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1. EXECUTIVE SUMMARY WITH RECOMMENDATIONS 
 

1.1 INTRODUCTION 

The funding arrangement for Primary Education Development Program phase II  (PEDP II) was a 
major step in consolidating Development Partner (DP) support for primary education compared to 
the past PEDP II multiple project funding arrangements. The joint arrangement through which a 
majority of the DPs disburse their support (common pool) however still poses some challenges 
related to transaction costs and fiduciary risks. 

The procedure for funding the major share of PEDP II expenditures is dual arrangement for fund 
management; one with parts of the funds managed by the Government of Bangladesh (GoB) 
regular system for management of public funds and, a parallel fund flow and financial management 
arrangement for DP contributions paid from a Common Pool Taka Account (CPTA) for the same 
expenditures based on an agreed share. 

This report presents the outcome of a mission that conducted an in-depth review of the PEDP II 
funding arrangements as a point of departure for assessing risks compared to alternative 
arrangements for fund management that may be considered for PEDP III. 

Three arrangements have been considered including their associated fiduciary risks: 

1. An adjustment of the current arrangement for PEDP II ("dual payments for the same 

expenditures") 
2. An arrangement with separation of GoB and DP contributions including separate 

procedures for accounting (parallel arrangement with each source paying for diferent  

expenditures) 
3. An arrangement in which the DP contributions are transferred to the Consolidated Fund 

(CF) using GoB regular system for public financial management (PFM) for release and 
accounting of all funds (Treasury model with one source paying for all expenditures). 

Alternative 3 represents an arrangement more aligned to GoB PFM system than the current 
PEDP II arrangement and carries the lowest transaction cost in processing payments, 
accounting, internal control and external audit. However, it still requires some additional 
procedures to ensure that funds can be adequately monitored in accordance with program design 
(activity based monitoring) and to achieve an acceptable level of assurance as to the use of funds. 

In terms of fiduciary risks associated with the different arrangements there are some that apply to 
all and some that are specific to each of them. The following presents some risks identified and 
possible mitigation factors which are relevant to the different arrangements. 

The review builds on previous general assessments of public expenditure management and 
accountability in Bangladesh

1
, however most of them dates back several years. Some major 

1 "Primary Education in Bangladesh - Assessing Service Delivery", Final Report 2006, Financial Management Reform 
Programme. "Bangladesh. Country Procurement Assessment Report" World Bank, 2002. "Operational Risk Assessment (ORA) 
for Local Government Engineering Department (LGED) in Bangladesh - Final Report", World Bank, 2009. "Bangladesh Public 
Expenditure Review", World Bank, 2003. "Bangladesh Public Sector Accounting and Auditing - A comparison with 
International Standards", World Bank 2007."Review of Institutional Arrangements for Public Expenditure, Financial 
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developments have taken place since several of the assessments were made, among others the 
roll out of the GoB computerised Integrated Budget and Accounting System (IBAS) to all 
districts, the application of service targets in processing of payments by the Controller General of 
Accounts (CGA), introduction of new Public Procurement Rules (PPR) and establishing internal 
audit functions in central level cost centres. 

A new Public Expenditure and Financial Accountability Assessment (PEFA) would have served to 
further qualify the findings in this report. Furthermore, to establish a baseline for PEDP III it is 
recommended to conduct an updated new Public Expenditure Tracking Study (PETS) applying 
the same methodology (and sample) as the survey undertaken in 2005/06, a survey which gave a 
comprehensive and detailed account of the effectiveness and efficiency in management of public 
fund for education, including funds from development partners2. 
 

1.2 MAIN FINDINGS 

1.2.1 BU D G E T I N G  

PEDP II is defined by component and activity but the type of expenditures has not been defined in 
accordance with the regular chart of accounts of the GoB i.e. what type of expenditures as defined 
by the operational and economic codes is eligible. 

Many of the expenditures funded under PEDP II are the same expenditures which are funded 

from the revenue budget (like teacher salaries, allowances, operational expenditure of cost 

centres). When relating PEDP II expenditures to results one should then take into account that 

many of the same expenditures are also being funded by the revenue budget or that one type of 

expenditures should solely be funded by the revenue budget while others solely by the 

development budget, also to avoid the risks of double accounting for the same expenditures. 

Taking into account the above, in designing PEDP III, eligible expenditures should be clearly 
defined by relevant budget heads/economic codes in accordance with the GoB chart of accounts. 

1.2.2 BU D G E T  EX E C U T I O N  

The current funding arrangement allows part of the program budget to be released fully in 
advance to cost centres (like for training). For the remaining CPTA advance funds can only be 
spent when the GoB share has been processed through CGA accounting offices (pre-audit) 
although there is still a risk that some of these expenditures are also advanced from CPTA 
accounts (one possible cause of problems with bank reconciliation). 

With a "parallel arrangement" all CPTA funds will be advanced. As a risk mitigating measure 
advances should then be made in smaller tranches at frequent intervals with further releases 
only made on the basis of Statement of Expenditures (SOE) fully reconciled with bank 
statements. 

For the "Treasury model" using GoB PFM procedures releases are usually not made as advances 
and advances made are recorded as expenditures. For this model an agreement is needed with 

Management and Procurement", World Bank, 2005. " Report on the Observance of Standards and Codes (ROSC)", IMF, 
2005. 

2 "Primary Education in Bangladesh - Assessing Service Delivery", Final Report 2006, Financial Management Reform 
Programme. 
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the Ministry of Finance (MoF) on level and type of advances required and further within year 
release of advances should be based on evidence of expenditures. 

The CGA system for fund releases is also in some cases constrained by slow releases for various 
reasons. CGA has established service targets with maximum processing time for different types 
of expenditures. A system for monitoring processing time including resubmissions of vouchers for 
payment needs to be established to reduce risk of delays; among others due to "rent seeking". 

1.2.3 AC C O U N T I N G  A N D  F I N A N C I A L  R E P O R T I N G  

Cost centres (like education departments/offices) at different levels display limitations in capacity to 
maintain accounts i.e. cash books are not current and accurate, bank reconciliation is not done 
timely and consolidation of accounts from the 1117 cost centres has proven a challenge. This 
reduces the assurance given by consolidated accounts as presented in Financial Monitoring 
Reports (FMR) which are based on Statement of Expenditures (SOE) from cost centres. This 
observation is also supported by the Comptroller and Auditor General (CAG) Annual Inspection 
Reports and reports of other external auditors who have identified bank reconciliation as the main 
challenge. 

The introduction of a computerised accounting system from the fiscal year 2010/2011 linking cost 
centres to the level of District Education Offices (DEO) will improve the consolidation and 
reconciliation process but likely not fully address the capacity constrains observed in many cost 
centres. 

To further increase the assurance of financial statements presented for PEDP III all transactions 
regardless of source of funding should be entered into the Integrated Budget and Accounting 
System (IBAS). Replenishment of funds to the CPTA should be based on the financial statements 
from IBAS since it will be the most accurate consolidated statement of expenditures. In a 
Treasury arrangement CPTA funds are blended with GoB funds and accordingly integrated in 
IBAS. 

Also under the current arrangement they could be entered if a specific Government Order (GO) 
was issued to CGA for recording of the DP share of expenditures by all accounting offices. 
However, it may still be a risk that payments will not be reported accurately to the CGA 
accounting offices (parallel system). 

1.2.4 IN T E R N A L  AU D I T  

Payments made by the GoB treasury system are subject to pre-audit by the respective accounting 
offices of the Controller General of Accounts (CGA) who processes the payments from the cost 
centres in respect of funds from the Consolidated Fund (CF) . Funds transferred as advances from 
the CGA or parallel funds from DPs directly to the cost centres are not subject to any internal audit 
procedure. To increase the level of assurance from SOEs and FMR the internal audit function 
overseeing execution by all cost centres needs to be strengthened. This is an issue regardless of 
funding arrangements but most prominently for arrangements in which a large share of funds are 
provided as advances and in particular in cases where CPTA funds are advanced directly to cost 
centres. 

PEDP III should accordingly include capacity building measures to strengthen MoPME's internal 
audit function. One option is for MoPME to outsource the internal audit function as added 
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capacity to its internal auditor, another to adjust the current scope of the Program Liaison Unit 
(PLU) to provide assistance in internal control and oversight. 

1.2.5 PR O C U R E M E N T  

Expenditures funded by the CF as well as the CPTA have followed the Public Procurement 
Regulations 2003, the Public Procurement Act 2006 (PPA), and their amendments. This was the 
case until recently in which new Public Procurement Rules (PPR) were adopted with some major 
deviations from recommended good practice principles. These deviations pose a challenge if GoB 
procurement regulations are to be applied for PEDP III. 

If a "Treasury Model" for fund f low is to be adopted then specific provisions can be made for 
procurement under those budget heads or sub-programs that are linked to withdrawals of DP 
contributions – or for PEDP III at large provided agreement can be reached with GoB. If a parallel 
arrangement is applied, all expenditures funded by DP contributions can follow specific 
procurement guidelines since they are separated from GoB funding. 

1.2.6 EX T E R N A L  AU D I T  

The Comptroller and Auditor General (CAG) conducts regular financial and compliance audits. 
The Foreign Aided Projects Audit Directorate (FAPAD) conducts audit of programs and projects 
with DP contributions. 

In the case of PEDP II however, it has not included the GoB share as reported by the Integrated 
Budget and Accounting System (IBAS) maintained by the CGA. If the current funding arrangement 
for PEDP II is continued or a parallel arrangement is chosen for PEDP III, FAPAD should also be 
charged with issuing an opinion on the relevant financial statements from IBAS to ensure one 
comprehensive audit for the entire program. If a Treasury Model is chosen, then another directorate 
of CAG will serve as the auditor, and issue an opinion on the financial statements from IBAS. 

1.2.7 SU M M A R Y  O F  R I S K S  

The following table summarises the risks associated with the different arrangements along some 
key dimensions also taking into consideration if mitigating actions are implemented. It also includes 
an assessment of transaction costs for GoB under the different options. The rating is given from low 
to high in which the latter will still remain as a major risk even if specific measures are implemented 
in the short to medium term. 
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Table 1 - Summary of main challenges/risks with different arrangements: 

TYPE OF 

ARRANGEMENT/ISSUE 

Transaction cost 

CURRENT PEDP II 

ARRANGEMENT 

High; each payment 

made from two separate 
sources through two 
different processes 

PARALLEL FUNDING 

* 

High since two separate system 

are still maintained even if i t  is 
for separate expenditures. 

TREASURY 

MANAGEMENT 

Low; since only one 

system for fund 
management and 
accounting will be 
maintained. 

Budget Execution Medium if monitoring of 

service targets are 
applied for CGA 
processing of payments. 
High for advances to 

spending agencies fully 
funded by CPTA. 

Medium for releases through 

CGA (GoB funded expenditures) 
and then requires adherence to 
service targets for processing of 
payments. High for funds from 

CPTA advanced to spending 
agencies since no 
oversight/internal audit by CGA. 

Medium since all 

releases go through CGA 
and then requires 
adherence to service 
targets for processing of 
payments. 

Accounting/ 
Financial reporting 

Medium if IBAS also 
records DP share of 
expenditure, but 
challenges will remain as 
to the reliability of cost 
centre information 
provided to CGA. 

Medium if IBAS also records DP 
funded expenditure and new DPE 
computerised accounting system 
implemented, but challenges will 
remain as to the reliability of cost 
centre accounting. 

Low if advances are 
limited, High if 
significant advances are 
made to cost centres. 

Internal audit Low for transactions also 

processed through CGA. 

High for transactions 

fully funded b D  
fund ed 

unless MoPME internal 
audit is significantly 
strengthened. 

Low for GoB funded 

expenditures. High for DP funded 

expenditures unless MoPME 
internal audit is significantly 
strengthened. 

Low if advances are 

limited. High if 
significant advances are 
made to cost centres 
unless MoPME internal 
audit is significantly 
strengthened. 

Procurement Low in cases with DP 

provisions applied in 
addition to PPR for NCB. 
High for GoB funded 

expenditures. 

Low in cases with DP provisions 

applied in addition to PPR for 
NCB. High for GoB funded 

expenditures. 

High unless specific 

provisions can be 
applied to procurement 
under the program. 

External audit HIGH unless CAG/FAPAD 
audit also include IBAS 
financial statements for 
PEDP II. 

High; unless CAG/FAPAD 
program wide audit including 
both CPTA and GoB funded 
expenditure. 

Low; will be one overall 
comprehensive audit of 
all sources and uses of 
funds. 

1.3 RISK MITIGATION ACTIONS 

The following are some general risk mitigation actions to be considered. 

1.3.1 BU D GE T EX EC UT ION  

For the FMR reports to adequately show the resource effort linked to results, PEDP III should 
include all relevant revenue budget heads, and not only expenditure under the development 
budget if PEDP III is to fund expenditures which are also funded under the revenue budget, i.e. 
one overall integrated budget regardless of sources and uses of funds. 

To ensure that only eligible charges by economic code are made, not only cost centres but also 
the CGA and respective accounting offices should be provided with a circular at the beginning of 
the fiscal year on what are the eligible expenditures under PEDP III as defined by economic codes 
(not only by type of activity). The CGA will then be able to verify that vouchers submitted by 
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cost centres are charged to the relevant economic codes and reduce the additional number of 
economic codes charged and significantly improve the credibility of the reports in accurately 
presenting the type of expenditures. 

Charges to "other revenue" and "other capital expenditures" should be the exception, not the rule. 
To ensure that charges are made accurately, cost centres should be advised on what codes to 
apply for different types of expenditures. 

CGA should present periodic reports on the level of compliance with service targets for 
processing of payments. Compliance with these service targets should be included under the 
scope of annual external audits. 

It is important to determine the areas that will require advance funds and also indicate what would 
be considered reasonable as a trade off between risk and efficiency in program execution. No 
additional advances should be made to any cost centre before submission of SOEs for the 
previous period has been received. If a parallel funding arrangement is being applied, the SOE 
should be accompanied by a copy of the bank statement to verify that closing balance of the SOE is 
in the bank account. 

For advances to schools, they should be transferred directly to school accounts to minimise 
possible "leakages". To verify that spending by schools is for eligible purposes, the suggested 
approach would be to conduct periodic sample surveys of school accounts (annually) with more 
in-depth surveys like Public Expenditure Tracking Studies every 2 - 3 years. 

1.3.2 ACCO UN T IN G AND  F INA NC I AL  REPOR T ING  

DPE has contracted a company to install a web based computerized accounting system which 
eventually will improve the task of reconciliation and enable the presentation of consolidated 
reports from one database of transactions containing entries from each cost centre. This will reduce 
the challenges associated with the manual procedures including manually recording cash book 
entries in spreadsheets and subsequently classify them according to different accounting codes. 

Capacity constrains in accounting at the cost centres at DEO and Upazila levels will still remain as 
a major risk, however strengthening the internal audit function of MoPME will serve to mitigate 
this risk in the medium term. 

If a Treasury Model for funding is applied, CAO/DAO/UAO internal audit and controls will raise the 
level of assurance although likely on account of the level of budget execution since cost centres 
not complying with procedures for execution should not receive additional advances for spending 
before their accounts are made current and reconciled with bank statements. 

If a parallel funding arrangement is being applied, CAO/DAO/UAO should also register the amount 
funded by the CPTA when processing vouchers to issue a check/payment advise for the GoB share. 
This procedure would then allow the IBAS to produce consolidated financial statements for the 
total sources and uses of funds related to PEDP III. The IBAS statements can then be reconciled 
with the SOEs submitted by cost centres to DPE which are the basis for the FMR reports. It will 
enable detailed reconciliation by economic code of IBAS statements with FMR reports, not only 
with the aggregate report on CPTA spending showing total recurrent and capital expenditure. 
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1.3.3 PR O C U R E M E N T  

With a clear definition of which budget heads constitute PEDP III, specific procurement 
procedures can be applied related to these budget heads. In the case of a parallel arrangement 
the procedures applied can be made exclusively for DP funded expenditures while the regular 
Public Procurement Rules can be applied for expenditures processed for payment by 
CAO/DAO/UAO. 

With a requirement for preparation of a procurement plan as the procurement management tool 
and submission of procurement progress reports as part of quarterly FMR reports, compliance with 
agreed procurement procedures can be monitored. 

1.3.4 IN T E R N A L  A U D I T  

To strengthen oversight and control of expenditures of cost centres, sample inspections should 
be conducted within the year, not only ex-post by external auditors. This will require technical 
assistance to MoPME to strengthen the internal audit function. Since PLU plays partly the same 
role by assessing financial statements of DPE and their compliance with requirement in 
replenishment of the CPTA, they could be assigned a role to support the internal auditor and 
conduct within year sampling of SOEs to test their accuracy, reconcile the statements with 
statements in IBAS and assess to which extent the SOEs have been reconciled with bank 
statements. 

1.3.5 EX T E R N A L  A U D I T  

The scope of the external audits should be expanded to include issuing an opinion on the IBAS 
financial statements, not only the FMR as submitted by DPE. Since the final statement of accounts 
is submitted by the CGA later than six months of the close of the fiscal year, it means that this part 
of the audit cannot be completed within six months after the close of the fiscal year as the case is 
today. However, the audit assignment and report could be divided into an audit of the FMR, then 
an audit of the IBAS statement and finally an opinion issued to the reconciliation of the two. 
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1.3.6 SU M MARY O F R IS K MIT I G A TI NG ME AS URE S  

The above has been summarized in the following table; 

Table 2 - Summary of proposed main mitigating measures 

RISK AREA 

Budget 
Execution 

PROPOSED MAIN MITIGATING MEASURES 

Clearly define eligible expenditure/budget heads that constitute PEDP III. 

Monitor CGA service targets for processing of payments. 

Cost centres not to receive additional advances before their accounts are made current and 
reconciled with bank statements. 

Accounting/ 
Financial 
reporting 

A new web based computerized accounting system will improve the task of reconciliation and 
enable the presentation of consolidated reports from one database of transactions containing 
entries from each cost centre. 

Capacity constrains in accounting at the cost centres at DEO and Upazila levels will still remain as 
a major risk, however strengthening the internal audit function of MoPME will serve to mitigate 
this risk in the medium. 

All amounts regardless of source should be registered in IBAS and reconciled with the SOEs 
submitted by cost centres to DPE which are the basis for the FMR reports. 

Internal audit 
Sample inspections should be conducted within the year, not only ex-post by external auditors. 
This will require technical assistance to MoPME to strengthen the internal audit function and/or 
outsourcing key internal audit tasks. 

Procurement 
With a clear definition of which budget heads constitute PEDP III, specifc procurement prroccdurrs 
can be applied to procurement funded under these budget heads. 

External audit 
The scope of the external audits should be expanded to include issuing an opinion on both IBAS 
financial statements and FMRs as submitted by DPE. It should include an audit of of CGA compliance 
with service targets. 

1.4 RECOMMENDED NEXT STEPS 

It is suggested as a point of departure for deciding PEDP III funding arrangement that a Treasury 
Model is considered. The details of such a model will need to be developed after the program has 
been designed in more detail with specification of eligible expenditures (GoB budget heads by 
operational and economic codes). 

However, there are some issues that could be discussed between MoPME, MoF, CGA and DPs at 
this stage; 

x The procedure for assignment of budget heads in the development budget for PEDP III (an 
operational code for each sub-program/component) and the format for reporting on 
expenditures from the IBAS that will form the basis for release of DP funds. The assignment 
of budget heads are also to ensure that CGA is in a position to assess if cost centres assign 
relevant PEDP III budget heads and no other costs are assigned to these budget heads for 
other types of expenditures or other cost centres. 
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 Levels and procedures for CGA release of advances to cost centres for specific budget 
items (like training) and what will be required to trigger such releases, both the initial 
advance and subsequent replenishment. For cost centres at central, district and Upazila 
levels follow an initial Government Order (GO) and subsequent within year releases based 
on Statement of Expenditures (SOE). 

 Procedures for school based funding; advances to school bank accounts like the current 
systems for advances related to School Level Improvement Plans (SLIP) and then 
procedures of assessing school compliance with the use of funds for eligible expenditures. 
This could be undertaken by annual audits of a sample of schools and periodic Public 
Expenditure Tracking Studies (PETS). 

 A procedure needs to be established for monitoring and reporting on service targets 
applied for CGA processing of payments to ensure timely release of funds including 
monitoring of the extent to which cost centres are requested to make re-submissions . 

 To further discuss separation of DP funding into performance based releases and releases 
based on evidence of expenditures for PEDP III. In the former case it will be an issue of 
agreeing what type of performance indicators are to serve as triggers for release. In the 
latter case if releases are to be made against expenditure for specific subprograms/budget 
heads or for the entire PEDP III. 

 Design of required assistance to strengthen internal audit of MoPME to also oversee the 
implementation of PEDP III. This should be an integrated element of PEDP III. One option is 
to change the current role of PLU to complement MoPME in undertaking within year 
financial audits of cost centres and assessment of their compliance with regulations and 
procedures. Another is to outsource this task to an external audit firm contracted by 
MoPME. 

 Since the current Public Procurement Rules of Bangladesh are not fully in compliance with 
some development partner's requirements, an agreement needs to be reached on what 
additional conditions should apply and whether it is to be applied for PEDP III at large or 
only for specific budget heads/sub-programs that DP releases may be linked to (unless 
releases are made against total PEDP III expenditures). 

 Under a Treasury Model all funds will flow from the CF and thus be managed as regular 
domestic funds of the GoB. Subsequently, an agreement needs to be reached on what 
directorate under the CAG will undertake the audit and timing for presentation of the CAG 
report. This will also require that timing of submission of final accounts from IBAS relating 
to PEDP III is agreed to (e.g. within six months of the fiscal year and the subsequent audit 
report within nine months after the close of the fiscal year). 

All the above issues should be incorporated in Joint Financing Arrangement (JFA) to be developed 
following a first draft PEDP III document. The draft JFA should then be subject to a consultative 
process between DP and GoB to address all the procedural elements of the JFA including the 
funding arrangement and disbursement modality. This process should likely start when a first draft 

PEDP III document is presented for appraisal by the DPs (August/September 2010) and will require 
several joint consultations between MoPME/DPE, MoF, CGA and DPs for a two week period. The 
first full draft will then be submitted for a review by DP headquarters. 
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At the end of the appraisal of PEDP III (likely to take place in October/November 2010) a second 
round of consultations should be made related to the JFA to reach a final draft acceptable to all 
parties and which will serve as the main reference document in formulation of grant/credit 
agreements with GoB to ensure consistency between them as concerns disbursement, 
monitoring and reporting procedures. 
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2 BACKGROUND 
This report presents the findings from a mission to Dhaka, Bangladesh, to assess fiduciary risks 
associated with different funding arrangements being considered for PEDP III; phase III of the 
Primary Education Development Program (PEDP) in Bangladesh. It builds on findings from a 
mission in December 2009 which reviewed the current funding arrangement for PEDP II and 
assessed different opportunities for gradually moving fund management arrangements more 
aligned to the regular public financial management system of the Government of Bangladesh. 

The mission was conducted during 15 February and 1 March 2010 and included consultations with 
the Ministry of Primary and Mass Education (MoPME) and in particular the Department of Primary 
Education (DPE), the Ministry of Finance (MoF), the Controller General of Accounts (CGA) 
including the Chief Accounting Officer (CAO) for MoPME, one District Education Office (DEO) and 
District Accounting Office (DAO) as well as representatives of Upazila Education and Accounting 
Offices (UAO/UEO), the Local Government Engineering Department (LGED) and representatives 
of DPs considering funding for PEDP III. 

The report also builds on previous reports from and joint consultations with Furqan Ahmad 
Saleem, Sr. Financial Management Specialist of the World Bank who has done significant 
preparatory work in assessing different future funding arrangements that may be considered in 
Bangladesh for program based funding which is also taking into account funding arrangements 
applied among others in Pakistan for sector programs. The mission also benefitted from 
participation of the financial management specialists of the Program Liaison Unit (PLU) of PEDP II 
participating in many of the consultations. 

Before presenting various challenges/risks and opportunities related to different funding 
arrangements a brief presentation of relevant features of the GoB regular public financial 
management (PFM) system is made. 
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3 GOB BUDGET AND BUDGET EXECUTION 
 

3.1 DUAL BUDGETS 

The government is using a medium-term budgetary framework (MTBF) for more strategic 
budgeting to align public expenditures with national priorities. However, the GoB still plans and 
manages public spending through two annual budgets; the Revenue budget and the Development 
Budget. 

In Bangladesh the "Revenue Budget" covers recurrent and capital expenditures funded from the 
Consolidated Fund (CF). The "Development Budget" or "Non-Revenue Budget" consists of 
development projects and programs with both recurrent and capital expenditure funded by 
external funding from Development Partners (DP) as well as funds from the CF. The budget in 
Bangladesh is accordingly not integrated but split between a "regular budget" comprising 
recurrent and capital expenditure with details by institutional and economic classifications while 

the ―development budget‖ is a list of projects with overall ceilings for recurrent and capital 
expenditure by program/project. 
 

3.2 REVENUE BUDGET 

The revenue budget is prepared on an incremental basis taking into account previous years 

expenditure outturns. It is a bottom up process in which all spending units from Upazilas, 

Districts and Ministries prepare their estimated funding requirement for the next fiscal year. 

The revenue budget for primary education is prepared by the Upazila Education Officer (UEO) 
which is consolidated into the District Education Office (DEO) revenue budget and subsequently 
submitted to MoPME for consolidation into an overall budget submission. The revenue budget is 
finalized by the Ministry of Finance (MoF) and approved by Parliament. This authorizes 
ministries to distribute allocations and authorize spending by subordinated institutions through 
Government Orders (GO). 
 

3.3 DEVELOPMENT BUDGET 

The development budget is composed of individual projects which are brought together in the 
Annual Development Plan (ADP). The budget for each project is managed by a project director. 
For most projects the approval of the annual development budget by Parliament is not sufficient to 
permit the project director to start allocating funds. No spending can take place until detailed 
spending plans are submitted to MoF. After these are approved the ministry releases funds, 
usually on a quarterly basis. 

Each project director produces monthly statements of expenditure. In addition, the CGA's office in 
the MoF keeps expenditure records on selected projects where spending goes through the 
government's accounting system. 

The Ministry of Planning (MoP) by its Implementation Monitoring and Evaluation Division 
(IMED) monitors physical and financial progress in implementing the ADP through receipt of 
quarterly progress reports from the ministry/agency implementing them (the ministry/agency 
accountable for the funds). 

Once approved various Government Orders (GO) are issued by MoF to line ministries and 
central agencies which allow them to withdraw funds from the Consolidated Fund in accordance 
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within the budget ceiling allocated. The line ministries and central agencies in turns issue GOs to 
respective subordinated agencies allowing them to withdraw their share of the budget allocated by 
the central ministry/agency. 

Monitoring of execution by MoF is first and foremost concerned with maintaining spending levels 
within recurrent and capital ceilings for the program/project. Monitoring of execution by the 
department or ministry accountable for the funds however will include monitoring of expenditure in 
accordance with their Annual Operational Plan (AOP) for the program/project. 
 

3.4 GOVERNMENT BUDGET CODES AND CHART OF ACCOUNTS 

For the Government budget and accounts a 13-digit classification system is used for allocation and 
recording of expenditures. The first digit is the legal code which distinguishes between receipts and 
expenditure (and recurrent and capital). The next four digits comprise the functional code, which 
denotes the ministry and department accountable for the funds. The next four digits — the 
operational code — indicates who is responsible for implementing the financial plan; the entity or 
program/project. The final four-digit identifier, the economic code, reveals the use of the funds i.e. 
type of expenditures. These codes are applied consistently across the state accounts. In the budget 
presentation the above codes are used for the revenue budget detailed budget ceilings. 

For the development budget, the allocation per economic code is not shown for most program 
and project budgets. This is because project and program budgets present spending by 
components and activities rather than by economic classification codes (e.g. like PEDP II). 
Accordingly, the budget allocations appear with the first 9 digits which the first indicate the source 
(development expenditure) and separate the budget between recurrent and capital expenditures 
only (development "revenue expenditure" and development "capital expenditure"). Each project 
program can be identified by ministry or department accountable for the funds and the unique 
operational code for the program/project

3
. 

 

3.5 BUDGET EXECUTION 

Execution of all GoB revenue and development expenditures follow procedures as regulated in a 
set of Treasury and Financial Rules of the GoB4. All payments are processed through the 
Controller General of Accounts (CGA)5 with its Accounting Officers (AO) at different levels; a Chief 
Accounting Officer (CAO) for each central ministry/agency, a District Accounting Officer (DAO) 
located in each District and Upazila Accounting Office (UAO) in each Upazila. 

The government has established a consolidated accounting system, the Integrated Budget and 
Accounting System (IBAS) to register all GoB executed payments from the consolidated fund. 
The respective Accounting Officers of CGA (CAO/DAO/UAO) register all the payments in the 
IBAS system. Each transaction is given an economic code when entered into the IBAS system. 
The IBAS system keeps track of which CAO/DAO/UAO that processes the payment enabling 

3 In the case of PEDP II this translates into the following digits; legal code 5 - which is the legal code for Consolidated 
Fund Development Expenditure, functional code 2431 - which is the functional code of the Department of Primary 
Education and operational code 5000 - which is the operational code assigned to Primary Education Development 
Program-2; 
4 "Government of the Peoples Republic of Bangladesh - Compilation of General Financial Rules", Ministry of Finance, June 
1998. 

5 CGA serves basically three functions; as the treasurer, public accounting and internal auditor of GoB. 
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tracking of the expenditure to a specific payment office both for revenue and development 
expenditures. 

The IBAS system serves as a payment register and accounting system for all GoB payments from 
the CF. All CAOs and DAOs have computer terminals through which they make the entries. UAOs 
are to enter their transactions in the DAO terminals as a minimum every month to enable monthly 
reconciliation of accounts. Each terminal is connected to the central server of the IBAS system at 
the CGA office in Dhaka through a dedicated radio link. I t means that all transactions are recorded 
in real time and stored in one database of transactions from which consolidated reports can be 
produced across all classification codes (legal, functional, operational and economic codes) as well 
as detailed reports for each Upazila, District and Ministry. 

Each spending unit (central, district and Upazila level cost centre) has a drawing and 
disbursement officer (DDO), who authorizes spending and is accountable for it. DDOs follow a 
set process to spend from the budget allocated. First, they prepare a voucher which should not 
exceed the budget allocation (or the remaining balance). The bill is then presented to the 
accounts office of CGA at their level. For a ministry, department or other central agency this is the 
CAO, at the district level the DAO and the Upazila level the UAO. 

Once the voucher6 is received by the respective accounting office (CAO/DAO/UAO), they register 

the voucher in the IBAS system by giving it a unique "token number" (journal entry number). The 

entry number serves as a unique code to identify the transaction and with a date for when it was 

assigned. 

Internally in the accounting office, the voucher with the bill is assessed in terms of legality by 

checking if the voucher is supported by relevant evidence of expenditure incurred (invoice in 

original) and that the spending unit presenting the bill also have assigned an accounting code 

(economic code) reflecting the type of expenditure7. In some cases this process may lead to a 

request from the spending unit to present additional documentation or correct the voucher 
(resubmission). 

Once the voucher has been passed internally in the accounting office a payment order is issued. 
The voucher is then registered in IBAS with an accounting code (economic code) which identifies 
the nature of expenditure. Based on the payment order a check (or transfer instruction to the bank) 
is issued. The check/transfer order is then registered in IBAS. The spending unit will collect the 
check and make the payment to the payee (e.g. supplier). In the case of Upazilas, the Upazila 
accounting officer do not issue checks but submits a payment advise to the bank to issue checks 
paid directly to the payee. 

When the checks are cleared with the bank (money withdrawn by the payee) the accounting 
office enters the payment in the IBAS system as expenditure. 

CGA monitors all spending units by producing analytical reports to assess processing of payments 
and execution of budgets at the CAO, DAO and UAO levels. Since the date of each entry is 
recorded in the IBAS system, the process of payment is monitored. There have been several 
concerns related to processing time for payments by many spending units, sometimes claimed to 

6 In Bangladesh the term "bill" is used both for invoices as well as request for payments (vouchers). 
7 In the case of the "two check" system applied by PEDP II, the accounting officer also check s if the share to be paid of the bill 
from the government CF has been correctly calculated. 
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be deliberate delays by some accounting offices because of "rent seeking"
8
. As a response to this 

CGA has internally issued "service targets" in the form of maximum processing time from date of 
entry of the voucher to a check is to be issued or transfer request made. The service standards 
vary by the nature of the payment. For regular operational expenditures the number of days for 
processing the payments should not exceed three days9. 

At the close of the fiscal year (30 June) no new vouchers are processed by the AOs (no more 
checks issued). However, the IBAS system continues to be updated as and when checks issued 
are cleared. 

Most checks issued have a maturity of three months and thus by October a "trial balance" can be 
produced. The various CGA offices start a process of reviewing their annual statements on a 
transaction basis to ensure that entries made are correct. Then the CGA centrality reviews the 
entries for the year for each AO to review the appropriateness of entries made. For instance, if a 
transaction under PEDP II has been charged to an economic code which does do not appear 
relevant to the type of expenditure that can reasonably be expected for an education sector 
program, the CGA will seek explanation from the AO office which will then correct the entry. With 
the close of this process respectively a final Appropriation Account (final accounting statement) for 
each grant under respective ministry/agency is prepared. They are subsequently consolidated into 
the annual accounts of the GoB and submitted to CAG. 
 

3.6 INTERNAL AUDIT AND CONTROL 

The three chief accounts offices which discharge constitutional responsibility regarding the 
accounts of GoB and who work under the direct supervision and guidance of the CAG are: 

(a) Accountant General; Civil Accounts (CGA) 
(b) Controller General; Defence Finance Accounts (CGDF) 
(c) Additional Director General (ADG) of Bangladesh Railway Accounts. 

The CGA and subordinated offices serve as the treasurer (pay station), accountant and internal 

auditor (pre-audit) of GoB funds, all functions vested in one and the same institution. 

The CGA is responsible for the accounts of the GoB Civil Departments. CGA has accounting offices 
for all ministries, districts and Upazilas. CGA is responsible for compilation of the Monthly and 
Annual Accounts (Finance Accounts) of the Government as a whole

10
. 

In addition to checking vouchers at the time of processing CGA monitors entries into IBAS by 
different AOs and in cases of entries appearing to be charged to the wrong accounting code they 
contact the relevant AO to seek clarification. 

8 Frequently referred to as "speed money" in which the payee has to surrender part of the payment to an accounting officer for 
the payment to be processed. 
9 When consulting representatives of the CGA they advised that the processing time should not exceed three days. However 
when consulting districts some appear to apply seven days as the service target, i.e. the service target applied do not appear 
to be the same for all accounting offices. In one district and one Upazila visited the average processing time was seven days 
from submission of voucher to issue of check with another seve n days before the check was cleared (banking days). 
10 Incorporating those of the Defense and Railway Departments which fall under other accounts offices than CGA i.e. CGDF 
and ADG/Finance. 
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At the level of ministries and other central government agencies, there are in addition Internal 
Auditors appointed who are to conduct audit compliance with financial regulations. In 2005 an 
internal audit manual was issued to guide the work of the internal auditors. 

MoPME has an internal auditor function. Some subordinated directorates/departments also 
have internal audit units. 

In the case of PEPD II the Local Government Engineering Department (LGED) has internal audit 
units, DPE does not. The LGED is in charge of managing and supervising contracts for Civil 
Works. Their "Internal Audit Cell" implements regular audits on a sample basis of subordinated 
offices including contracts awarded and their implementation for PEDP II. I t  includes audits of 
payment advise prepared for execution by DPE to contractors. 
 

3.7 PROCUREMENT 

The Public Procurement Regulations (PPR) became effective from 2003 and enacted as law in 
2006. Recently new Public Procurement Rules were adopted with some major deviations from 
recommended good practice principles11. The implementation of the PPR is overseen by a 
Central Procurement Technical Unit (CPTU) under the Ministry of Planning (MoP) . 

The PPR establish Public Procurement Processing and Approval Procedures, which all cost 
centres are bound by: the rules describe various procedures including the role and composition of 
bid evaluation committees as well as the application of check list and timetable for the 
procurement procedures. Several cases studies12 show that cost centres generally follow the 
regulations in an adequate manner; however, the reports by CAG for PEDP II suggest that there 
are issues of non-compliance, collusion and misappropriation related to procurement. 

Few projects use a procurement plan as the procurement management tool and record of the 
procurement activity for the duration of a project. The systems at many agencies do not allow 
producing an overall procurement plan for the institution enabling queries by auditors, 
independent reviewers, suppliers and the general public e.g. if i t  displays concentration of 
contracts to few suppliers. 
 

3.8 EXTERNAL AUDIT 

The Comptroller and Auditor General (CAG) is constitutionally appointed by the President. 
According to Article 129 of the Constitution, the CAG cannot be dismissed without the same 
procedure and reasons adopted in dismissing a Justice of Supreme Court. 

The CAG conducts the audit through nine separate audit directorates : 

1. Commercial Audit Directorate - Audit of all Public Corporations and State Owned 
Enterprises including National Commercial Banks and Financial Institutions. 

2. Local and Revenue Audit Directorate - Audit of all Civil Government Departments, Local 
and Statutory Bodies including Municipalities/City corporations. 

1 1  Among others the opportunity to apply a lottery system for selection of bidders. 
12 Ref. among others World Bank LGED risk assessment. The World Bank’s (2003a) latest assessment of LGED’s 

procurement function gives i t  an average risk rating, and concludes that LGED has the technical skills to support th  

e 
procurement function but lacks the systems to ensure that the procurement activities are closely monitored for 
compliance. 
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3. Civil Audit Directorate - Audit of Accounts maintained in all office of the CGA, 
Thana/Upazila Accounts Offices, District Accounts Offices, Regional Accounts Offices and 
Chief Accounts Offices. 

4. Works Audit Directorate - Audit of Works expenditure relating to Public Works 
Department, Roads and Highways Department, Water and Power Development Boards, 
Dhaka Electric Supply Authority, Water and Sewerage Authority, Civil Aviation Authority of 
Bangladesh, Local Government Engineering Department , Public Health Engineering 
Department, and other development authorities related to public works. 

5. Foreign Aided Projects Audit Directorate (FAPAD) - Audit of all Development, Investment 
and Technical Assistance Programs and Projects in the public sector funded by Foreign 
Aid. 

6. Railway Audit Directorate - Audit of Bangladesh Railway. 
7. Postal and Telecommunication Audit Directorate - Audit of Postal, Telephone 

Departments and the Offices of the Chief Accounts Officers, Ministry of Post and 
Telecommunications. 

8. Defence Audit Directorate - Audit of all units/formations of Armed Forces, Inter Services 
Organizations and Offices of the Defence Finance Department 

9. Overseas Missions Audit Directorate - Audit of all Overseas Missions, Nationalized Banks 
and Shipping Corporation Offices abroad. 

Each of the Audit Directorates is headed by a Director General who is responsible for conducting 

external audits in a specific functional area of the public sector. A Director, several Deputy 

Directors and a number of field auditing staff grouped into teams, assist the Director General. The 

Draft audit reports of the Directorates are sent to the CAG office for quality assurance and 

approval of the CAG. With the approval of the CAG, the reports are sent to the President, who 

subsequently submits them to the Parliament. 

The auditor general conducts the audit as and when the Final Accounts have been submitted by the 
CGA (ex-post financial and compliance audit). Due to political developments in Bangladesh with 
several years without a Parliament, a new Public Accounts Committee (PAC) has only recently 
been formed which prioritize clearing the backlog of past audit observations yet to be reviewed. 
Four sub-committees have been formed to review and prepare a summary report to the full 
committee with recommendations as to all these observations which go back several years. 

FAPAD sometimes conducts audits in accordance with terms of reference jointly agreed to by the 
GoB and the DPs (like in the case of PEDP II). In these cases FAPAD audits are presented within 
six months of the fiscal year but then only for DP funded expenditures (like the case is for PEDP II 
in which case FAPAD issue an opinion on the FMR but not on the final accounts presented in the 
IBAS). 
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4 PEDP I I  BUDGET AND BUDGET EXECUTION 
 

4.1 PEDP I I  BUDGET 

PEDP II is a development program and the budget for PEDP features in the development budget of 
the GoB. Each year DPE prepares an Annual Operation Plan (AOP) with details of activities and 
associated budget by activity. The AOP is submitted through MoPME to MoP as part of the sector 
Annual Development Plan of the ministry for integration into the overall Annual Development 
Program (ADP) of the GoB. 

The ADP and the project/program proposals are assessed on the basis of the total resource 
envelope allocated to the sector. The resource envelope is determined by sector priorities and 
MoF fiscal projections and targets for the fiscal year13 as part of the budget process. 

Once approved, the total recurrent and capital budget allocated for PEDP II is entered into the 
consolidated development budget with a budget ceiling for total recurrent ("revenue") and capital 
expenditures i.e. not for each budget head/economic/operational code. 

Since the chart of accounts of the GoB is divided into operational, economic and broad functional 
categories, monitoring of overall budget execution by the MoF is basically focussed on maintaining 
recurrent and capital ceilings allocated, not expenditure by component and activity nor by detailed 
type of expenditure (economic classification). 

The PEDP II budget (like the budget of many other projects) is developed by costing activities 
under each component with presentation of the overall annual budget in the AOP by component 
and activity. The annual budget is prepared by the DPE based on the PEDP overall plan taking 
into account activities implemented and results to date. The various subordinated cost centres 
DEOs/UEOs do not prepare budgets for their PEDP activities but are allocated responsibilities and 
funding from the budget by DPE issuing a GO for each activity. DPE monitors execution of costs 
by activity, not by cost item codes. 

Of the funds controlled by DPE, they have traditionally been split into two tranches so that 
spending units receive two releases roughly six months apart for "contingency expenditures" like 
telecommunication, electricity, stationary, etc. i.e. same type of expenditures that are also funded 
through the "revenue budget". For other expenditures like training, equipment, civil works DPE 
issues GOs for each activity throughout the year to the cost centres which are to implement the 
activity with release of advance funding to the cost centre bank account. Some of these releases 
are results of requests from spending units and reallocations are sometimes made across units. 

The drawing and disbursement officer (DDO) is mandated to authorize spending and is 
accountable for in PEDP the DEO and the UEO at the district and Upazila levels. These DDOs 
spend funds for their own administration costs, for activities they are to implement from DPE GOs 
including expenditures to benefit schools. Schools either receive advance, or reimbursement for, 
school-level expenditure. There are no spending units below the Upazila level in primary 

13 The fiscal year in Bangladesh runs from 1 July to 30 June . 
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education; schools rely on the UEO for all payments either by receiving cash from them or in 
kind contributions. For all receipts schools maintain cash books. 
 

4.2 PEDP I I  BUDGET EXECUTION - DUAL FUND FLOWS 

External funding for PEDP II flows as a parallel resource flow to government contributions 

through the following arrangements; 

x Direct payment to suppliers by the World Bank (WB) for contracts awarded through 
International Competitive Bidding (ICB) to procure paper for textbooks. 

x Direct payment to suppliers by the Asian Development Bank (ADB) for contracts 
awarded for all other ICB. 

x Payment by DPE from a Common Pool Taka Account (CPTA) when using national 
procurement regulations (PPR) and for operational expenditures which comprise over 
80% of the PEDP II expenditures excluding GoB's contribution to stipends. 

x Parallel funding (Unicef, JICA, AUSAID). 

The procedures for release of funding from these different sources vary and so do the systems 
and procedures for accounting for their use, i.e. expenditures funded from the CF and the 
different DP arrangements are accounted for separately. The different resource flows are subject 
to different procedures for internal audit and control of expenditure. 

The CPTA is funded by transfers from three imprest accounts, each holding deposits by different 

DPs (one with ADB contributions, one with WB contributions and one with grants delegated to 
ADB from six DPs14). The CPTA is replenished based on withdrawal applications (W/As)15 
accompanied by a consolidated statement of expenditures from cost centres. The application is 
reviewed and processed by ADB as the lead DP on behalf of all the pooled DPs including the 
World Bank16. 

The funds from the CPTA account are advanced to operational bank accounts of 1117 cost 
centres which include DPE, DEOs and UEOs. 

For each payment under the PEDP II these cost centres draw money from these bank accounts for 
the agreed CPTA share of each expenditure. Simultaneously the cost centres are to process 
payments for the GoB share of the same expenditure. They do so by presenting the bill to be paid to 
the AO indicating what account is to be charged according to GoB chart of accounts and the GoB 
share i.e. the procedure requires that each input is paid by two payment processes and sources; 

1. Withdrawals of the DP share of all other PEDP II expenditures (both supplies under 
national competitive bidding and other recurrent and capital costs) that is funded from the 
CPTA17. 

14 The DPs providing grant funding to the Common Pool are Canada, European Union, Netherlands, Norway, Sweden and 
United Kingdom. 

15 PEDP II uses one common withdrawal application format endorsed by all the pooling DPs and GoB. 

16 A review is conducted by a Program Liaison Unit (PLU) supporting the poling DPs in monitoring that the GoB execution of 
PEDP II is in compliance with the agreements with DPs agreements. 
17 The share appears to have changed over the years but was initially 67.65% from CPTA and 32.65% from the GoB. 
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2. Requests for transfers/checks to be issued by the accounting offices of the CGA in 
accordance with the regular Financial Regulations of the GoB to be drawn from the CF for 
payment of the GoB share of each expenditure. 

The result is two checks; one with the GoB share of the payment and one from the bank account 
holding advance deposits from the CPTA. With the two checks the payee receives the full amount 
due. The same system also applies to paying salaries and allowances of extra teachers funded under 
PEDP II as well as management staff at DPE. Only in the case of training the CPTA is used to pay 
the total expenditure ("one check"). 

Each cost centre maintains cash books where they record all receipts and expenditures from all 
sources. The cash books are current, i.e. each transaction is recorded when incurred. 

The GoB share of the payment is registered in the IBAS system and reconciled by CGA when the 
check is cleared. Since the IBAS system is a fully integrated computerised accounting system in 
which all entries of AOs are directly stored in the central IBAS server of CGA, all statements 
produced by the IBAS system are current. It is only the GoB share of the expenditure that is 
recorded in the IBAS system through this process. 

The CPTA share recorded in the cash book is reconciled by the cost centre with bank statements as 
and when received from the bank. Every three months the cost centres submit their SOEs to the 
finance division of DPE to consolidate the information into a statement of expenditure covering 
PEDP II in total. The SOEs present statements of expenditures by PEDP II activity code and 
economic code as well as the share paid by GoB and CPTA. The process is manual i.e. the SOEs 
are entered into an excel spreadsheet by DPE to produce an overall consolidated statement. 

Each month DPE submits a statement to CGA on the total recurrent and capital expenditure of 
PEDP II funded from the CPTA. These amounts are entered into the IBAS by CGA under two 
separate budget heads; "6881 - Unallocated block Grant Allocation" - for total recurrent 
expenditure funded by CPTA and "9701 - Miscellaneous Capital Expenditures" for total capital 
expenditure funded by CPTA i.e. the amounts are not distributed according to relevant budget 
heads. 
 

4.3 PROCUREMENT 

For large scale imports of goods and services DPE follows the International Competitive Bidding 
(ICB) procedures of ADB and the World Bank. 

For goods, services and civil works procured in Bangladesh DPE follows National Competitive 
Bidding (NCB) procedures as reflected in the Public Procurement Rules of (PPR) of GoB. 
However, recently some specific provisions were introduced following changes in the PPR (in 
2008) which deviate from international best practice in some key areas. 

Most of the procurement under NCB is conducted by DPE and LGED (for civil works and 
equipment to schools). 
 

4.4 INTERNAL CONTROL 

For the GoB share of expenditures the GoB procedures apply, i.e. pre-audit by the CGA Accounting 
Offices. For CPTA it means that in the case of cost sharing the CPTA share is subject to the same 
review as for GoB spending. 
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For training (100%) funded by CPTA there is no specific internal audit and control procedure other 
than the directions in terms of spending given in the GOs issued by DPE to the cost centres. 
Internally in DPE there is no internal audit and controller. 
 

4.5 EXTERNAL AUDIT 

External audits are annually conducted by the FAPAD (regular financial and compliance audit 
covering a sample of transactions and cost centres). The scope of the audit is determined by the 
agreement with DPs. The audits appear to be concluded six months after the fiscal year which is 
before the GoB has produced final consolidated accounts based on statements produced by their 
IBAS system and long before the other directorates of CAG have been able to conclude their 
audits. 

For the fiscal year 2008/09 the audit of PEDP II was concluded in December 2009 with 
submission of an Audit Inspection report from FAPAD to the Secretary MoPME. 

In addition financial and compliance audits, a specific procurement audit have been conducted 
by separate external auditors contracted by ADB with the latest report submitted in December 
2009 for the fiscal year 2007/08 (18 months after the close of the fiscal year). 

Both audit reports have issued adverse opinions due to DPEs inability to present a financial 
statement based on a full reconciliation of closing balances of bank accounts in accordance with 
bank statements i.e. individual and overall bank reconciliation appears to be a major challenge; 
this in addition to compliance with procurement regulations by the various cost centres

18
. 

18  Ref. "Audit Inspection Report" submitted by FAPAD for the FY 2007/08 and FY 2008/09 on 31 December 2008 and 2009 
respectively, and the "Financial Audit Report" and "Procurement Audit Report" submitted by Howladar and Yunus & Co an 

d 
Msaih Muhith Haque & Co 31 December 2009 for the FY 2007/08. 
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5 MAIN CHALLENGES WITH CURRENT PEPD II ARRANGEMENT 
 

5.1 DUAL SOURCES OF PAYMENT AND DUAL SYSTEMS OF ACCOUNTING 

There are several challenges observed with the current arrangement. The main causes of these 
challenges appear to be linked to the following; 

1.  The accounts for PEDP II are produced by two separate entities in two separate systems 
(IBAS and FMR) which are to account simultaneously for the same expenditures but do 
not since their accounting procedures and practices are different. When reconciling 
information from them they display different amounts for the same expenditure items and 
different types of charges even after adjusting for the difference in accounting for 
advances. It undermines the credibility of financial reports from both systems. 

2.  The flow of funds include two separate processes, one allowing advances (CPTA) while 
the other is a highly centralized system with strict control on all payments with limited 
advances (CGA). The former concerns advances to 1117 cost centres each holding a bank 
account from which they withdraw the advance directly and report on its utilization through 
SOEs. 

The above produces a number of challenges in monitoring budget execution, in proper 

assignment of expenditure to relevant budget heads, in reconciling information, in producing 

credible consolidated financial statements and in audit of all expenditures under PEDP II. 
 

5.2 CHALLENGES RELATED TO DESIGN OF FUNDING ARRANGEMENT 

PEDP II is defined by component and activity but the type of expenditures has not been defined in 

accordance with the regular chart of accounts of the GoB i.e. what type of expenditures as 

defined by the economic codes are eligible. 

PEDP II includes expenditures also funded from the revenue budget i.e. when relating PEDP II 
expenditures to results, i t  should then take into consideration that many of the same 
expenditures are also being funded by the revenue budget. Otherwise there should be a 
separation of the type of expenditures funded from the two sources. 

Box I - Expenditure charged to the revenue budget also charged to PEDP II 

So called contingency charges are considered eligible also under PEDP II. The same cost centres 
are also allocated budget ceilings for the same expenditure under the revenue budget. For a DEO 
procuring e..g teaching materials, the payment is processed through the respective DAO which 
then issues a check for the DEO to pay the supplier. However, when the remaining balance under 
the revenue budget ceiling is not sufficient to pay for the next request from the school, the DEO will 
process the next bill with one share to be paid from GoB and the remaining amount paid by its 
account holding CPTA advance. In this case the CAO will charge PEDP II, i.e. the GoB 
development budget and not the revenue budget. 

When monitoring PEDP II and the resulting inputs and outputs at the different levels, it is not 
taking into account that the revenue budget is funding the same expenditure i.e. understating 
the resource effort in achieving the result. 
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5.3 CHALLENGES RELATED TO BUDGET EXECUTION 

5 . 3 . 1  D U A L  S O U R C E S  F O R  E A C H  P A Y M E N T  

For each cost centre the DDO processes a payment by drawing funds (usually in the form of 
checks) from two sources; the accounting office of CGA and from the account holding advances 
transferred from the CPTA. In the former case the DDO presents a voucher to the accounting office 
(CAO/DAO/UAO) who processes it for payment and issues a check equivalent to the GoB share of 
the PEDP II expenditure. The DDO issues a check for the DP share of the same expenditure from 
the account holding advances transferred from the CPTA. With the two checks the DDO pays the 
payee (e.g. a supplier). The transaction is recorded in the cash book of the cost centre. 

The GoB share of the payment is registered in IBAS. The cost centre submits periodic Statement of 
Expenditures (SOE) for the total amounts paid to DPE. DPE consolidates the SOE and presents the 
total sources and uses of funds for PEDP II in the quarterly Financial Monitoring Report (FMR). 
Each month DPE also reports the total recurrent and capital expenditure (not by economic code) 
funded by CPTA to CGA for inclusion in IBAS. Ideally the total in IBAS and the FMR report should 
then be the same if all payments are included in both records. 

Figu re  1  -  PE DP  II du al  p ay m en t  s y s t em  

 

At Upazila level, the accounting office (UAO) issues payment advise to the bank once a voucher has 
been processed i.e. in this case it is the bank that pays the payee with the GoB share of the 
expenditure. The bank in turn submits a list of payments cleared to UAO for entry into IBAS to register 
the payment as expenditure. Since many of the bank branches do not have computerized systems, 
the processing time may vary considerably and errors may occur in respect of amounts entered both 
in terms of GoB and CPTA funds. It also delays the reconciliation of cashbooks and financial 
statements due to delays in obtaining bank statements. 
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5.3.2 ADVANCES OR EXPENDITURES 

Government advances small amounts in cash to cost centres from the revenue budget. Advances in 
the IBAS system are recorded as expenditures. It means advances are registered as expenditures 
ones the check is cleared even if a financial statement from the cost centre is not presented i.e. 
some expenditures are accordingly in reality budget execution figures, not accounting figures. This 
is typical for many treasury systems that provide "transfers" to lower levels for who have 
discretionary authority (typical for school grants etc.). 

However, this is not the case for funds charged to CPTA with DPE. In this case DPE registers all 
payments as advances until SOEs are presented to them from the cost centres i.e. the definition of 
"expenditure" is different for IBAS and FMR reports. This is the main reason why FMR reports 
(excluding advances) and IBAS (including advances) show different levels of expenditures. 

5.3.3 PEDP II EXECUTION ACCORDING TO CGA AND DPE DIFFER 

When comparing the cost by each budget head in the annual financial statements for 2007/0819 
(IBAS and FMR) there are notable differences in what type of expenditures appears to have been 
incurred. The IBAS financial statement shows that charges under PEDP II have been made to 145 
economic codes while charges under FMR are only made to 45 economic codes i.e. the two 
reports display different types of expenditures. 

The difference appears mainly to be at the District (DEO) and Upazila (UEO) levels, i.e. they have 
advised the DAO/UAO to charge an economic code different from what they present in the SOEs 
submitted to DPE and/or DPE adjusts the SOEs to fit with the PEDP II budget without a similar 
adjustment made by the CAO/UAO in the IBAS. 

5.3.4 TOTAL EXPENDITURE ACCORDING TO CGA AND DPE DIFFER WITH A SMALL MARGIN 

When comparing the above two statements and including advances as reported in the FMR 
report ideally they should show the same total spending. Due to end year adjustments made by the 
CGA for some transactions they differ but with a small amount. 

The CGA adjustments are made because when reviewing some PEDP II expenditures it appears as 
if they have been charged the wrong economic code and sometimes wrong program/project20. This 
will necessarily lead to a deviation in the total expenditure between the FMR and the IBAS reports 
however it appears to be small (less than 0.6% in 2007/08). 

Table 3 illustrates the above observation. By reconstructing the accounting statement of IBAS to fit 
with the format of presentation as it appears in the FMR report we have been able to compare the 
statement of expenditure by each economic code (in the table grouped into broad types of 
recurrent and capital expenditures). 

19  The 2007/08 statements were used since CGA has not yet completed the final account for 2008/09 . 

20 In some cases also the wrong budget i.e. development rather than revenue budget and vice versa. 
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Table 3 - Total PEDP II expenditures including advances as per IBAS and FMR 
reports 2007/0821 (in millions of Taka) 

CODE 

4501-4795 

EXPENDITURE TYPE (EC ONOMIC CODES) 

Salaries and allowances total 

TOTAL 
IBAS 

363 

TOTAL 
FMR 

1,075 

FMR/IBA 

S 

712 

FMR/IBAS 

% 

196.3% 
4801-4899 Supplies and services incl. travels and taxes 183 1,748 1,565 857.2% 

4901-6803 
Repairs & maintenance incl. text books and 
equipment 

2,359 119 (2,241) -95.0% 

6807-6941 Assets incl. vehicles, furniture and others 361 1,380 1,019 282.3% 

7000-7351 Construction and Works incl. fin cap expenses 1,779 5,386 3,607 202.8% 

7901 - 7999 Other capital 5,024 

2,904 

300 

2,941 

(4,724) 

37 

-94.0% 

1.3 % 

Total Revenue expenditure (recurrent) 

Total Capital expenditure 7,163 7,066 (97) -1.4 % 

Grand total 10,068 10,007 (61) -0.6 % 

 

Number of economic codes charged (budget lines) 145 45  

The major deviation between the different budget heads is due to IBAS charging the DP share of 

expenditure (from CPTA) to only two budget heads as evidenced by the higher levels of spending 

for the items "4901-6803 Repairs & maintenance incl. text books and equipment" and "7901 - 7999 

Other capital (incl. VAT)" and in return significantly lower levels of spending for all other budget 

heads. 

As illustrated in the above table these deviations are levelled out when comparing total recurrent 
and capital expenditures; i.e. the report from DPE to CGA on total recurrent and capital expenditure 
from CPTA including advances serve to adjust the totals to be almost the same in both accounting 
systems. The above suggest s that the FMR report is the only source that can provide details of 
expenditure for PEDP II funded by all sources. The reason is as stated earlier that the 
CAO/DAO/UAO do not record the CPTA share of expenditure. Had they done so the table above 
should have shown almost the same amount for each economic code ( also for training which is 
funded 100% by CPTA if information also provided to respective accounting office of CGA). 

5.3 .5  EXPENDITURE BY SOURC E ACCORDING TO CGA AND DPE DIFFER SUBSTANTIALLY 

When presenting only the GoB share of expenditures including advances from the two accounting 
systems they should not only show the same totals but also the same distribution between each 
economic code. As previously mentioned they do not s ince in IBAS there are significantly more 
budget heads that have been charged (145 as compared to the 45 in the FMR report). 

As the following table illustrates when only assessing expenditure by one source (GoB), neither 
the amounts per budget head nor th e totals are the same. 

21 The FY 2007/08 statements were used since the final adjustments in the IBAS systems for FY08/09 has yet to be 
completed. 
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Table 4 - GoB funded expenditures including advances as per IBAS and FMR reports 
2007/0822  (in millions of Taka) 

CODE 

4501-4795 

EXPENDITURE TYPE 

Salaries and allowances total 

TOTAL GOB 
IBAS 

363 

TOTAL GOB 
FMR 

403 

FMR/IB 
AS 

40 

FMR/IBAS 
% 

11.0 % 

4801-4899 Supplies and services incl. travels and taxes 183 188 5 2.8 % 

4901-6803 
Repairs & maintenance incl. text books and 
equipment 

42 44 2 5.0 % 

6807-6941 Assets incl. vehicles, furniture and others 361 389 28 7.8 % 

7000-7351 
Construction and Works incl. fin cap 
expenses 

1,779 1,923 144 8.1 % 

7901 - 7999 Other capital 53 

588 

300 

635 

247 

47 

464.0 % 

8.0 % R e v e n u e  
e x p e n d i t ur e  

(recurrent) 

Capital expenditure 2,193 2,612 419 19.1 % 

Grand total 2,780 3,247 466 16.8 % 

Since the total GoB according to FMR is higher than total GoB by IBAS i.e. it means that the amount 

funded from CPTA (ref. table 3 above) is lower in the FMR report than what DPE reports as the 

amount funded from CPTA to CGA for inclusion in IBAS. 

5.3.6 RE ASON S FOR D EV I A TI ON S  

All checks issued by CGA are automatically reconciled with the bank. However, as reported by CAG, 
the SOEs from cost centres are not fully reconciled with bank statements. Accordingly, it suggests 
that the financial statements from IBAS present actual expenditure for PEDP II funded by GoB more 
accurately than FMRs. It also suggests that the higher figure in the FMR for GoB funded expenditure 
must be either due to SOEs from some cost centres reporting more GoB money than they actually 
receive or some adjustments to the SOEs are done when consolidating the information. The size of 
the variance suggests that it cannot be due to DEOs and UEOs alone. 

Another option is that the amounts from CPTA reported to CGA is adjusted upwards compared to 
the FMR to make the totals in the FMR and IBAS equal, i.e. CPTA funds a larger share of 
expenditures of PEDP II than displayed in the FMR . 

As reported by the CAG and the other external auditors when issuing their opinion on the FMR ".. 
No separate records are being maintained to consolidate the entire fund receipt and 
disbursement.." and ".. information provided to GoB and ADB is based on different basis rather 
than uniform basis.." and ".. due to non existence of any reconciliation system bank balances’ true 
and fair view of the position of PEDP II is adversely affected..". 

22  The FY 2007/08 statements were used since the final adjustments in the IBAS systems for FY08/09 have yet to be 
completed. 
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To put it differently, bank reconciliation for the bank accounts at the cost centres (if done) does not 
agree with the amount presented in the SOEs or DPE reports with a different total to GoB for 
inclusion in IBAS than what appears to be the sum total of SOEs. It suggests that there are 
remaining balances in the various bank accounts at the cost centres not reported on or some 
transactions funded with the CPTA deposits are not captured in the SOEs. 

5.3.7 IBAS A MORE RELIABLE ACCOUNT OF GOB EXPENDITURES? 

Since charges recorded in IBAS are based on transactions cleared with the bank an automatic 
reconciliation takes place between the bank and IBAS. Errors may occur if the amount entered 
into IBAS differ from the amount cleared by the bank. However, since the CAO/DAO/UAO are 
staffed with accounting officers and the entry is checked at various stages of the process from 
the voucher is presented to the check is actually cleared, the system should give a reasonable 
assurance as to the accuracy of the statements presented. 

In the case of funds drawn from CPTA however, it is the cost centres that prepare SOEs and 
reconcile the entries in cash books with bank statements. At all levels the accounts are maintained 
manually. At the lower levels (DEO and UEO) the person(s) maintaining the cash book and 
preparing the SEOs are in many cases not accountants although they have been trained in how to 
apply the procedures in the PEDP II financial management manual specifically designed for PEDP 
II. Consultations with representatives of these cost centres suggest that they sometimes lack time 
to keep the cash books current, that they have problems in receiving bank statements timely to 
enable reconciliation23 and in preparing SOEs on time. 

DPE collects SOEs from all 1117 cost centres, however there are frequent delays which are the 

main cause of the accumulated amount in FMR reports appearing as advances. The level of 

advances in FY 08/09 as reported by FMR was approximately 8.1% (at its peak in FY 05/06 

34.6% of total expenditures). 

Given the above problems in reconciliation and the observations in reports from the auditors not 
only is there a risk associated with lack of settling advances but in reconciling that advances were 
actually spend according to its intended use and that the amounts indicated in the SOEs reflect 

how the funds were actually spent. 

5.3.8 PRESENTATION O F  A C C O U N T S  

When reviewing the FMR as well as the IBAS reports in detail they show that a significant share of 
expenditures are charged to "other recurrent" and ―other capital" expenditures i.e. the actual 
nature of expenditure incurred cannot be easily identified by a review of the financial statements. 
This weakens the value of the financial statements for monitoring purposes. 
 

5.4 CHALLENGES RELATED TO INTERNAL AUDIT 

There is indirectly a pre-audit of the vouchers underlying the SOEs since the CAO/DAO/OAU 
reviews the vouchers before processing the payment of the GoB share. However, in terms of cost 
entirely funded from CPTA (like training) there is no internal control or audit conducted since none 
of the cost centres are subject to an internal audit. 

2 3  In one audit report it was indicated that more than 100 cost centres had not obtained bank satements for 
reconciliation. 
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The above suggests that there are challenges with the current funding arrangements as concerns 
expenditures fully funded by CPTA and which carry a high risk in terms of misappropriation of 
funds, a risk which is also confirmed by the reports from the auditors. 
 

5.5 CHALLENGES RELATED TO EXTERNAL AUDIT 

The audit capacity of the CAG/FAPAD appears to be adequate for undertaking financial and 
compliance audit of PEDP II accounts as presented in FMR reports submitted by the DPE. Many of 
the observations by CAG were also observed by the external auditors contracted by ADB for 
financial and procurement audits covering the same fiscal years. 

Most of the observations presented above related to reconciliation of SOEs with bank 
statements, timely presentation of SOEs and misappropriation of funds are confirmed by these 
audit reports. The observation on deviation between reports on CPTA spending through FMR 
from reports to GoB is also confirmed by the audit reports. 

The main challenge however, is that none of the audits has covered the total accounts of PEDP II as 
they are maintained also in the IBAS system, i.e. the focus appears to have been entirely on the 
CPTA advances and the amount released to cost centres as reported by SOEs, not the amounts 
drawn from GoB accounts by checks/transfers processed by CAO/DAO/UAO. Since audit of the 
CGA system falls under another directorate, audit reports from this department may give additional 
information to ascertain that GoB share is as reported both by IBAS and FMR reports. 
 

5.6 RISK MITIGATING MEASURES IF MAINTAINING THE FUNDING ARRANGEMENT 

5.6.1 DPE COM PU TER I SE D A C COU NT S  

DPE has contracted a company to install a web based computerized accounting system which 
eventually will improve the task of reconciliation and enable the presentation of consolidated 
reports from one database of transactions containing entries from each cost centre. 

This will reduce the challenges associated with the manual procedures including manually 
recording cash book entries in spreadsheets and subsequently classify them according to 
different accounting codes. The accounting system is planned to be operational at DPE and 
district levels by next fiscal year after training has been conducted of accounting officers at each 
level (DPE and DEOs). 

However, this will not alone serve to address all the main challenges observed above. The 
following are some suggested changes to the current arrangement if the current funding model is 
to be maintained for PEDP III. 

5.6.2 REL EA SE  OF A DV AN CES  

No additional advances should be made to any cost centre before submission of SOEs for the 
previous period has been received by DPE. The SOE should be accompanied by a copy of the 
bank statement to verify that closing balance of the SOE is in the bank account. As and when the 
new computerised system is successfully installed at all cost centres (to DEO level24), DPE will be 
able to produce the SOEs directly. However, they will still require copy of bank statements to 
ensure that the entries in the system by the cost centres are current. 

24  Similar to CAO/UAO, UEOs will be entering their transaction in the DEO terminal. 
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5.6.3 IBAS REGISTERING CPTA SHARE OF FUNDING 

It would serve as an added assurance if the CAO/DAO/UAO also registered the amount funded by 
the CPTA when processing vouchers to issue a check/payment advise for the GoB share. This 
procedure would then allow the IBAS system to produce consolidated financial statements for the 
total sources and uses of funds related to PEDP II. The IBAS statements can then be reconciled 
with the SOEs submitted by cost centres to DPE which are the basis for the FMR report. 

The above will enable detailed reconciliation by economic code of IBAS statements with FMR 
reports, not only with the aggregate report on CPTA spending showing total recurrent and capital 
expenditure. The variation in totals and by economic code between the two reports will only be 
expenditure on training (fully funded by CPTA), procurement under ICB and parallel funding 
earmarked specific expenditures (project aid). 

5.6.4 DEFINE ELIGIBLE EXPENDITURES 

To ensure that only eligible charges by economic code are made, not only costs centres but also 
CAO/DAO/UAO should be provided with a circular at the beginning of the fiscal year on what are 
the eligible expenditures under PEDP II as defined by economic codes (not only type of activity). 
The CGA will then be able to verify that voucher submitted by cost centres are charged to the 
relevant economic codes. This will likely serve to reduce the additional number of economic codes 
charged in IBAS compared to FMR and thus significantly improve the credibility of the reports in 
accurately presenting the type of expenditures under PEDP II. 

Charges to "other revenue" and "other capital expenditures" should be the exception, not the 
rule. To ensure that charges are made accurately, cost centres should be advised on what codes 
to apply for different types of expenditures. 

5.6.5 REVENUE AND DEVELOPMENT BUDGET 

PEDP II is funding many of the same items as the revenue budget, i.e. recurrent costs like 
salaries, allowances, electricity, telecommunication, stationary, etc., i.e. the program also serves as 
a complementary source of funding to the revenue budget. 

For the SOE to adequately show the resource effort  linked to results, PEDP III should include 
relevant revenue budget heads, and not only expenditure under the development budget if PEDP 

III is to fund expenditures which are also funded under the revenue budget. This issue also 
concerns how the GoB has actually structured its budget by dividing i t  in a development and 
revenue budget, both funding recurrent and capital expenditures and both funding many of the 
same expenditures at the same cost centres, rather than having one overall integrated budget 
regardless of sources and uses of funds. 

5.6.6 INTERNAL AUDIT 

To strengthen oversight and control of expenditures of cost centres, sample inspections should 
be conducted within the year, not only ex-post by external auditors. This will require technical 
assistance to MoPME to strengthen the internal audit function. Since PLU plays partly the same 
role by assessing financial statements of DPE and their compliance with requirement in 
replenishment of the CPTA, they could be assigned a role to support the internal auditor and 
conduct within year sampling of SOEs to test their accuracy, reconcile the statements with 
statements in IBAS and assess to which extent the SOEs have been reconciled with bank 
statements. 
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5.6.7 EXTERNAL AUDIT 

The audit scope under this arrangement should be expanded to include issuing an opinion on the 
IBAS financial statements, not only the FMR as submitted by DPE. Since the final statement of 
accounts is submitted by the CGA later than six month of the close of the fiscal year, it means that 
this part of the audit cannot be completed within six months after the close of the fiscal year as the 
case is today. However, the audit assignment and report could be divided into an audit of the FMR, 
then an audit of the IBAS statement and finally an opinion issued to the reconciliation of the two. 

Since the CGA is subject to audit by another directorate of the CAG, their report could be in 
FAPADs report when issuing an opinion. 

There will likely be significant risks still prevailing under the above arrangement despite the 
safeguards mentioned. One relates to capacity constrains in accounting at the cost centres at 
DEO and Upazila levels. The additional controls suggested will raise the level of assurance but 
then likely on account of level of budget execution since cost centres not complying with the 
suggested procedures will not receive additional advances for spending before their accounts 
are made current and reconciled with bank statements. 
 

5.7 ALTERNATIVE FUNDING ARRANGEMENT - PARALLEL FUNDING 

5.7.1 SEPARATION OF SOURCES AND EXPENDITURES 

Rather than maintaining the "two check system", a parallel funding model could be considered in 
which the budget is divided into expenditures only to be funded by external partner contributions 
and expenditures to be funded exclusively by GoB i.e. discontinue the current arrangement of 
"co-financing" each transaction with funding from two sources simultaneously. 

As illustrated in figure 2, in this arrangement payments under the program is made by two 
sources separately (CF and CPTA) rather than the two sources paying for the same items 
according to a prescribed share. The procedures are different for the to sources. 

GoB funds will be released through the CGA accounting offices who issue checks after processing a 
voucher presented by cost centres for payment. The payments (after checks have been cleared) 
are recorded as expenditure in the IBAS accounts. 



  Page 37 

Figure 2 - Parallel funding 

 

For CPTA funded expenditures, advances are made to bank accounts of the cost centres who 
withdraw money by issuing checks for payment. They produce SOEs which are consolidated by 
DPE and presented in the FMR. 

The final accounts from the IBAS system will then need to be consolidated with the final 

accounts from DPE to produce a FMR report showing all sources and uses of funds for PEDP III. 

5.7.2 ELIGIBLE EXPENDITURES 

The arrangement will require that eligible expenditures are clearly defined. To avoid the risk of 
"double charging" there should be no overlap in the type of expenditures to be funded by each 
source. This will, however, reduce the opportunity for DPE to adjust needs for funding for 
different expenditures i.e. if one source is fully utilised they will need additional allocation from this 
source to fully meet increase in costs. 

5.7.3 CONSOLIDATED ACCOUNTS FOR SUB-PROGRAMS 

Since the IBAS system contains activity based codes (as defined by PEDP II) i t  means that 
detailed statement of accounts by activity cannot be made for the GoB funded expenditures. 

A more disaggregated consolidated statement can be produced if PEDP III is subdivided into sub-
programs each given a separate operational unit code in IBAS. In this way IBAS will be able to 
produce expenditures by economic code for each of the sub-programs (components). It will, 
however, still not provide an opportunity to present consolidated statements by activity. 

5.7.4 INTERNAL AUDIT 

Many of the same recommendations will apply as mentioned for continuation of the current 
arrangement, however it will require additional focus on internal audit since in this case CGA is 
not involved in processing any of the payments funded from CPTA (in the PEDP II arrangement 
only expenditure for training is not subject to control by CGA).CPTA funds are advanced and 
payments are made without any pre-audit. 
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This suggests funds should be released in more frequent tranches and that any new advances are 
strictly following the required presentation of SOEs reconciled with bank statements. The process 
will most likely reduce the budget execution levels to such time that all cost centres show 
compliance. Additional within year verification will be required with sample inspections to validate 
that expenditures that have been recorded are supported by documentation showing legality of 
expenditures incurred. 

One option applied by the Ministry of Health and Family Welfare (MoHFW) is to outsource the 
internal audit function following observations of similar weaknesses in the internal audit capacity 
with resulting operational inefficiencies and weak internal controls. MoHFW has outsourced the 
internal audit function and the Audit Committee headed by the Additional Secretary has 
prepared an action plan to address findings from the internal audit report. 

5.7.5 EXTERNAL AUDIT 

Separate assurance will be obtained with an audit by FAPAD of the CPTA funded expenditures 
and the audit of the Civil Audit Department of the GoB funded expenditures. It can be 
consolidated into one overall audit of the PEDP III provided that FAPAD is given the task of 
issuing an opinion of the total consolidated FMR using the Civil Audit Department audit as an 
input. 

5.7.6 PROCUREMENT 

In terms of procurement, specific procurement regulations can be applied and separate for GoB 

and DP funded expenditures. Specific DP provisions can be applied since it only concerns CPTA 

funded expenditures while the regular PPR of GoB will apply to expenditures processed for 

payment by CAO/DAO//UAO. 

5.7.7 GOB AND DP MERGED AS PARALLEL FUNDING 

A variation of this arrangement could also be that GoB transferred its share of the PEDP III budget 
to the CPTA turning it into a common pool for both DP and GoB contributions. This model means 
that not only does the DP funding bypass the GoB payment system and accounts, also the GoB 
contribution is bypassing their own system for fund management25. 

 

5.8 ALTERNATIVE FUNDING ARRANGEMENT - TREASURY MANAGEMENT 

5.8.1 ONE SOURCE AND ONE SYSTEM OF A C CO UN T ING  

Instead of partial separation of funding and accounting (current arrangement) or full separation of 
funding and accounting, all DP contributions could be disbursed to the CF and all PEDP III funds 
released through the regular CGA system of GoB. This model resembles the model applied by the 
Health, Nutrition and Population Sector Program (HNPSP). 

For this arrangement there is no separate audit trail for external funding to individual transactions. 
However, funding is linked to progress in spending under specific budget heads or for 
sub-programs of PEDP III (or part of the funds released based on performance triggers). 

Under this arrangement all funds for PEDP III will be managed according to the General Financial 
Rules applying to GoB. The advantage of the arrangement is that there will be one system for 

25  This is a model which were applied among others in Nepal in the Basic and Primary Education Project (BPEP II) before 
moving to treasury management of all funds including DP contributions in the subsequent Education for All (EFA)program. 
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fund releases, accounting and internal audit and the financial reports from IBAS will give a full 
account of total PEDP II I  expenditure by operational and economic codes. 

5.8.2 FUND RELEASES BASED ON EVIDENCE OF EXPENDITURE 

As illustrated in figure 3, an agreed advance will be made from the CPTA to CF
26

.  Based on 
evidence of expenditures presented in financial statements from IBAS, GoB may withdraw 
subsequent amounts from the CPTA equivalent to an agreed share of PEDP III  expenditures to be 
funded by DPs ("replenishment of CF"). 

Withdrawal of CPTA funds can be linked to specific sub-programs of PEDP III  (like component 1; " 
Decentralised School Quality Improvement ") or to specific economic codes (like " 4840 - Training 
Expenses"). 

Figure 3 - Treasury model for fund management 

 

From MoF and GoB in general it will be an incentive to ensure that the planned level of execution of 
PEDP II I  expenditures is maintained since withdrawals from the CPTA to t  he CF is linked to level 
of expenditure reported by IBAS. 

5.8.3 CONTINUE WITH COST CENTRE SUBMISSION OF S O E S 

Since the IBAS system currently do not contain any opportunity to enter program specific activity 
codes, cost centres will still be required to maintain accounts and present SOEs to DPE for 
consolidation of accounts into a statement of expenditure by PEDP I I I  activity. 

Reconciling the two sources of information (IBAS and SOEs) will also give added assurance to the 
financial statements presented by IBAS. However, the consolidated activity based report will in this 
model serve first and foremost an analytical purpose, while the IBAS financial statement will be the 
basis for decisions on replenishment of DP contributions. 

26  Different DPs may have different opportunities to make advances which will determine the total level of advance that c an 
be made. 
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5.8.4 ADVANCES AND SCHOOL BASED FUNDING 

All payments will be processed through CGA accounting offices according to the regular 
procedures of GoB budget execution. The challenge concerns advances; i.e. for expenditures 
requiring advances (like allocations to schools and training) special GoB orders need to be 
issued and procedures established to verify expenditures incurred. 

For advances to schools, they should be transferred directly to school accounts to minimise 
possible "leakages", an issue raised in previous studies27. To verify that spending by schools is 
for eligible purposes, the suggested approach would be to conduct periodic sample surveys of 
school accounts (annually) with more in-depth surveys like Public Expenditure Tracking Studies 
every 2 - 3 years. 

5.8.5 CPTA WITHDRAWALS BASED ON IBAS FINANCIAL STATEMENTS 

Compared to HNPSP there are some differences that should be observed. HNPSP is divided into 
several subprograms executed by different managers. This creates a challenge for reconciling 
SOEs, partly because the program supports implementation by more heterogeneous set of 
institutions and staff at dif ferent  levels and partly because it involves more and different types of 
procurement. This has proven to be a challenge in consolidating accounts. Furthermore, 
withdrawals from the DP account are based on evidence of expenditures according to dif ferent  

classification codes than the GoB chart of accounts28. 

Rather than making withdrawals from the CPTA based on SOEs as the case is for HNPSP, 

withdrawals from the CPTA should be based on evidence of expenditure for PEDP III  sub-

programs as defined in IBAS, this because SOEs are less reliable presentations of expenditures 

given the weaknesses in accounting at cost centres29. 

5.8.6 RESULTS BASED A N D /O R  EXPENDITURE BASED WITHDRAWALS 

The arrangement can be further refined to include a separation of CPTA funds into a 
"performance window" and "expenditure progress window" i.e. part of the funds released based 
on pre-agreed policy and/or performance targets and part of the funds linked to progress in 
expenditures for specific budget heads, sub-programs or PEDP III  in total30. 

The share of withdrawals made based on results can be linked to some of the PEDP III targets as 
presented in the result frameworks. This approach to release could also be applied under a 
"parallel funding" model. 

27  Ref. among others "Primary Education in Bangladesh- Assessing Service Delivery", Final Report July 2006, FMRP. 
2 8  One of the main causes of delays in replenishment for HNPSP is understood to be the problems by cost centres to 
produce SOEs (and in accordance with World Bank classification codes for withdrawal applications) and for MoHFW to 
reconcile this information. 

29 The understanding is that the cost centres in the HNPSP are required to report expenditures in accordance with a 

prescribed format for withdrawal applications which classifies expenditures according to six different types of expenditure 

s 

(different types of goods, services and works). 

30 Ref. the HNPSP arrangement 
. 




