support for donors'
 
favored activities. These funds are then incorporated into aggregate

budgets which could be forwarded to a Ministry-wide coordinating unit such
 
as the Planning Unit.
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2) Non-Budgeted Support: Donors support MOH activities with their
 
own direct hard-currency expenditures. Examples include turn-key

construction, commodities, training (particularly out-of-country training)

and a wide variety of technical assistance (such as APHA consultants).

Information on this non-budgeted support should be included in total MOH
 
budget plans. Careful attention should be paid to implied commitments for
 
HMG support in future years as a result of these non-budgeted donor
 
contributions.
 

3) Implementation Plans: HMG funding is provided for the MOH after
 
consultation with the National Planning Commission and the Ministry of
 
Finance. However, donor support must be specified in a written agreement

approved by the MOF and the line Ministry (e.g., MOH).
 

Funding agreements must be negotiated between the MOH and the donor.
 
When support is intended for a specialized project, itwould seem
 
appropriate that the Secretary of Health would be assisted by the
 
specialized Project Chief in these negotiations. Authority to commit the
 
HMG to an agreement with a foreign donor resides jointly with the
 
Secretaries of Health and Finance. 
 Once donor grant agreements have been
 
signed the individual projects are responsible for implementing the
 
specific components of the plan.
 

In order to specify what activities will be undertaken with donor
 
support the individual projects could be required to write an Implementation

Plan for each identified activity (examples of Implementation Plans are
 
available for review). If,for example, the FP/MCH Project wanted to mount
 
a campaign for voluntary surgical contraception they would draft a VSC
 
Implementation Plan. The Planning Unit could be responsible for drafting

for the Secretary Implementation Plans for support of central MOH
 
activities. Each Implementation Plan should include:
 

--	 a brief description of the health need addressed and relevance 
of proposed activity (continuing programs would describe the 
history of the program); 

--	 description of activities to be undertaken including quantifica
tion of activities and expenses; 

--	 description of program evaluation including program reports to 
be generated; and 

--	 description of program monitoring including funding source(s), 
supervision and financial reporting. 

The 	Chief of each Project would be the appropriate officer to approve the
 
Implementation Plans. These could then be forwarded to the Secretary for
 
signature. The Planning Unit could be assigned responsibility for
 
monitoring Project compliance with Implementation Plan stipulations.
 



The individual Project Chiefs would continue to be responsible for
 
executing Implementation Plans. The Project would maintain appropriate
 
liaison with donor agency staff as now. Project staff would be charged
 
with ensuring compliance wi'.h all donor agency requirements.
 

FUNDING CHANNELS
 

Fundamental to any financial system is the flow of funds from source
 
to expenditure. In the case of Nepal this includes HMG Regular Budget
 
and the Development Budget funds and donor support.
 

Currently, HMG and donor funds flow both to the central management
 
staff of the MOH as well as to specialized (usually "vertical") projects.
 
On balance, specialized projects have proven very effective in maximizing
 
funding support for their program activities. But, coordination between
 
projects has been incomplete. To allow for both of these factors the
 
following procedure isproposed for channeling funds to the MO.
 

HMG Funds
 

To obtain HMG funds the MOH must receive support from both the
 
National Planning Commission (NPC) and the Ministry of Finance (MOF).

Staff of specialized projects would reasonably be expected to continue
 
to maintain liaison with these two HMG branches. Program needs have to
 
be explained in detail to the NPC and MOF. The specialized projects
 
could receive assistance from the MOH Planning Unit in preparing these
 
presentations.
 

Donor Funds
 

The specialized agencies, it would appear, should be allowed to
 
continue to negotiate directly with the staff of donor agencies for
 
support. The specialized agencies have documented an impressive record
 
in the past of obtaining donor funding. Central management staff of MOH
 
could appropriately continue to negotiate with donors for support of
 
activities not included in specialized projects.
 

HMG Funds
 
Negotiation
 

National Planning •Ministry of 
Commis on 4 ...........................dFinanc
 

Ministry of Health . planning . Specialized 
Central Management PlUnitn Projects 
Staff 



- 7 -


Foreign Donor
 
Funds Negotiation
 

National Planning ...... Ministry of ...... . Foreign Donor
 
-Commiission " Fiac F o ig


T 'n1ono 

I~nitr~~eltl Planning ( ... Specializedl
 
Central Management ..... Uni SProjects
 
Staff
 

Funds Release
 

Release procedures should remain the same as currently in effect.
 
The Ministry of Finance would continue to release all funds to the
 
Account Comptroller of MOH designating which projects the money is
 
supporting. This means MOH Central Level financial management staff,

both specialized projects and MOHwould continue to receive a check
 
issued by the Account Comptroller.
 

It would follow that Central Level financial management staff would
 
forward funds to the Operating Level units under their jurisdiction,
 
Steps must be taken to ensure that funding source identity is maintained
 
when making expenditures, particularly at the Operating Level.
 

HMG and Foreign
 
Donor Funds Flow
 

Ministry of
 

Finance
 

MOH Account
 
Com trolle
 

H Financial Specialized Projects
 
MO g i Financial Management CENTRL
Management Staff Staff 


ILEVEL
 

OPERATING
 
Operating Level Operating Leve LEVEL
 
Managers Managers 
 I
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Financial Reporting
 

Expenditures, by funding source, must be recorded by Operating Level
 
and Central Level accountants. Reports of expenditures would continue to
 
be forwarded by Operating Level staff to the Central Level. Central Level
 
staff, as now, would collate financial reports and prepare a consolidated
 
statement of expenditures. Incorrect, undocumented or otherwise
 
inappropriate expenditures must be corrected by Central Level staff.
 

One proposed change in current procedures is suggested. Consolidated
 
expenditure reports from specialized projects could be forwarded to the
 
MOH Account Comptroller. The reports could then be reviewed and forwarded
 
to the Ministry of Finance.
 

The role of the MOH Account Comptroller would not be to collate all
 
reports from the multiple Central Level officers. No attempt should be
 
made to prepare a consolidated financial statement for all MOH activities
 
(just as there would be no consolidated budget). Specialized projects

should continue to prepare financial statements for the Ministry of Finance
 
as if they were autonomous projects.
 

The role of the Account Comptroller could be, rather, to review and
 
monitor individual financial statements. Inconsistencies in reports could
 
then be screened before forwarding to the MOF. The Account Comptroller

would be in a position to note late reports and assist central staff and
 
specialized projects in resolving problems with reporting expenditures. In
 
this manner the Account Comptroller would function as a resource person for
 
the financial management staffs of the MOH, both central Ministry and
 
specialized projects.
 

Financial Reports
 

Ministry of (when appropriate) Foreign

Finance 
 Donors
 

MOH Account
 
Comptroller
 

Specialized Projects
MOH Financial Financial Management CENTRL
 
Management Staff S fEVEL
Staff LEVEL 

Operating] F0perating iOperati]ng 'Operating OPERATING 
Level Level Level
Lvel LEVEL
 
Managers Managers Manajers jManagers
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SUMMARY
 

A sound financial management system must be implemented to ensure
 
the efficien utilization of funds by the MOH. The basic elements of
 
such a system include planning, budgeting and funding. This Discussion
 
Paper describes one possible format for such a financial system.
 

In the proposed format the vigor of specialized projects is protected.

At the same time the necessity for coordination is recognized. The
 
Planning Unit is viewed as one poicible locus for this coordination,
 
including financial coordination. ubviously, other units of the MOH
 
could be substituted or share in the role.
 

The first step in a sound financial management system is a well
 
thought out program plan; quantified by service activity. Budgets must
 
then include sufficient funds to achieve these goals.
 

Because foreign donors provide substantial support to the MOH
 
consideration must be given to the special relationship with donor
 
institutions, This includes a frank acknowledgement that donor
 
priorities do not always coincide with HMG's primary interests.
 

Funds must flow from HMG and donors down to the primary points of
 
expenditure, the Operating Level. Records must be kept of expenditures

by funding source. Reporting can remain the same with the possible

exception of the MOH Account Comptroller being resource person to
. 

Central Level accountants, reviewing financial statements prior to
 
submission to MOF.
 

This format is suggested to initiate a discussion on the important

task of implementing a suitable financial management system within the
 
MOH. It is not anticipated that this format will be implemented as
 
presented. Rather, the goal is for a critical review which will produce
 
consensus on procedures that are appropriate and realistic for the MOH.
 
When such procedures are implemented the important work of providing

health services inNepal may move forward.
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APPENDIX A
 

The Role of the Planning Unit
 
in Financial Management
 

According to the model 2stablished by the National Planning Commission
 
the role of a planning unit should include program planning and policy
 
formation, coordination of program implementation, and monitoring and
 
evaluation. A subset of these three tasks for financial management would
 
be resource allocation.
 

The Planning Unit of the Ministry of Health is performing some of
 
these functions at present. In fiscal policy determination and monitoring
 
of expenditures the Planning Unit plays little role, and in fact has no
 
plans to become involved in this aspect of the program.
 

Three alternatives exist for the Planning Unit in the formation of
 
fiscal policy and financial monitoring:
 

-- no involvement; 

planning and monitoring at the macro-level with inputs
 
provided by specific program managers, or
 

total policy formation for all projects and responsibility
 
for finances.
 

Each alternative has advantages and disadvantages.
 

The attached Discussion Paper assumes a role in financial management
 
for the Planning Unit on the middle ground. The first alternative -- no
 
involvement in financial management -- is rejected becatise it does not
 
appear to be possible to conduct realistic program planning with no
 
reference to resources to support planned activities. The last
 
alternative -- total control -- is also rejected. A vital component of
 
the present management system, the vigor of vertical projects, would be
 
lost.
 

A middle ground position for the Planning Unit is selected in an
 
effort to capture two dynamic forces in MOH financial management: the
 
vigor of semiautonomous specialized projects (usually "vertical" projects)
 
to solicit funding support combined with the efficiency of centralized
 
coordination. If this balance can be attained the MOH will continue to
 
receive substantial HMG and donor support. At the same time, greater
 
efficiencies will be realized in the allocation of scarce resources.
 

The role of the Planning Unit in this middle ground of financial
 
management would then include:
 



Planning:
 

The Planning Unit would be responsible for formulating the
 
Comprehensive Annual Plan (CAP) and obtaining approval of
 
the Secretary. However, substantive inputs for the CAP
 
would be provided by individual projects.
 

Budoeting:
 

The Planning Unit would collate the .d~ets of all
 
individual projects. In addition, the Planning Unit would
 
cross-check to determine if sufficient funds have been
 
reserved to achieve targets in the CAP.
 

Funding Channels:
 

Shared responsibility would prevail for obtaining funds.
 
Specialized projects would carry greater responsibility
 
for obtaining donor support. Central Ministry staff would
 
have greater responsibility for maintaining and increasing
 
HMG support. No current channels of communication would
 
be interrupted. The Planning Unit would be specifically
 
charged with evaluating implied future commitmcnts of HMG
 
funds resulting from donor support.
 

Even within the middle ground the case can be made for greater or
 
lesser participation by the Planning Unit in financial management. It is
 
hoped that the Discussion Paper will precipitate cdnsensus on the best
 
mechanism for managing finances in MOH.. This consensus must also include
 
a clear role definition for the Planning Unit.
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DISCUSSION PAPER: LOCAL CURRENCY SUPPORT TO THE
 
HMG HEALTH SECTOR
 



: TLOCAL S,.-170....-O r
"::2 ,ALTWSc'fP
 

-Ler t -3 w Crant .rtecient s!aned Aurust 31, 1gqO 
USAID/7e-a!-e7iill rarvi'Ie sup-,ort to the 12,G !health sector 
throughout '.:e ri.th -Year P.velornent Plan. Approximately 
$6,3 million of tLhis sunport will te convert. I to rupees to 
pav for high nrioritv exrenditures for which Hl.G funds are 
not presently available. 

USAD!:;epal has supported the rupee bud,-et of di.G
 
'.andt :annily roc-ra:n nber of ,ears.-1annin 'or a 


This bud-'et sunlort !-as assisted in increasing the cuantitV 
and iuaiit' of health services provided throughout the King
dom. . *ro-ct1irectors are clearly desirous of receiving
 
this suiort dring the new 5-Year Plan r.eriod and USAID/ 
Penal hIbs responded by designatin over $1 rillionner year 
for t'his -ur"'ose. 

Unfortunately, the p.rovision of local currency support 
to the health sector has precipitated internal AID manage
ment probleis. Zoth USAID/Nepal's Controller's Cffice and 
regional AID auditors have been critical of the way in which 
USAID/iepaI has mnonitored budget ouport to the HI,'. healCh 
sector. Yet, 'ission staff bclieve this local currency 
suDport i vital to the continuinT growth of a national Acalth 
system. USAID/'epa! remains firmly co itted to providing 
rupee bud-et sup-port to the !.:(7 health and family planning 
nro7ra::s for the next five years. 

To ensure an uninterupted flow of USAID/Neal-provided 
rupees to the health sector, USAID/Nepal proposes to alter 
the procedures for the transfer of these funds to 101C0. These 
changes w,ill enable USAID/ilepal to conform with the internal 
AID reruirements on financial monitorin., At the same ti.. 
these changes will have no effect on HMG rules and regulations
 
for funds management and accountability. %':C health sector
 
projects will continue to comply with Auditor General pro
cedures for disbursement and accountability as they do now.
 

Two fundamental changes are proposed in USAID/Nepal
 
disbursement procedures of rupees to the health sector. First,
 
rupee expenditures will be reimbursed upon submission of
 
satisfnctory evidence of actual expenditures. Second, a one
time advance will be provided by USAID/N1epal to the Ministry
 
of Finance to 'e used to provide working capital to the health
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sectcr. _uroae *.....7i11 to from- continuc 'io-: the :inistry
 
of Finan~ce t', .',1. V ltrh according, to 117 rulas
 
and re.,ula tions.
 

Current!!, ;TSAID/:Xera1 advances funds for 'health and 
fail, Innni- -rcIrts at t'e !-_'inninv of thc :.. fiscal 
year. After the close of the fiscal year USAID/Nepal cal
culates its proportionate share based upon total expenditures. 
Normally this ueans teat some of the funds optimally comitted 
by USAID/Iepal are subtracted from the contribution (even if 
these funds have been budgeted and spent by the respective
healrh -;rojects)..inder t. resent formula '-. financial 
L2anaEers do ncc ?Cnot: 'rccisely [how r,'uch 2:onev USAIA'_/ePa 
will authorize until aftcr the close of the HFflG fiscal year. 
Not surnrs..i,ly, . has caused problems duly noted by 
AID auditors. 

A. Direct 4.eimbursement
 

Under the nrorosed system USAID/Nepal will reimburse
 
health projects for actual allowable expenditures. No long
ter,., records of outstanding advances will be required, thus
 
greatly simplifying the exchange of records between iI!G and
 
USAID/ee>l. This 'ternate orocedure will remove USAID/
 
:epal's vulnerability to criticism by auditors for failure
 
to !ro'-:rl' the use of USAID-nrovided rupees.
.nitor By 
reMovin. this criticism the danger of USAID/1,senal support 
being interrupted by unsatisfied auditors is virtually elim
inated. T-e nrocedure of reimbursement for actual expenditures 
potentially creates a problem for the Ilinistry of Health. 
The health projects will not have any initial USAID/Nepal
funds to make expenditures for which reimbursement will be 
claimed. This problem is addressed by the second proposed 
procedure. 

B. One-Tire Advance
 

A one-time advance, in an amount to be mutually-agreed
upon, will be provided by USAID/Nepal to the M.inistry of
 
Finance. These funds are to enable the ,.'inistryof Finance
 
to provide working capital to the health sector. Funds will
 
be advanced by the "inistry of Finance to the 11inistry of
 
Health in accordance with Ti"'c rules and regulations. The
 
Ministry of Health will account for these funds as they do now.
 
USAID/Nepal and the MInistry of Finance will reconcile the
 
one-tine advance at the conclusion of the five-year grant.
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ith the z'ni~tr:. of io a %inanceriio.'to provide 
the :.iniStr'- o ,;-ori;-in -:_it>c-ar ita the health projects 
may nrocec .jit. "currin' ruinoe xprenses. rocuwcntadThen 

tion o., o t -ni-nr'... Is received USAIDI" cn-itir,2, by 
Naepal rir tuzrscr ent ,ill be -..ade for thase actual costs. 
In this manner the -:rocess will nerpetuate itself; as additional 
ex)enditur, grerrAIDfnenal will reimburse theseimirred 
costs. A%;reed-unon itM3 Lor reimbursement and maxinun ru'ee 
amounts will be specified in sub-obliycatinq documents jointly 
drafted by the Ministry of -Health and USAID/lepal Health and 
Family Planning Office staff. All financial record keeping 
and accounting will be done in compliance with. standardized 
FICO procedures. N1o funds will be subtracted from succeedinf 
year sunnort because anprove-d ,:-,enditures will be reinbursed 
when prcsented. 

lie sta;f at USAID/Neeal believes these two procedural
 
changes will eliinate past criticisms of USAID/ITepal funds
 
mana~ecnt of rupee suDDort to the health sector. This, in
 
turn, w;ill provide assurance of continued uninterru.ted rupee
 
support of health projects. Your corments and suggestions
 
on these two procedural chan;es will be greatly appreciated.
 

FCS:lo l0/25/0
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IRH/FP PROJECT IMPLEMENTATION LETTER,
 
NO. 3, DECEMBER 1980
 



UNITED STATES OF AMERICA
 
AGENCY FOR INTERNATIONAL DEVELOPMENT
 

J_ , 	 MISSION TO NEPAL
 

I11~11'KATHMANDU, NEPAL 

! January 7, 1981 

1,r. Goraksha Bahadur ihuchhe Pradhan C % 
Secre tary 'd,
 

Ministry of Finance
 
Babar Mahal
 

Subject: 	 Implementation Letter No. 3 
Integrated iRural Health/Family 
Plannin- Services No. 367-0135
 

Dear 	Mr. Pradhan: 

In accordance .Hth principles of agreement reached during a meeting on
 
11 December 1980 the of Finance between representatives .f
at Ministry -of
 
and USAID, this project Implementation Letter establishes. tha--funding
 
procedures that will be followed during the life of this project.
 

In brief, the funding procedure for the IRH/FP project (367-0135) would
 
follow the steps outlined below:
 

1. 	 The Ministry of Health will develop annual work plans with which
 
USAID will concur. From the work plans, an estimated budget will be
 
prepared by line items and will indicate the equivalent share of
 
cost to be borne by ,I-,G and by USAID. The annual budget amount will 
be used to determined the quarterly cash requirements. 

2. 	 C 4ies of these annual budgets and quarterly cash requirements will 
be forwarde by the Ministry of Health to the MOF and USAID accompanied
by a request to provide funs on quarterly basis for project use 
during the coming fiscl year. Semi-annual budget reviews and 
revisions, if applicable would be initiated by the MIinistry of Halth. 

3. 	 Upon receipt of these documents, :iOF and USAID will review them. If 
acceptable as submitted, or as modifidd in coordination with the 
Ministry of Health, NOF and USAID will agree on a quarterly cash flow 
plan 	for the project for the coming fiscal year. At this point USAID 
will issue a Project Implementation Letter (PIL) to the Ministry of 
Health concurring with the work plan and agreeing with the budget for 
the coming fiscal year. At the same time, a PIL will be issued to MOF 
under terms of which USAID will agree to provide working capital
equivalent to the calculated USAID share of project costsfrcr a -a'ent 
quarter and the subsequent quarter 

4. 	 Assuming the Ministry of Health has met the BIG requirements for 
requesting the release of funds, NOF will authorize prompt quarterly
release of funds in accordance with the agreed project cash flow plan.
The fund releases will be for the full amount of the calculated 
estimated 11G and USAID shares. 
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5. 	 it the end of each quarter the Ministry of Health will submit to MOF 
and USAID accountings of all expenditures incurred in that quarter. 
The accounting to 40F will follow standard E-NG regulations and will be 
the basis for r'etermining whether or not the Ministry of Health is 
eligible to receive the cash advance for the next quarter (i.e. the 
second quarter following the one for which the statement is being 
submitted). The statement to USAID will be in the form agreed by 
USAID and will be used to detr,. ine the reimbursement for project 
expenditures that is to be provided to 3iAG by USAID. 

6. 	 fter reviewing the statement of expenditures, U/SAI. will provide MOF 
with a check in an amount equal to the allowed and approved expendi
tures plus an identification and explanation of any claimed expenditures 
that UJSID had disallowed. 

If the project working capital loan to 14OF then exceeds the working 
capital requirement for the calculated estimated USiID share of 
project expenditures for the current and forthcoming quarter, then a 
credit will b. taken by USLID against the reimbursement to reduce the 
working capital loan to the level necessary under the project cash 
flow plan. 

7. 	 MOF anO USAID will monitor the expenditures of projects to determine 
if and when modifications in the projects cash flow plan are necessary. 
Changes will be made by mutual agreement btween M4OF and USID, and 
will b: recorded in a PIL amending the appropriate proceeding PIL. 

The above funding arrangements are intended to in no way change ING's 
established financial/accounting rules and rigulations for financial manage
ment of donor assisted projects. The intended change is that all releases 
of funds from MOF to the implementing Ministry or Agency will be dntirely

"HR fii ds_.athur -than a mix of HMG and USIfID funds. The Ministry of Health 
will to adhere to HMG's proc-durus for requesting and accounting 
o'fur s.
 

hMaF-agres-wit eaabove procedures, plo, respond by letter to 

Sincerely, 
_..A, 	 ce .e 

" * 	 ,' :., , . "* -

Thomas L. Rose 
. .. ........ . ".Acting Director 
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LETTER, PANDE TO VAN DER VLUGT, DECEMBER 12, 1980
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Rief ......rN ... ,+ + ....... .. 

f. ..... .. . .. . . ,.i11-733 Central :,ce 
i14W Su~pply zt , 

~Your Ref . Dm*~l ah 
. ' +" 
 Dec- .....t..9 , . :. 

D-.erold v. vam der vlugtchief
 
USAID/3 Office of Health and Pamily Planning
 
Rabi bhawan
 

~ Subjeot: Quarterly Cash Requirements for
 
USAID/N.Supperted Activiti~on
 

Dear Jake:
 

USAID/N is suppertikg th.ee activities of the FP/MCH Project (ezaral
Operating Expenses0GOE)LPanchayat Based Heal.+h orker. (PBEW), arld
voluntary Surgical contraception(VSC) Below is listed the timL'
phased cash requhrementsby quarter.for the curreat fiscal year 
FY 2037/38. 

GeneralSeptingEpeces USAIDJj 

Budgeted Rsb 4,300,000 R. 8,679,00 
Requirement.: 

lst quarter.. 1e720,000 6LS8,03J 
2nd Quarter 860,000 11,2'JOOOJ 
3rd Quarter 860,000 59 55 
4th Quarter 860.000 

. 

595,5w 

__ Based. . ya Health Worker project 

Budgeted 90.584000 4' 
Requirement:4thft
 

. . _.*,__h lot Quarter. 2o, r,~ .+ 29396.000 ...
m .+ .7 + :4 
2nd Quarter 1,916800

+. +. ..:: ..iud e e ,. ... p , . . m+ "+ + . . + . 5 ' ' "+ ++ +.. . + . .. 


1 : : ++ '+ . : :. " ' ':: ". '' : r :
+ , . .. . ++, • + + 41% . " : ; " ' -

4 

4th Quatter 2.875.200 
+. +:::+: ++ ::" :+:'+ ":r'?:+ " + :+ ": "i:'+ + "" "' :+:+:+: + '
+:: :++I :+ ::: : +j'. ++: +:'j + + " 2 + : : +:: "+::: " --': + +. ' +, + : ' J + :: . .
 

4 : ?i ++ .. ~ :Ql l t~ r+: +: ::, 2 . 0 0: + + 

$42++ :+ ++......++ .+;m .+++++ +++++++++i
 
! i: ; "
 .....
... : : / i- ,.!. : , 



4w hDr. oal TM der vo alw,
VSAID..* Oftio of Xmltb a" F11d~l phUBa
labi 

Budgeted t 993.0m 

Zrd woastmr37.
 
Ubt uWrtew 
 9 0 

SJmae it Is alread til Uid4e Of DOSembw we usgs UMSAIV to advane to
the IRU~T of )±as k.MO) ahm gmw deuigeated ia thee-nk nowrS-uimu~wts for tile that two qustera ?use wud be it the f13owm
lag am"uaa 

WO WOuM a&IS hope that MAZD/A v:ll, be uaqurod to admw to My? the 
amta showa for .3rd (4oeftrz reiatrremate by JmAau& 1, 91 

If ye kave any queustle about these seek Sim. roueta gow* leas bub. we Uosegli sppreelato the omtswmd %Wprt~i upute
VSAD/Se puzttalwly the Offiee of Issitb ad I'mwI fleamaw In hotd.
LMg FpAIrM Prejeot aetV1witles.. 

set seesotar, miaiuTq of ZesitA =Prjc 

a Uietr of rlamo,,

Feola Aid Divtis
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Appendix F 

FINANCIAL MANAGEMENT IN NEPAL 

I. ISSUES 

A. Management 
B. Funds Release 

1. Donor 
2. HMG 

a. Central Level 
b. Operating Level 

C. Accountability 

1. Donor 
2. HMG 

II. ELEMENTS OF HMG FINANCIAL MANAGEMENT SYSTEM 

A. Budgets 

1. Two Budgets 
2. Repetitive Budgeting 

B. Cycles 

1. Budget 
2. Release 

Fiscal Year Quarters 

lst 2nd 3rd 4th 

Advance 
Authori za-
tion Bill 

Rastriya. 
Panchayat 
Approval 

C. Accounting System 

1. Advances 
2. Single-Source Funding 
3. Chart of Accounts 
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B. Feasible 

1. Monitor Budget 
2. Monitor Release
 

a. USAID/N
 
b. HMG
 

3. Release Early
 
4. Monitor Reporting
 
5. Design Funding Document
 


