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PROGRAM FIDUCIARY SYSTEMS ASSESSMENT 
 
1. The proposed Strengthening Comprehensive Primary Health Care in Urban Areas under 
Pradhan Mantri Atmanirbhar Swasth Bharat Yojana Program (RBL Program) will be carried out 
in 13 states1 under the National Urban Health Mission (NUHM) being implemented by the Ministry 
of Health and Family Welfare (MOHFW) following the existing implementation arrangements 
under the National Health Mission (NHM). MOHFW will provide support to states for 
operationalizing comprehensive primary health care (CPHC) services through health and 
wellness centers (HWCs) under NUHM. All NUHM activities are implemented (i) at the state level 
by State Health Societies (SHSs), (ii) at the district level by District Health Societies (DHSs), and 
(iii) at the city level (including mega cities) by the City Urban Health Societies (CHS) (where 
formed). MOHFW is responsible for national-level coordination for the CPHC program under 
NUHM. The Financial Management Group (FMG) within MOHFW assists with financial 
management. States and substate entities (read: Districts and Cities) are required to follow 
existing NHM procedures, adapted to NUHM for all activities related to HWCs. 
 
2. The RBL Program will support MOHFW to effectively implement CPHC-related activities 
including under the Ayushman Bharat-HWC (AB-HWC) for the upgrade of the existing primary 
health centers into HWCs; and under the proposed Prime Minister - Atmanirbhar Swasth Bharat 
Yojana (PM-ASBY) for setting up HWCs in urban areas, using the Asian Development Bank 
(ADB) results-based lending (RBL) modality. A fiduciary systems assessment was carried out to 
determine the degree to which existing NUHM systems will be able to manage fiduciary risks and 
provide reasonable assurance that RBL program funds will be used for the intended purposes, 
with due consideration for economy and efficiency. The assessment also identified areas for 
further strengthening at HWC level in particular and at NUHM program level, in general. The 
assessment covers (i) financial management, (ii) procurement, and (iii) anticorruption systems.  
 
A. Information Sources  
 
3. The program financial management assessment (FMA) was conducted during February 
and March 2020 in accordance with ADB’s RBL Policy.2 This was undertaken through review of 
the previous RBL program implementation experience, coupled with desk review of relevant 
materials and consultations with the central agencies3 and state government counterparts.4 Using 
existing diagnostics and reviews, this assessment evaluated program financial management 
systems focusing on the overall public financial management (PFM) setup of the government and 
its public expenditure management outcomes, and the state-level systems, where relevant.  
 
4. A procurement systems assessment was carried out using ADB’s Procurement Capacity 
Assessment and Procurement Review for Effective Implementation questionnaires. The 
assessment is based on a detailed review of procurement systems, capacities, and practices of 
various state government procuring entities as well as field visits to the six states (footnote 4).  
 

 
1 Andhra Pradesh, Assam, Chhattisgarh, Gujarat, Haryana, Jharkhand, Karnataka, Madhya Pradesh, Maharashtra, Rajasthan, Tamil 

Nadu, Telangana, and West Bengal. 
2 Asian Development Bank (ADB). 2019. Mainstreaming the Results-Based Lending for Programs. Manila; and ADB. 2018. 

Supplementary Staff Guidance for Piloting Results-Based Lending for Programs. Manila.   
3 Director (Finance), NHM Finance, Ministry of Health and Family Welfare (MOHFW), Consultants at FMG, MOHFW and Officials of 

NHM Finance, MOHFW. 
4 Visits were made to six states, namely, Assam, Gujarat, Karnataka, Madhya Pradesh, Maharashtra, and Odisha, as a part of field-

level assessment. Meetings were held with Director (Finance), SHS; State Finance Manager; Officials of State FMG; District 
Accounts Manager (DAM) at DHS; City Accounts Manager (CAM) at CHS; and Zonal Accountant(s) at the facility level. 

http://www.adb.org/Documents/RRPs/?id=53121-001-3
http://www.adb.org/Documents/RRPs/?id=53121-001-3


2 

B. Financial Management System 
 
5. India’s PFM system is complex, large, and has multiple layers. Relatively few PFM 
assessments have been conducted for the country in recent years. A substantive public 
expenditure and financial accountability (PEFA) assessment was undertaken in 2010, the findings 
of which are presented in Table 1. The summary of the PEFA 2010 results were recorded in the 
documents of an education sector RBL program in Kerala in October 2014.5  

 
Table 1: Government-Level Public Expenditure and Financial Accountability-Based 

Public Financial Management Performance Assessment, 2010 

PFM Performance Dimension 

Calculated Ratings 

Risk Rating 
Numerical 

Scoresa Equivalent PEFA Ratings 

Credibility of the budget 2.67 B Medium 
Comprehensiveness and transparency 3.58 A Low 
Policy-based budgeting 1.75 C High 
Predictability and control in budget execution 2.44 C+ High 
Accounting, recording, and reporting 3.00 B Medium 
External scrutiny and audit 2.33 C High 

Calculated overall score 2.75 B Medium 

PEFA = public expenditure and financial accountability, PFM = public financial management. 

a The calculations were based on A=4, B+=3.5, C+=2.5, D+=1.5, and D=1, which is the generally applied approach for quantifying 

PEFA scores. 

Source: ADB. 2014. Supporting Kerala’s Additional Skill Acquisition Program in Post-Basic Education. FMA. 

 
6. The current country partnership strategy, 2018–2022 for India notes that PFM at the state 
level needs to be improved to facilitate the strategic pillar of providing inclusive network 
infrastructure and services.6 Complementarily, the Inclusive and Sustainable growth assessment 
(ISGA) informs that although municipal agencies and state governments play an important role in 
infrastructure investments and operation and maintenance, many face fiscal constraints because 
of weak PFM and low revenue-raising capacity. 
 
7. Institutional arrangements. The RBL program will use the existing financial 
management systems, which have been in place for NUHM implementation since 2013 and have 
considerably improved over time. At the central level, the FMG for the NHM in the Finance Division 
of MOHFW, and under the overall guidance of the Additional Secretary and Mission Director and 
directly reporting to the Economic Advisor for NHM, is involved in all aspects of financial 
management of NUHM. FMG is also responsible for financial management of the RBL Program. 
FMG will continue assisting MOHFW in planning, budgeting, accounting, financial reporting, 
internal controls including internal audit, external audit, procurement, disbursement of funds, and 
monitoring the physical and financial performance of the program, as a continuum of the NUHM, 
with the main aim of managing resources efficiently and achieving predetermined objectives. The 
FMG is headed by a Deputy Secretary (NHM Finance), staffed with 15 professional staff including 
one senior financial controller, four finance controllers, financial analysts, and financial assistants. 
At the state level, the SHS, DHS, and/or CHS, as well as some urban local bodies (ULBs), which 
have been in place for NHM (including NUHM) implementation, will continue to be responsible for 
state-level financial management responsibilities.  
 
8. In each state, the SHS will be responsible for (i) consolidating the annual implementation 
plans from DHS, CHS, and ULBs into the program implementation plan (PIP); (ii) preparing the 

 
5 Financial Management Assessment (accessible from the list of linked documents in Appendix 2). See also ADB 2014. Report and 

Recommendation of the President to the Board of Directors: Supporting Kerala’s Additional Skill Acquisition Program in Post-Basic 
Education. Manila.  

6 ADB. 2017. Country Partnership Strategy: India, 2018–2022—Accelerating Inclusive Economic Transformation. Manila. 
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program budget; (iii) overseeing implementation progress and management actions of DHS, CHS, 
and ULBs; and (iv) consolidating financial reports to submit to FMG at MOHFW. On average, 
each SHS has about 4–5 finance professionals, headed by the Director (Finance) who is deputed 
from the State Finance Department for smoother coordination. S/he is assisted by finance staff 
with adequate qualifications such as chartered accountants or MBA (Finance), etc. 
 
9. Budget. The program budget for CPHC-related activities is approved on an annual basis 
as part of the PIP.7 The budgets are prepared at the State level and, after discussion with 
MOHFW, they are approved. The approved PIP is then renamed as Record of Proceedings and 
publicly disclosed in the MOHFW public website (footnote 8). States can place supplementary 
PIPs during the year with additional activities or reallocations. The annual budget calendar is clear 
and definite timelines are in place, which is generally adhered to and provides sufficient time for 
budget preparation. The PM-ASBY concept note identifies budget allocation for the 6-year 
program period (FY2021–FY2026) with rough indicative annual breakdown aligned with program 
results (i.e., number of UPHC-HWCs to be established every year), which will guide MOHFW and 
States in their annual planning exercise.8 NHM including NUHM will be extended until FY2026 in 
line with PM-ASBY under the 15th Finance Commission cycle as per Department of Expenditure 
circular on publicly funded ongoing schemes.9 All activities in the PIP for NUHM are identified 
through unique budget codes, starting with the code “U”, and going up to five levels for some 
activities.10 These budget codes called “New” Financial Management Report (FMR) codes are 
mapped in the Public Financial Management System (PFMS) against which expenditure is 
reported.11 MOHFW issues regular instructions to the States on the inclusion of new activities and 
allocation of new FMR codes, which are ultimately mapped to the PFMS. The proposed RBL 
Program will continue to use the existing systems and any new codes for implementation of the 
PM-ASBY will be introduced before end of 2020. 
 
10. Funds flow arrangements. Funds flow from the government’s consolidated fund, as per 
approved budget and after recommendation by MOHFW, through the state treasury to the SHSs. 
From the SHSs, funds are transferred to either DHSs or CHSs, depending on which entity is 
implementing the program. Further, DHS and/or CHS also transfer small amounts of funds to the 
HWCs, Rogi Kalyan Samitis (Patient Welfare Committees, RKS) and Mahila Arogya Samitis 
(Women Health Committees, MAS) as untied funds.12 In some cases, the DHSs also transfer 
funds (related to urban area allocation) to the CHSs. NUHM is implemented by the existing 
municipal corporations in cities where the states have devolved the subject of urban health to 
ULBs. Some cities, however, still use the existing DHSs model for implementation. Across India, 
over 90% of fund transfers is undertaken through PFMS at all levels including to HWCs and 
beneficiaries.13 The 12th Common Review Mission (CRM) Report has observed that most of the 
19 states covered by the 12th CRM have successfully implemented the PFMS, leading to a better 

 
7 The PIPs are uploaded on the website of MOHFW (Government of India, MOHFW. https://main.mohfw.gov.in/). 
8 Government of India, MOHFW. 2020. Concept Note on “Atmanirbhar Swasth Bharat Yojana” for Epidemic/Disaster Preparedness 

and Response. New Delhi.  
9 Government of India, Ministry of Finance (Department of Expenditure). 2020. F.No.42(02/PF-II/2014). Memorandum. 10 January. 

NUHM was evaluated by NITI Aayog as satisfactory, and therefore, met the criteria for continuation beyond 31 March 2020.  
10 The budget codes for eligible expenditure items are listed and attached to the Program Implementation Document. From the existing 

budget codes, only the ones for new construction will be excluded from the eligible expenditures.  
11 PFM System (PFMS), a sophisticated web-based fund monitoring and online payment system, allows (i) online direct transfers to 

beneficiaries bank accounts across India; and (ii) real-time aggregation of data, up to the individual district and subdistrict level, 
and as to beneficiaries under the Direct Benefit Transfer scheme of the Government of India. 

12 “Untied fund” is a small amount of money given to HWCs and self-help groups associated with HWC operations. This is intended 
for outreach and citizen’s oversight of the HWC operation (RKS and MAS) to cover small expenditure items such as utility bills, 
miscellaneous expenses for organizing meetings, etc. 

13 As per the 12th CRM, in states such as Andhra Pradesh, Gujarat, Madhya Pradesh, Punjab, Tamil Nadu, and Telangana, PFMS 
coverage was 100% in 2018. Maharashtra and Uttar Pradesh have registered coverage of 94% and 93%. In some states like 
Assam, poor internet connectivity has been a bottleneck for implementing PFMS.  

https://main.mohfw.gov.in/
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financial management system.14 Given the different structure and needs, states have designed 
their own systems for fund management that have evolved over-time.15 For the RBL Program, the 
funds will flow from SHS to DHSs or CHSs using the state system. Each state’s funds flow system 
has its own merits and demerits. FMG will conduct a comparative analysis (gap analysis) of the 
funds flow models. The findings and good practices will be shared with the participating states to 
encourage cross-learnings.  
 
11. Accounting and financial reporting. Accounting is undertaken as per the Operational 
Guidelines for Financial Management developed for NUHM in 2017 and the “Operational 
Guidelines for Financial Management” developed for NHM in 2012.16 The NUHM accounting 
system has been strengthened since 2014. All FMR codes for NUHM have been allotted a unique 
number starting with “U”, which helps in easy identification and accounting of expenditure under 
NUHM. However, because of varied capacities of accounts and finance personnel at the state, 
district, and city level, the quality of accounts and financial reporting differs across states. The 
12th CRM Report’s Executive Summary noted room for improvement in accounting practices in 
terms of bookkeeping, accounts maintenance, and better management of funds especially at the 
facility level. ADB’s state-level assessments mirror the observations of the 12th CRM Report. It 
was also noted that some states maintain manual registers and do not have integrated accounting 
systems nor inventory and fixed asset management systems. Most established HWCs have 
Accountant & Data Entry Operators who are responsible for the accounting and financial reporting 
activities. In some states, however, since Data Entry Operators are overburdened with data entry 
work, and accounting is done by nonaccounting staff in manual registers. In some cities, a system 
of regional accountants has been developed wherein a group of HWCs are clubbed as a region 
and the regional accountant undertakes accounting in Tally accounting system. Thus, different 
cities have developed different systems for accounting and financial reporting at the HWC level. 
The 12th CRM Report has observed that the issue of shortage in finance and accounts staff 
seems to be resolved in most of the states visited, but it is still a challenge in some states. FMG, 
with support from ADB, will assess practices and gaps in bookkeeping, staffing, accounts 
maintenance, and management of funds by Q4 2021 and provide training and capacity building 
to those states needing support. HWCs use double entry cash basis of accounting in accordance 
with the Operational Guidelines for Financial Management. Each HWC sends its FMR and other 
expenditure statements on a monthly basis to the DHS or CHS. Financial information is 
consolidated from the HWC level, via the DHS, to the SHS, and then to the FMG, which prepares 
quarterly consolidated FMRs.17 The FMRs are a compilation of actual expenditures incurred by 
the States under the program and are compiled based on budget code. These reports provide 
reasonable details of the expenditures incurred by the budget head at the State level. Program 
financial statements and utilization certificates will be prepared by each of the states and 
submitted to FMG for consolidation and monitoring. Financial information will be included in the 
biannual financial management progress reports to be submitted to ADB 60 days after the end of 
each period.  
 
12. Information systems. In addition to the Tally software, HWCs use MS Excel for reporting 

 
14 Common Review Mission is a mechanism wherein joint state-level visits by the major stakeholders is undertaken to review the 

health systems and provide recommendations. The 12th CRM was organized in 2018 across 19 states (see National Health 
Mission. https://nhm.gov.in/index1.php?lang=1&level=2&sublinkid=1246&lid=660). 

15 For example, Madhya Pradesh uses a single bank account at the SHS level and funds are allotted and spent through a 
centralized software called e-vittapravaha. Gujarat uses program-level bank accounts at SHS and DHS or CHS level wherein 15–
20 bank accounts are maintained program-wise. Maharashtra does not have a centralized system and it has 2–3 bank accounts 
at each level, and program-wise funds are maintained in ledgers. 

16 Includes information on (i) planning and budgeting, (ii) funds flow arrangements, (iii) delegation of financial power, (iv) accounting, 
(v) internal controls, (vi) financial reporting and monitoring, and (vii) statutory and concurrent audit. 

17 Government of India, MOHFW. 2017. Guidelines for Financial Management under NUHM. New Delhi. 



5 
 

on FMR codes. All activities are coded with “New” FMR codes and mapped with PFMS codes 
linking budget with expenditure. FMR codes for HWCs were introduced during FY2018–FY2019 
and were used while preparing budget for FY2019–FY2020. Since all payments to vendors and 
beneficiaries are largely mapped to PFMS, collation of information and reporting in specified 
reports through Tally accounting system or MS Excel is seamless. Banks have assigned at the 
state level and, in some states, district-level PFMS coordinators, who coordinate with the 
agencies and ensure that any issue, e.g., linking of a bank’s branch, linking of beneficiary’s bank 
account number, is quickly addressed. Some states have reported mapping PFMS with State 
cooperative banks or rural banks; linkage with Aadhar (personal identity number with biometric 
information); and payments for statutory levies such as income tax, goods, and services tax.  
 
13. Internal controls. The 2012 Operational Guidelines for Financial Management are used 
by the SHS, DHS, CHS, and all entities involved in the implementation of the NHM. Further, based 
on the need for specific guidelines under NUHM, MOHFW supplements with the “Guidelines for 
Financial Management under NUHM” in 2017. The Ministry has also issued “Guidelines for Rogi 
Kalyan Samities in Public Health Facilities” in 2015, which guides the financial management and 
accounting of the RKSs. Compliance of the entities with these guidelines is monitored through 
annual concurrent (internal) audits, statutory audits, and by the MOHFW through annual CRMs.  
 
14. Internal audit. Internal audit of transactions under NUHM is done by the Concurrent 
(Internal) Auditor. This is conducted by private Chartered Accountant audit firms on a quarterly 
basis. Most states have a rolling audit plan so that at least 1/3 of the HWCs are covered every 
month. This ensures that an HWC is covered at least once every quarter. In addition, the SHSs, 
DHSs, State Auditor General, District Revenue Collector’s office, and State Finance Department 
also have authority to inspect the transactions under NUHM either under their audit or monitoring 
plan or as a response to an incident or complaint. It is noted that a stricter enforcement and follow-
up of the resolution of audit observations is required, as indicated by several long-outstanding 
audit paragraphs in most state concurrent and statutory audit reports. FMG will monitor resolution 
of statutory and internal audit observations biannually and a summary of recurrent issues and 
actions will be reported in the FM report to be submitted to ADB 60 days after end of period. 
 
15. Program financial reporting and external audit. HWCs are audited as part of the overall 
financial reporting and auditing arrangements for the NUHM program. Each SHS will send their 
annual audited program financial statements to the FMG at MOHFW for collation and submission 
to ADB. The financial statements, which are audited by private audit firms empaneled by the 
Comptroller and Auditor General of India, include all vertical programs implemented by the 
respective SHSs, including NUHM, AB-HWC, and PM-ASBY. Audit opinions are issued in 
accordance with Standards on Auditing issued by the Institute of Chartered Accountants of India 
which are compatible with international standards of Audit. The APFS will follow government rules 
supplemented by the terms outlined in the statement of audit needs (SOAN).18 In the previous 
RBL, there were delays in submission of APFS by the MOHFW to ADB. This was primarily 
because of the highly decentralized program and the limited control of MOHFW over the state 
level process. FMG, with support from ADB, will identify the bottlenecks and closely monitor the 
preparation and timely submission of the APFS by the States. The RBL APFS will be submitted 
to ADB within six months after the end of the fiscal year. Additionally, the FMG shall also submit 
to ADB annually a Certificate of Compliance, confirming that eligible expenditure incurred during 

 
18 A SOAN for the external (statutory) audit has been agreed on between ADB and MOHFW on the part of government, as part of the 

loan negotiations (included as an appendix to the Program Implementation Document), which outlines the form, content, and timing 
of submission for RBL Program-audited financial statements. The SOAN includes specific details about the financial reporting and 
external audit requirements; preparation of financial statements in line with Indian Government Accounting Standards; and 
conducting of audit in accordance with standards on auditing issued by the Institute of Chartered Accountants of India.  
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the fiscal year, and cumulative from commencement of the program to date exceed total 
disbursements from ADB. 
 
16. Conclusion. Overall, the program financial management systems used for NUHM are 
robust. The program financial management assessment indicates a substantial pre-mitigation 
financial management risk. The following risks were identified: (i) the NUHM financial 
management framework is not consistently applied by all the states; (ii) states have varying level 
of staff capacity, applying different fund flow models, accounting systems and processes; and (iii) 
there are long-standing control issues and inaction or delayed action on audit observations. ADB, 
with this program and the attached TA, will support MOHFW and the States to address these 
issues. Table 2 summarizes the RBL Program financial management risks and agreed actions. 
With the existing measures and the proposed additional actions outlined below, the financial 
management arrangements are considered satisfactory for the RBL Program.  
 

Table 2: Financial Management Risks and Mitigation Measures 
Risk Type Risk Description Risk Rating Mitigation Measures 

1. Country-
specific risks 

Weaknesses in policy-based budgeting 
(especially the lack of a multiyear perspective), 
control in budget execution, internal audit, as 
well as timeliness of external audits and follow-
up on audit findings.  

Moderate ADB will monitor the ongoing implementation of 
PFM reforms aligned with Second Administrative 
Reform Commission’s recommendations.  

2. Sector 
and/or 
program-
specific risks 

The NUHM financial management framework, 
although robust, is not consistently applied by 
all the states. This is mainly due to staff 
capacity issues and gaps in application and 
enforcement of existing procedures across 
states. 

Substantial MOHFW, with ADB TA support, to conduct an 
analysis of practices and gaps in bookkeeping, 
accounts staffing, reporting, flow and 
management of funds and tracking of audit 
observations by Q4 2021 and provide training 
and capacity building to those lacking capacity. 

3. Funds flow Some states have suboptimal flow of funds that 
may present challenges in terms of control and 
monitoring of flow of moneys and payments. 

Moderate MOHFW, assisted by ADB TA, to review funds 
flow mechanisms in selected states and advise 
areas for improvement based on good practices. 

4. Accounting, 
financial 
reporting, and 
IT systems 

New FMR budget codes for the AB-HWCs and 
PM-ASBY, if not adequately mapped to the 
PFMS may lead to inconsistent reporting of 
expenditure. 
Delays in financial reporting caused by (i) 
nonintegrated accounting systems and 
duplication in accounting systems and 
processes (manual vs. computerized systems) 
and (ii) lack of accounting staff at HWC level. 

Substantial MOHFW to reflect the new budget codes 
covering AB-HWCs and PM-ABSY in the FMR 
codes by Q1 2021.  
MOHFW, with support from ADB TA, to review 
selected states’ accounting and financial 
reporting practices and advise areas for 
improvement based on good practices. Review of 
practices by Q4 2021, capacity building plan by 
Q1 2022, and strengthening onward. 

5. Internal 
controls and 
Internal audit 

Long-standing control and process issues and 
perceived delays or no-action on audit 
recommendations make the audit process 
ineffective and create risk in the internal control 
systems.  

Substantial MOHFW, with ADB TA support, to evaluate 
states’ mechanisms for follow-up of statutory and 
recurrent audit recommendations by Q4 2021. 
FMG to include the requirement of state’s 
monitoring of resolution of independent and 
internal audit observations in the progress 
reporting mechanisms. 
Submit to ADB FM Progress Reports every 6 
months, 60 days after the end of the period, with 
RBL Program financial information, summary of 
qualifications / observations and actions taken, 
and status of the implementation of TA financial 
management activities.  

6. Independent 
audit 

There is a delay in submission of audit reports 
since they need to be collected from several 
states and even if one delays, submission of 
audit reports to ADB gets delayed. 
Lack of follow up on audit observations. 

Moderate FMG will monitor timely appointment and 
submission of statutory audit reports by states. 
MOHFW to monitor continuously the resolution of 
Independent Audit observations. 
Annual audited program financial statements 
prepared in accordance with SOAN submitted to 
ADB within six months after the end of the FY. 

Overall Risk  Substantial  

ADB = Asian Development Bank, ASBY = Atmanirbhar Swasth Bharat Yojana, FM = financial management, FMG = Financial 
Management Group, FMR = financial management report, FY = fiscal year, HWC = health and wellness center, NUHM = National 
Urban Health Mission, PFM = public financial management, Q = quarter, SOAN = statement of audit needs, TA = technical assistance. 
Source: Asian Development Bank. 
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C. Procurement System  
 
17. Procurement for the RBL Program will be undertaken following the Country Procurement 
Systems in the General Financial Rules, 2017 (GFR 2017) of the Government of India and its 
amendments. Some states have passed State Financial Rules, Procurement Law, and/or 
Procurement Policy—all of which are circumscribed by the GFR 2017. Most of the state 
governments have developed their own Standard Bid Documents (SBDs) for procurement of 
goods as well as Standard Request for Proposals for consultant engagement. The documents 
have well-defined procedures for advertisement of tenders, bid opening, bid evaluation, and 
contract management. The bid evaluation committees consist of members from various functional 
areas such as procurement, technical, finance, and indenting departments. The bid evaluation 
committee recommendations are approved by a higher authority following the delegation of 
powers. Similar procedures are applicable to consultant engagement. The selected states have 
adequate procurement capacity and have implemented multilateral-funded projects. All the 13 
states thus have sufficient capacity for meeting the procurement requirements under the program. 
 
18. To further promote efficiency, competition, and transparency, all procurement above 
₹200,000 ($2,700 approximately) is mandatory using e-Procurement system as per directions of 

Procurement Policy Division, Department of Expenditure, Government of India.19 All central 
governments and many state governments have e-Procurement portals that are developed and 
managed by National Informatics Centre (NIC). Out of the 13 states proposed to be covered by 
the RBL Program, 10 states use the NIC based e-Proc system whereas three states—Karnataka, 
Andhra Pradesh, and Telangana—use other than NIC e-Procurement solutions. All the state e-
Procurement portals are required to get audited periodically for system and information security. 
ADB and World Bank have separately carried out assessment of the e-Procurement systems of 
various states and certified them to be compliant with their e-Procurement requirements. The 
central government has promulgated the IT Act, 2000 and e-Procurement systems of various 
government entities must comply with its provisions, too. 
 
19. The government has established the Government e-Marketplace (GEM) for common use 
goods and services. The portal is to be used by the government buyers for direct or competitive 
online purchases from registered suppliers. The procurement by ministries or departments from 
GEM is mandatory for goods and services available on GEM. Currently, drugs and drug 
manufacturers that are registered with GEM mostly are those of government-owned companies. 
The portal has about 493,000 registered suppliers, and on-boarding of new suppliers and 
products is being done continuously by GEM.20  
 
20. Considering its scope,21 the RBL Program is expected to meet ADB’s current eligibility 
criteria regarding high-value contracts for results-based lending.22 The procurement of goods and 
renovation works as well as consultant recruitment will be done using National Competitive 
Bidding procedures. In this regard, the Department for Promotion of Industry and Internal Trade, 
Ministry of Commerce and Industry has issued an order dated 4 June 2020 entitled “Public 

 
19 Ministry of Finance (Department of Expenditure Procurement Policy Division). 2014. Implementation of comprehensive end-to-end 

e-procurement. Memorandum. 9 January. 
20 GEM website https://gem.gov.in/statistics.  
21 The RBL Program includes procurement of medicines, small-value medical equipment, renovation works for existing urban primary 

health centers to become HWCs to offer a wider range of services, and rental services of additional HWCs. 
22 The current amounts that define high-value contracts (as amended from time to time as per the RBL policy and the staff guidance 

note) are $50 million for works, turnkey and supply, and installation contracts; $30 million for goods; $20 million for information 
technology systems and nonconsulting services; and $15 million for consulting services.  

https://gem.gov.in/statistics
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Procurement (Preference to Make in India) Revision”23 through which it gives preference to 
Bidders who propose to add domestic value greater than 50% and bid within 20% of the lowest 
evaluated and responsive (L-1) bidder.24 The order also prohibits participation of international 
bidders for tender of contract of ₹200 crore (equivalent $27.2 million) or higher. The government 

has also inserted vide Rule 144 (xi) in GFR 2017 entitled “Fundamental Principles of Public 
Buying”, which authorizes the Department of Expenditure to impose restrictions, including prior 
registration and/or screening, on procurement from a country or countries, or a class of countries, 
on grounds of defence of India, or matters directly or indirectly related thereto including national 
security.25 However, both orders also state that projects receiving international funding with the 
approval of the Department of Economic Affairs, Ministry of Finance, the procurement guidelines 
applicable to such projects shall be followed notwithstanding anything contained in the order. 
Procurement involving international bidders is also not envisaged under this RBL Program 
because the tender values are relatively low, and India is a large exporter of pharmaceutical 
products. There are plenty of manufacturers of drugs, consumables, and equipment within the 
country offering competitive prices. These orders are, therefore, not expected to impact 
procurement under the program. 
 
21. Procurement of medicines and medical equipment. A large number of states have 
established medical supply corporations (MSCs), which are special purpose vehicles set up to 
efficiently procure and ensure timely availability of all essential drugs and medicines in 
government medical institutions at competitive prices as also for developing medical infrastructure 
throughout the state. Except in Maharashtra, in which the State Health Department will undertake 
procurement for the RBL Program, each respective MSC in the 12 other states will undertake the 
procurement. The MSCs aggregate the projected demand for the medicines and/or consumables 
from all public institutions in the state and enter into annual rate contracts for the same. An 
examination of the approved program implementation plans (PIPs) of FY2019–FY2020 for a 
representative sample of 12 states indicates that the procurement of drugs and equipment for 
these states was approved for an aggregate amount of $9.75 million with drugs and supplies 
constituting over 61% of the total approvals.26 The MSCs’ procedures for inclusion of drugs in the 
Essential Drugs List, determining the quantities to be indented, appointment of the committees 
and their composition, and threshold for approval of contracts, are all well-defined and subject to 
regular reviews. The MSCs are well staffed, have developed their core teams for procurement of 
drugs, consumables, and equipment, and enlist the support of Public Works Department for 
procurement of civil works. They are also able to leverage technology for procurement as well as 
for stores management. As such, the MSC capacity is considered adequate for the program’s 
incremental requirements. 
 
22. Currently, the MSCs follow a basic system of ordering 2–4 months’ requirement of 
essential drugs on the rate contracted vendors. This invariably leads to stock-outs of essential 
drugs, especially in the event of an unforeseen spike in demand from any of the districts. 
Incongruity between quantity of drugs indented and supplied also contributes to stock-outs in the 
health facilities at the district level.27 None of the states has availability all year round of all the 

 
23 Government of India, Ministry of Commerce, and Industry (Department for Promotion of Industry and Internal Trade). 2020. Public 

Procurement (Preference to Make in India), Order 2017 – Revision. Order No.P-45021/2/2017-PP(BE-II). New Delhi.  
24 Any second-rank bidders from this group will be given the opportunity to match the price of the L-1 bidder and win 50% of the 

contract, if the L-1 bidder is not part of this group (i.e., offers domestic value of less than 50% in its bid). 
25 Government of India, Ministry of Finance (Department of Expenditure). 2020. Insertion of Rule 144 in the General Financial Rules 

(GFRs), 2017. Order F.No.6/18/2019-PPD. Memorandum. 23 July.  
26 The selected states are Andhra Pradesh, Assam, Chhattisgarh, Gujarat, Haryana, Jharkhand, Karnataka, Madhya Pradesh, 

Maharashtra, Rajasthan, Tamil Nadu, Telangana, and West Bengal. 
27 For instance, it is observed that the state of Assam had 240 essential drugs and the number of stock-out items at the district level 

ranged from a low of 9 (4%) in Baksa District to a high of 64 (27%) in Cachar District. Similar incidents of stock-outs have also been 
reported by all the other states. 

https://dipp.gov.in/sites/default/files/PPP%20MII%20Order%20dated%204th%20June%202020.pdf
https://www.doe.gov.in/sites/default/files/OM%20dated%2023.07.2020.pdf
https://www.doe.gov.in/sites/default/files/OM%20dated%2023.07.2020.pdf
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essential drugs. The PIPs submitted by the state governments to the government give details of 
procurement of drugs at an aggregate level for the state. The procurement planning process in 
the MSCs needs to be strengthened with a focus on demand forecasting to ensure that the stock-
outs of essential drugs at the state level are minimized. The MSCs are currently depending on 
quality test reports of the finished product to be furnished by the vendor from independent labs. 
The MSCs also draw random samples for some consignments of the finished product on receipt 
at the warehouse and get these tested from independent labs registered with them. The drugs 
are taken into stock only on receipt of satisfactory test results. There is, thus, a system in place 
for testing of the finished product. The system would, however, need to be strengthened in some 
of the states like Assam, Chhattisgarh, and Jharkhand, which do not have a developed ecosystem 
for quality testing of drugs. 
 
23. The staff of NHM have gained experience in implementing donor-funded projects including 
the earlier ADB loan for strengthening NUHM.28 The various procuring entities at the state 
government level as well as the specialized agencies have gained extensive experience in 
implementing government-funded projects. In Assam, Haryana, Jharkhand, and Telangana, 
MSCs are relatively new, and overall procurement capacity needs further improvement due to 
staff turnover. Therefore, the procurement staff would still benefit from exposure to international 
best practices in procurement. Action plan in procurement aims to strengthen the capacity of 
weaker states in procurement planning, budgeting, contract administration, and monitoring. The 
positive impact of such capacity building is expected to accelerate implementation of the program 
and lead to achieving the benefits of efficiency, economy, and improved transparency of 
procurement practices in various state governments. The procurement-related training programs 
developed by the Capacity Development Resource Centre of INRM, New Delhi can be 
customized for the health sector-specific issues; and the procurement staff of the identified states, 
especially the weaker procuring entities, should receive this training. The training programs 
should be also made into electronic modules and offered as webinars to reduce cost and time 
requirements.  
 
24. Key risks and mitigating measures. While the state governments have well-established 
and robust procurement systems with eProcurement being the default method of procurement for 
all tenders with an estimated value above ₹200,000 ($2,700 approximately), the procurement 

assessment has identified the following key risks to implementation of the RBL Program as 
explained above. These risks, risk mitigation measures, and assessment of risks are given in 
Table 2. The mitigation measures are included in the program action plan.  
 

Table 2: Procurement Risk Assessment and Mitigation Measures 

Risk Area   Risk Description 
Risk 

Assessment Mitigation Measures 

Procurement 
Plans 

Weak procurement planning 
leading to procurement delays 

Moderate Procurement plans to be integrated with PIPs.  
Procurement performance to be monitored quarterly by 
FMG. Demand forecasting skills to be augmented through 
health sector-specific procurement training. 

Drug quality 
control 

Lack of capable entities for 
drug testing work in some 
states 

Low While demand for drug testing will create its own supply in 
due course, the MSCs can outsource the drug testing 
works to government or private drug testing laboratories 
in neighboring states. 

Stock-outs Weak supply chain 
management resulting in 
essential drug stock-outs  

Substantial Plan for eliminating stock-out of essential drugs 
developed and implemented, and facility-level trainings 
conducted on DVDMS and/or eAushadhi system. 

Overall  Moderate  

FMG = Financial Management Group, MSC = medical supply corporations, PIP = program implementation plan. 
Source: Asian Development Bank. 

 
28 ADB. 2015. India: Supporting National Urban Health Mission. Manila  

https://www.adb.org/projects/47354-003/main#project-overview
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D. Anticorruption System 
 
25. Transparency International has ranked India 80th out of 180 countries on its Corruption 
Perception Index in 2019. India, with a score of 41/100 is ranked much higher than its neighbors 
in South Asia and several countries in Southeast Asia. Nevertheless, given the increasing 
expectation of citizens for improved governance, the implementation of the anticorruption 
mechanisms clearly needs to be strengthened.  
 
26. Program governance and accountability framework. NUHM that includes HWCs has 
a clear governance and accountability framework to mitigate corruption and fraud risks.29 The 
framework includes program governance and oversight mechanisms at the facility level; systems 
for monitoring and audit; and accountability mechanisms, involving community monitoring 
structures. HWCs have developed a feedback system as a part of their governance structure, 
which ensures accountability of the facility providers toward the citizens. ADB’s Anticorruption 
Policy has been communicated to MOHFW. This includes blacklisting of corrupt service providers 
and program monitoring by ADB’s Office of Anticorruption and Integrity.30 
 
27. Probity in procurement. All employees of central and state government are required to 
commit to the Conduct, Discipline and Appeal Rules at the time of joining. The rules include a 
commitment to the statement of ethics. The Procurement Acts as well as the general conditions 
of contract (GCC) also clearly define the situations of conflict of interest. The rules also stipulate 
that anyone involved in the procurement process declare any case of potential conflict of interest. 
Further, the GFR 2017 also provides vide Rule 37 that an officer shall be held personally 
responsible for any loss sustained by the government through fraud or negligence on her or his 
part. The government has an elaborate institutional framework, inter alia, for checking probity in 
public procurement. Apart from the Comptroller and Auditor General, Central Vigilance 
Commission, and Central Bureau of Investigation, the Competition Commission of India examines 
the anticompetitive elements and can impose a penalty if it finds evidence for involvement in 
anticompetitive activities such as bid rigging, collusive bidding, cartelization, and abuse of 
dominant position. Apart from the institutional mechanism, the state governments have put in 
place procedures for blacklisting of bidders. The blacklisting details are uploaded by the state 
governments on their e-Procurement portal. 
 
28. The procurement process commencement in the state procuring entities (SPEs) is subject 
to the approval of the budget by the state government board. The SPEs have a designated line 
of authority to authorize procurement transactions; coordinate the development and review of 
tender documentation; authorize payments; and ensure that appropriate documentation, such as 
minutes, are generated for all procurement activities to support dispute resolutions, contract 
negotiations, and periodic audits. All decisions related to procurement and other financial 
transactions are subject to statutory audit as well as an audit by the state’s Accountant General. 
The procurement decisions are also subject to audit by the Comptroller and Auditor General in 
case central government funds have been used by the RBL Program.  
 

 
29 Government of India, MOHFW. 2012. Framework for Implementation of the National Health Mission, 2012–2017. New Delhi.  
30 Guidelines to Prevent or Mitigate Fraud, Corruption, and Other Prohibited Activities in Results-Based Lending for Programs in 

Appendix 5 of the Program Implementation Document (accessible from the list of linked documents in Appendix 2). 


