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SECTION 1: CONCLUNSIO

Summary of Fiduciary Assessment

1.

This Fiduciary Systems Assessment (FSA) assures that the fiduciary systems in Nepal including in

the implementing agencies have notable strengths:

Vi.

Sound Government budget process on timeliness, classification, and execution control by Treasury.
The system is further enhanced with activity wise linkage with the Line Ministry Budgetary
Information System (LMBIS) and Treasury Single Accounts (TSA).

Transparency of the budget process with daily budget execution reports published on the Financial
Comptroller General Office (FCGO)’s website and timely production and publication of budget
documents and annual financial statements.

Financial Procedures and Fiscal Responsibility Act, 2019 (FPFRA) has introduced better control in
terms of planning and budgeting, internal control and internal audit, fiscal transparency etc. Capacity
enhancement and emphasis on independence of internal audit is much appreciated.

Several guidelines and standards in respect of internal control, internal audit, and final audit are put
in place.

A systematic external audit of government expenditures by the Supreme Audit Institution (SAl) —the
Office of the Auditor general (OAG) and increased capacity of the OAG to conduct other specific
audits including the performance audit.

The assessment of the fiduciary systems, however, denotes the following significant fiduciary risks:

Coordination among the implementing agencies needs to be enhanced for better monitoring and
reporting. The implementing agency — University Grants Commission (UGC) needs to strengthen
institutional arrangements for better coordination with the subsidiary implementing agency —
Tribhuvan University and other beneficiary higher education institutions (HEls). The Financial
Management staff capacity needs to be strengthened.

Weakness in the internal control framework within the UGC and the Higher Education Institutions
(HEIs) poses a risk that the World Bank proceeds might be expensed in contradiction with the legal
and regulatory framework. The internal control guidelines issued by the Ministry of Education,
Science and Technology (MOEST) should be, mutatis mutandis, owned up and implemented by the
Project implementing agencies.

UGC and the HEIs have not developed adequate accounting policy and system.

Financial Management System (FMS) in the implementing agencies does not cover all types of
financial transactions and, does not generate general purpose financial statements. Project financial
statements were not submitted timely in the previous IDA-assisted projects.

Internal audit is not carried out regularly. Follow up on the internal audit observations is weak.

Existing Nepal e-GP system is used for procurement opportunities publications and opening of
received bids/ proposals only rather than using for whole procurement cycle including contract
award publications. Well trained procurement staff are not available within the implementing
agencies.



Vii.

Mitigation Measures

3. The Program fiduciary systems are generally in line with international standards regarding the
budget process and transparency. NEHEP PforR addresses the fiduciary risks mainly in two ways:

i. through DLI-based financing (monetary incentives) by including the DLI on strengthening
governance, fiduciary, data, and capacity, and

ii. throughthe Program Action Plan (PAP) by integrating key fiduciary measures. Review of the Financial
Management Improvement Action Plan (FMIAP) on a semiannual basis.

4, Considering the existing weaknesses in the fiduciary systems and the time and effort required to
implement the FMIAP and the capacity-building initiatives, the residual fiduciary risk for the Program is
ratedas’ Substanti al’

5. A Financial Management Improvement Action Plan (FMIAP) as a medium for the following
mitigation measures is suggested and agreed by the implementing agencies:

i.  Enhancing the Project coordination mechanism among the implementing agencies by strengthening
UGC Secretariat as the Program Implementation Secretariat (PIS) with Program Support Unit (PSU).

ii. Nepal e-GP will be used for whole procurement cycle including publications of procurement plan
and contract awards of the program procurements. Procurement experts will be hired for
strengthening procurement capacity of implementing agencies.

iii. The FM staff capacity needs to be strengthened. An experienced FM Consultant shall be hired to
support the PSU in FM related issues.

iv. The internal control guidelines issued by the MOEST should be implemented by the MOEST and
should be owned up by the UGC, TU and the HEls with necessary adaptation.

v. The UGC, TU and the HEls will develop adequate accounting policy and system.
vi. FMS shall be enhanced to cover all types of financial transactions and it will generate at least general-
purpose financial statements. This will enable the UGC, TU and the HEls to submit the project

financial statements timely and reliably.

vii. Internal audit shall be carried out regularly. And, the internal audit observations will be recorded and
resolved systematically.

viii. The UGC, TU and the HElIs shall update records for final audit arrears and will develop Audit Arrears
Resolving Action Plan (AARAP).

ix. While the UGC will have control over fund grants provided to TU and other universities but reported
back to UGC



Reasonable Assurance

6. The Fiduciary System Assessment (FSA) as applicable to the PforR Program, concludes that the
present systems together with proposed mitigation measures will meet the requirements of the Bank’s
Policy for PforR financing dated November 10, 2017 and would be adequate for achievement of the
Program objectives. The FSA focused on determining whether the systems provide reasonable assurance
that the financing proceeds will be used for the intended purpose with due attention to the principles of
economy, efficiency, effectiveness, transparency, and accountability. The Program uses the country
systems all for the procurement, financial management and corruption control. The Program shall
significantly contribute to strengthen the country systems.

7. The FSA covered FM, Procurement, and Fraud & Anti-Corruption (F&C) aspects. The FSA was
carried out in accordance with the principles governing PforR Programs as per the World Bank’s internal
guidelines. As part of program preparation, the World Bank carried out the FSA of the Government’s
country systems and of the implementing agencies like the MOEST, UGC, TU and other HEls. The
assessment of program fiduciary systems integrates findings in three areas:

(a) The financial management systemsere assessed to determine the degree to which the relevant
planning and budgeting, fund flow, internal control, accounting, financial reporting, and auditing
arrangements provide a reasonable assurance on the appropriate use of program funds,

(b) The procurement systemswere assessed to determine the degree to which the procurement
planning, bidding, evaluation, contract award and contract administration arrangements and
practices provide a reasonable assurance that the program will achieve intended results through
its procurement processes and procedures, and

(c) The governance systemsbout how the risks of fraud and corruption are managed and mitigated
considering the government’s commitments under the Guidelines on Preventing and Combating
Fraud and Corruption in PforR Financing (Anti-Corruption Guidelines or ACGs).

8. The fiduciary systems of the Program were assessed based on the counterpart consultations;
available data and information; procurement performance related information, annual audit reports of the
OAG, implementation experience of WB financed Projects, the country’s anti-corruption reports etc. The
assessment has reviewed the prevailing Acts/Rules related with the Fiduciary systems. Because of the
COVID-19 pandemic travel restriction, no physical visits were made in course of the FSA.

Procurement Exclusions

9. The Program is not expected to procure any large contracts valued at or above the Operational
Procurement Review Committee (OPRC) thresholds (USS75 million for works, US$50 million for goods and
non-consulting services, and US$20 million for consultant services), which are based on a “Substantial” risk
rating. The Program is not expected to include any large-value contracts based on the inherent definition
of the Program boundaries. The implementing units shall report to the World Bank if any large contracts
appear throughout project implementation. In addition, the World Bank team will analyze and monitor the
Program performance of fiduciary systems and contract management reports to identify any large-value
contracts that may appear throughout the Program implementation.



SECTION 2: SCOPRASGESSMENT

10. An integrated Fiduciary Systems Assessment (FSA) was carried out for the proposed PforR. The
assessment is mainly based on virtual discussions with the key stakeholders and analysis of available
documents amid COVID-19 pandemic.

11. The FSA focuses on whether the fiduciary environment gives a reasonable assurance about the
intended use of the financing sources on principles of economy, efficiency, effectiveness, transparency,
and accountability. This FSA covers the Program’s institutional arrangement, disbursement, financial
management (FM) and procurement system, and the overall governance system.

12. While conducting the FSA, references were taken from previous studies and reports in addition to
the analysis of prevalent regulations and practices in public procurement and FM system in Nepal. The FSA
has covered the newly introduced Financial Procedure and Fiscal Responsibility Act, 2019 (FPFRA) and the
financial regulations applicable to the proposed implementing agencies mainly the UGC. The Bank fiduciary
team consulted controlling and oversight bodies like the Ministry of Education, Science and Technology,
Ministry of Finance, Financial Control General Office, Public Procurement Monitoring Office, Office of the
Auditor General etc. as needed during the FSA. The FSA concludes that the Project’s fiduciary system
provides reasonable assurance that the financing proceeds will be used for intended purposes, provided
that the mitigation measures are complied with during the implementation.

Program Boundary and Framework

13. The Program Development Objectives (PD@sg to strengthen labor market relevance and
quality of higher education, boost collaborative research and innovation, and enhance equitable access for
underprivileged and disaster affected groups.

14. Program FinancingThe National Higher Education Program (NHEP) of the government has an
estimated budget size of USD1.15 billion for six years including the base year (2021), which includes USD60
million from IDA Credit. NHEP program expenditures are aligned with the estimated overall government
budget allocation for UGC and other direct grants for institution-level capital expenditures for the same
period. It is estimated on the baseline of FY21 budget allocation. The NHEP expenditure includes budget
allocations for national-level entities such as UGC and grant funding and subsidies for HEls. Expenditures
from revenues generated by HEIls through tuitions and fees are not included in the program expenditures.
The PforR program expenditure is carved out of NHEP expenditure and has a total cost of around
US$598.05 mil, which will be financed by GON financing of US$543.04 mil and IDA Credit of US$60 mil of
which US$ 55.00 mil for PforR and USS$5.00 mil for IPF. The IDA contribution thus accounts for around 10.0
percent of the total PforR program investment. The GON contribution to the PforR program expenditure
comprises development expenditures and capital funding and excludes Government salary in block grants
to universities and HEls.

15. Institutional Framework for Program Implementation - the PfoR will use the government system
for Program implementation, oversight, FM, procurement, safeguards, M&E, and reporting arrangements.
The Ministry of Education, Science and Technology (MOEST) will be responsible for program coordination
and policy matters. The UGC will be responsible for overall implementation including preparation of the
Annual work Plan and Budget and will work closely with MOEST, Tribhuvan University as a subsidiary
implementing agency will work under UGC guidance for the implantation of TU related activities.

16. The UGC Secretariat will work as the Program Implementation Secretariat (PIS) for effective
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implementation. A Program support unit (PSU) with additional human resources will also be mobilized for
PIS support. Similarly, TU Central Office will work as the PIS at TU, and a PSU will also be mobilized to
support TU Central Office. At the beneficiary level, where most of the expenditures are made, the main
frontline actors are the universities and their constituent and affiliated institutions. The governing bodies
of these institutions will be responsible for managing all institution-level activities. UGC in coordination
with respective affiliating universities will provide training, management, and monitoring support to these
institutions. UGC and respective universities will also coordinate with Provincial government in support of
HEls in respective provinces as per the Higher Education Act under finalization in federal set up.

Program Expenditure Framework Composition

17. The Program Expenditure Framework (PEF) will be entirely funded through the GON’s National
Budget, and it will be implemented using the GON’s systems regarding overall financial management
including the budget preparation and execution, cash management, accounting, financial reporting,
internal controls, and external audits. The GON’s budget is a prediction of actual expenditures. The
expenditure over budget turned out more than 90% in the UGC over the 3 years from FY 2017/18 to
2019/20. While the overall NEHEP has been tentatively costed, it is not possible to directly correlate budget
line items with the NEHEP outcomes covered by the project since the GON’s budget does not yet present
a program-based classification that could link inputs to outcomes. Nevertheless, the budget execution
reporting mechanisms (cash management, financial reporting, and external audit) allow for adequate
monitoring of budget proceeds, as indicated in this assessment. Also, activity-based budgeting has been
commenced within the LMBIS. Because it has been agreed that the Computerized Government Accounting
System (CGAS) developed by the Financial Comptroller General Office (FCGO) is to be installed in all cost
centers of the UGC for the NEHEP implementation, the activity-based expenditure accounting and
reporting is also introduced in the CGAS.

18. The World Bank proceeds will be transferred to the GON’s consolidated fund maintained at the
central bank of Nepal — Nepal Rashtra Bank (NRB) and will fund the execution of the GON’s budget. The
International Monetary Fund Safeguards Report February 2016 has made important recommendations in
terms of external audit, legal structure and autonomy, financial reporting, internal audit, and internal
controls in order to improve the internal control framework of the NRB. The Report has not indicated that
specific safeguards measures would be required.

19. At the end of the NEHEP, any amount exceeding the total DLI disbursed amount by the World Bank
compared to the total expenditures incurred under the PforR boundary will need to be refunded to the
World Bank. NEHEP budget head under 350021 will be used for the purpose of Program expenditure
reconciliation. Contribution of other DPs if any and large value contract expenditure as include in the FA
will be excluded in the reconciliation.

Budget Structure



20. The Federal public funding to higher education is channeled through MOEST and the Ministry of

Health and Population (MOHP). The MOEST
funding support goes through UGC to
universities/HEIs and directly to the National
Academy of Science and Technology (NAST), while
the five health science academies budget is
channeled through the MOHP.! In the Program the
budget channeled from MOEST through UGC to
universities and HEls is considered as a Program
Framework and consists of (i) block grants for staff
salary (50%) and academic services (9%); (ii)
development grants (14%); (v) capital grant (27%).
Spending on research is more scattered among
development grants and capital grants. Universities

Figurel: Program Boundary

e

Total UGC Program (UGC Plus IDA):
USS1,145 million

Program for Results Boundary:

UGC: US$543.04 million;
IDA: USS 60.00 million [55.00 million (PforR,
and USS 5 million (IPF)]
(52% of Total Program)

\

\
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and public HEIs also generate internal resources as the government funding is insufficient. While
community colleges receive GON grants on performance, private HEls do not receive government funding.
The universities and HEIs’ internal resources are not included in the Program funding for the PforR.

21. The resources allocated to overall UGC Program for FY 2020/21 is USD140.7 mil. with salary
component of USD 70.31 mil and Development including capital part of USD 70.38 million (PforR
boundary). The annual growth of the Program budget is assumed to be at 10% considering three factors:
(i) annual national growth of around 6%, increase of education budget as a share of National budget to 20
percent by 2030, and (iii) contribution of provinces to higher education. Based on these assumptions the
funding envelops of PforR boundary has been presented in the Figure 1 and Table 12.
Table 2 presents the category-wise expenditure framework showing slightly higher proportion of program

Tablel: UGC Higher Education Budget and NEHEP: Base Year and Forecas@202@2(USD mil)

1In the NEHEP budget channeled through UGC only is considered as a Program Framework

202021 2025 | 202021 to
Budget Head (Base year) 202122 | 202223 | 202324 | 202425 26 202626
Regular Budget
(Code:2641p 102.69 112.96 124.26 136.68 150.35 165.39 792.33
(Recurrent + Development)
- Recurrent (R) 82.72 90.99 100.09 110.10 121.11 133.22 638.25
E" Remuneration (RM) 70.31 77.35 85.08 93.59 102.95 113.24 542.51
a Development (D1) 12.41 13.65 15.01 16.52 18.17 19.98 95.74
3 Development (D2) 19.97 21.97 24.16 26.58 29.24 32.16 154.08
= Capital Budget (CB) 38.00 41.80 45.99 50.58 55.64 61.21 293.23
(Code:26422) s
Sub-total (D1+D2+CB) 70.38 77.42 85.16 93.68 103.05 113.35
Total (RM+D1+D2+CB) 140.70 154.77 170.24 187.27 205.99 226.59 1,085.55
a Program 0 16.50 25.00 12.50 1.00 0.00 55.00
% Project 0 0.50 1.50 1.50 1.00 0.50 5.00
= Sub-Total (NEHEP) 0 17.00 26.50 14.00 2.00 0.50 60.00
Total Program (UGC+IDA) 140.70 171.77 196.74 201.27 207.99 227.09 1,145.55
PforR Boundary 70.38 93.92 110.16 106.18 104.05 113.35 598.04
% Total Program 100% 100% 100% 100% 100% 100% 100%
(‘73 PforR Boundary 50% 55% 56% 53% 50% 50% 52%
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cost over teacher/staff salary.
Program Results Framework and Monitoring and Evaluation

22. A comprehensive Results Framework has been devised to allow the continuous monitoring of the
overall PDOs with six key performance indicators, 16 intermediate results indicators, six disbursement
linked indicators with 17 disbursement linked results. The set of key outcome indicators, intermediate
indicators, and DLIs are selected/ designed as per their functionality to ensure all Program aspects are
implemented. While PAP is designed to facilitate implementation, remedial actions will be taken in case of
delays/ bottlenecks. Institutional arrangements are also put in place and will be further strengthened as
per requirement utilizing the available resources under Component 2 of the Program.

Table 2: Categomyise Expenditure Framework

Subtotal
- IDA, USD .
Budget Heads (Recipient), . Total, USD, Mil Share of total, %
. Mil
USD, Mil
A. University Teacher/Staff salary and
. 542.51 0.00 542.51 47.40
Remuneration (Code:26412 A)
B. Program Cost (Code:26412 B) 543.04 60.00 603.04 52.60
B.1 Recurring and Development 249.81 - 309.81 27.00
Academic Programs 87.70 10.00 97.70 8.50
Research and Development 17.97 10.00 27.97 2.40
Quality Assurance and Accreditation and
. 28.37 10.00 38.37 3.30
improvements
Performance Grants 20.48 10.00 30.48 2.70
Equity and Access 26.89 10.00 36.89 3.20
Digital Development 14.36 5.00 19.36 1.70
Others and capacity building 54.04 5.00 59.04 5.20
B.2 Civil works, Equipment (Code:26422 293.23 - 293.23 25.60
Total Program 1,085.55 1,145.55 100.00
Table 3: Summary of DLIs and DLRs
DLIs Allocation DLRs (quantitative DLRs are scalable)
(USS mil)
Results Area 1 Improved Labomarket relevance, Entrepreneurship, and Collaborative Research
DLI 1: Labor market- 10 DLR 1.1: Standards, operational policies and guidelines for faculty competency
driven autonomous development and academic leadership sensitization designed and approved
programs, faculty DLR 1.2: 1,600 faculty members trained and academic leaders sensitized
members training and DLR 1.3: 100 labor market-driven autonomous programs introduced
academic leaders’
sensitization




DLIs Allocation DLRs (quantitative DLRs are scalable)
(USS mil)
DLI  2: Collaborative 10 DLR 2.1: Standards, operational policies and guidelines for collaborative research
research and and entrepreneurship programs designed and approved
entrepreneurship DLR 2.2: 20 collaborative research projects awarded
program DLR 2.3: 50 entrepreneurs trained and received Seed Fund Grants

Results Area 2 Strengthening Governal

nce and Financing of Higher EducdtoiQuality Enhancement

Grants

DLI 3: Quality Assurance 10 DLR 3.1: 50 accredited HEIs undertook at least three QE activities based on their

and Accreditation, and institutional development plan

Quality Enhancement DLR 3.2: 5 HEIs reconstituted as Deemed Universities or equivalent TU Chapters
DLR 3.3: 5 Universities or Academies have completed peer review for QAA
DLR 3.4: Additional 220 HEls or programs of HEIs have been accredited or have
completed peer review for QAA3

DLI 4: Performance Based 10 DLR 4.1: Standards, operational policies guidelines for performance grants designed

and approved
DLR 4.2: 400 HEls received performance grants (cumulative)

Results Area 3Widening

Access to Qu

ality Higher Education for Disadvantaged Students

DLI 5: Enrollment of
disadvantaged students
in lagging and/or disaster
affected Provinces and
Remote Regions

10

DLR 5.1: 100 HEls in lagging and/or disaster affected Provinces or Remote Regions
received Equity Grants

DLR 5.2: 20,000 (Additional) higher education students supported from bottom
quintiles

Results Area 4 Extending Digitizatiorof

Higher Education

DLI 6: Online teaching, 5 DLR 6.1: Standards and operational policies for higher education digitization,
learning and digitized connectivity, and implementation procedures designed and approved
administration DLR 6.2: Share of students registered in courses with online/blended teaching
methods increased to 50%
DLR 6.3: Digital learning platform and online administration established at UGC
TOTAL 55 17 DLRs
23.  As per annual audit report of the OAG, 2020, UGC Table 4Grant to Universities
has made available the following grants to the universities Year No. of Amount NPR'
in over three years from FY 2016-17 to FY 2018-19. The Universities pileh
Table 4 below clearly presents the increase of the grants AWEEL) L L
. . 2017-18 11 9,312.96
over the given years. The UGC also provides grants to the
2016-17 9 1,448.60

community colleges for their recurrent and development

needs as shown in Table 5. As per the respective audit
reports of the OAG, the UGC has the following operational performance in terms of income and
expenditures over three years from FY 2016-17 to 2018-19. Table 6 shows the grant dependency of the
UGC for its operational activities. Similarly, the HEIs are also largely dependent upon the grant amounts as
collected from the respective Fiscal Year’s audit reports of the OAG (Table 7). Table 8 depicts the financial
position of the HEIs over the three years from FY 2016-17 to FY 2018-19. The financial position of the HEIs
appears fine as most of them have accumulated surpluses.

3 In average 50% shall be accredited




Table 5: Grant to Community Colleges; NPR, Million

. Recurrent Capital Total

Fiscal T N

Year °.0 Amount | ~>© Amount

Colleges Colleges

2018-19 457 377.08 201 144.9 | 521.98
2017-18 477 3194 168 145.56 | 464.96
2016-17 474 326.13 135 113.38 | 439.51

Table6: Three years income and expenditures of UGC, NPR million

Income Expenditure Surplus/
. Previous (Deficit) CF
Fiscal Years
Year's [Grant Others  |Total Direct Operational |Employees [Other Total to Next
Surplus Year
2018/19  [2,582.89 |14,836.30 |167.33 17586.52 [13,322.29 |19.34 35.09 10.61 13,387.33 [4,199.19
2017/18 (323149  |10,446.77 (82.04 13,760.30 {10,158.60 939.48 7131 8.01 11,177.40 (2,582.89
2016/17 (241490 |11,351.26 [29.78 13,795.94 - 12197 10,542.49 110,564.45 |3,231.48
Table 7: Three years income and expenditures of public universities (NPR, Million)
HEls Fys Income Expenditure Surp!u.s/
Revenue Grant Others Total Operational | Employees Depn Total (Deficit)
2018/19 8,451.02| 23,958.18 1,157.24| 33,566.44| 18,286.09| 10,300.77 28,586.85 4,979.58
TU 2017/18 22,391.76| 40,712.29| 38,676.67| 101,780.72| 77,353.35| 24,427.37 101,780.72 -
2016/17 7,349.57| 13,362.85| 12,694.71| 33,407.13| 22,147.76 6,994.03 29,141.79 4,265.34
2018/19 21.32 544.12 63.74 629.19 267.9 352.93 620.83 8.36
NSU 2017/18 287.55 522.82 496.68 1,307.06 997.25 314.92 1,312.17 -5.11
2016/17 281.23 511.33 485.76 1,278.32 981.59 309.98 1,291.57 -13.25
2018/19 515.75 252.32 250.17 1,018.25 257.61 260.96 518.57 499.67
PokU 2017/18 204.52 371.85 353.26 929.62 42.46 145.95 188.41 741.21
2016/17 117.41 213.48 202.8 533.7 345.61 109.14 0.12 454.87 78.82
2018/19 7.98 251.07 259.05 14.62 133.36 147.98 111.07
LBU 2017/18 56.22 102.22 97.11 255.55 194.22 61.33 255.55 0
2016/17 75.28 136.87 130.03 342.18 98.26 31.03 129.28 212.89
2018/19 588.89 84.6 673.49 583.46 155.63 739.09 -65.6
MWU 2017/18 140.98 256.33 243.52 640.83 291.97 92.2 384.17 256.66
2016/17 111.16 202.11 192.01 505.28 231.16 73 304.16 201.12
2018/19 157.62 499.13 656.75 237.93 400.03 7.25 645.21 11.54
SPU 2017/18 69.4 126.18 119.88 315.46 239.75 75.71 4.07 319.53 -4.07
2016/17 158.26 287.75 273.36 719.37 263.71 83.28 346.99 372.38
2018/19 307.93 41.83 976.1 1,325.86 260.71 408.55 669.26 656.6
AFU 2017/18 236.69 430.35 408.83 1,075.86 450.99 142.42 593.4 482.46
2016/17 187.98 341.78 324.69 854.46 435.85 137.64 573.48 280.97
2018/19 4.2 128.49 132.69 55.98 20.26 76.24 56.45
RJU 2017/18 9.62 17.49 16.61 43.72 33.23 10.49 43.72 -
2016/17 - - -




Table 8: Financial position of the HEIs over three years i¢illiR)

Liabilities Assets
HEls FYs . Current Non- Current Other
Capital Reserves Accum‘ulate Loan Liabilities Total current Assets Assets Total
d Earnings Assets
2018/19 19,079.37 1,982.22 5,545.72 4 7,241.59 33,852.89 16,360.48 14,167.42 3,324.98(33,852.88
TU 2017/18 15,745.51 6,655.00 4,231.28 6,827.38 33,459.17 15,037.02 3,507.51 14,016.53|32,561.05
2016/17 12,543.14 -975.66 8.07 65,853.44 77,428.99 11,394.55 8,410.62 61,635.83(81,441.01
2018/19 774.84 104.16 -6.15 108.15 980.99 757.78 66.3 156.91(980.99
NSU 2017/18 970.08 20.74 -5.11 85.79 1,071.49 1,013.77 19.17 38.55|1,071.49
2016/17 1,104.17 -13.25 100.96 1,191.88 1,104.17 45.82 41.9(1,191.88
2018/19 2,340.58 0.76 424.42 440.22 3,205.97 735 2,323.16 147.8(3,205.97
PokU 2017/18 2,038.14 263.7 135.39 389.5 2,826.73 810.17 11.8 2,004.76(2,826.73
2016/17 1,696.22 78.95 244.28 2,019.44 516.73 1,502.72|2,019.44
2018/19 323.61 113.34 14.83 451.78 323.61 128.17|451.78
LBU 2017/18 230.69 112.26 0.19 12.91 356.05 230.69 21.43 103.93(356.05
2016/17 211.06 0.16 212.89 8.41 432.54 211.06 36.04 185.43(432.54
2018/19 710.25 56.56 184.34 53.6 1,004.75 710.25 260.28 34.22|1,004.75
MwuU 2017/18 551.41 49.34 249.82 36.31 886.88 551.47 32.66 302.75|886.88
2016/17 418.73 201.12 24.7 644.55 418.74 47.02 212.37|678.13
2018/19 860.84 262.62 18.01 106.46 1,247.92 678.72 565.9 3.3|1,247.92
SPU 2017/18 718.46 150.03 8.74 877.23 359.46 -15.93 533.69|877.23
2016/17 494.37 372.38 20.6 887.35 258.04 8.8 620.52|887.35
2018/19 863.51 11.27 835.77 1,710.54 863.51 47.63 799.4|1,710.54
AFU 2017/18 738.84 484.87 133.13 1,356.84 738.84 30.26 587.74(1,356.84
2016/17 600.24 280.97 153.31 1,034.52 600.24 23.25 411.03|1,034.52
2018/19 32.59 4.31 67.65 104.55 32.59 71.89 0.07|104.55
RJU 2017/18 12.75 30.98 43.72 12.75 0.77 30.21|43.72
2016/17 - -

Procurement Profile of the Program

24. The details of the procurement profile are as follows:

(a) Procurement Expenditure ProfileBroad outline of the Program Expenditure related to
procurement is given in the Table 9 along with the corresponding IDA funding. Based on the
activities identified in the Program scope, the main procurable items include (a) Goods:
machinery, equipment, materials; IT hardware, software and office equipment required by
participating agencies, (b) Consultants: for modernization and improvement of course curricula,
and trainings, (c) Non Consulting: Design and development of IT systems.

(b)

Table 9:Procurement Expenditure Profile (values in USdilion)

Procurement Break up Implementing Agencies and Beneficiary HEIs
UGC TU HEls Total

Works, Good, Consulting 603 | To be allocated To be allocated 603.04
and Non consulting out of 603 as per out of 603 as per
services requirements requirements
Total 603.04 603.04
IDA 60 603.04

IDA: PforR: USS 55.0 million and IPF Component: 5 m, GON 543.04 million

Procurement arrangements:The UGC as the Implementing Agency responsible for overall

management, coordination, and monitoring & evaluation of the Program will also be responsible
in fulfilling the procurement requirements. The TU as the sub-implementing agency and other
participating universities / HEIs will fulfill the procurement requirement of their institutions
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under UGC overall guidance. The UGC procurement system assessment has been carried out
considering the procurement requirements noted in Table 9 for the Program. Similarly, an
assessment of TU as subsideiary IA and other HEIs has also been carried out considering their
roles for procurement activities including management and monitoring and coordination with
UGC as the main IA.

(c) Procurement capacity assessmemtn assessment of the implementing agencies procurement
systems, regulatory aspects, and operational practices was carried out as part of Integrated FSA.
This assessment was carried out virtually through online meetings and phone conversations in
view of the current COVID-19 pandemic. The relevant information from UGC as well as other
HEIs were collected in coordination and support of the UGC and TU officials.

25. The assessment noted that the procurement framework across all the implementing agencies is
similar, but the practice of the applicable rules and regulations may slightly vary across them. Procurement
is mainly governed by Nepal Public Procurement Act (PPA), 2007 and Public Procurement Regulations
(PPR), 2007 and their subsequent amendments, guidance and standard bidding documents issued from
time to time by Public Procurement Monitoring Office (PPMO), the apex procurement authority in the
country.

26. All the implementing agencies mandatorily use Nepal e-GP portal for e-procurement, their own
standard bid documents. The assessment further noted that procurement under the Program is of
relatively similar values compared to the procurement activities previously carried out by the participating
agencies. The procurement staff strength in UGC is considered adequate and while the other agencies
would require further capacity strengthening. The participating agencies procurement systems found to
have processes and procedures for effective implementation of the Program.

27. UGC Assessmentthe Procurement Management Section (PMS) of the UGC Secretariat is
functional with two experts-staff in place. The PMS will be responsible for overall coordination across
universities/ HEIs in the overall implementation and management of procurement activities at UGC,
universities and other HEls. The Program support unit of the UGC and TU will also hire additional
experts/staff or consultant to support the PMS for support as and when required including for the
implementation of the World Bank’s Anti-Corruption Guidelines in relation with the implementation of the
Program activities.

SECTION 3: PROGRMAMJEIARY PERFORMAAMIE SIGNIFICANT RIIARY RISKS
Use of Country Systems

28. The program shall be conducted using the prevailing country system. The Program’s FM
implementation arrangements have been assessed to evaluate the capacity of the implementing agencies
(IAs) to record, control, and manage all project resources and produce timely, understandable, relevant,
and reliable financial information for stakeholders in the context of country fiduciary systems and the
identified risks are planned to mitigate with appropriate interventions.

Key Stakeholders in the Program Fiduciary Management

29. University Grants Commissiof GC)is the main implementing agency to carry out the project
activities. The UGC Secretariat and the TU Central Office will function as the Program Implementation
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Secretariat (PIS) at the UGC and at the TU. The UGC will implement the Program with support from the
universities and HEIls and in coordination and overall support of the MOEST. The UGC shall play a crucial
role in the NEHEP as a Coordinator among all the stakeholders. UGC shall coordinate in all the FM functions
from planning and budgeting, accounting, and reporting and coordination for internal and external audits.

30. Ministry of Education, Science and Technology (MOE®T) be responsible for overall
coordination of fiduciary management as an oversight Ministry to facilitate budget approval,
implementation of fiduciary management of the programs including timely release of the approved
program and budget to UGC and ensure monitoring and reporting.

31. Ministry of Finance (MOR)through its International Economic Cooperation and Coordination
Division (IECCD), is responsible for mobilization of foreign aid resources. The Budget and Program Division
prepares public expenditure plans. The Public Expenditure and Financial Accountability (PEFA) Secretariat
coordinates PFM reform activities. The role of PEFA Secretariat is important as several fiduciary
improvement actions will require coordination between the MOEST, UGC, MOF, Financial Comptroller
General Office (FCGO) etc.

32. Financial Comptroller General Office (FCGIQ)! act as the accounting and treasury management
agency of the Government, overseeing all government expenditures against the budget, recording unified
accounts of revenue collection and other receipts, and preparing consolidated financial statements. With
4 divisions and 14 sections, the FCGO'’s field offices are spread across all 77 districts of the country. Each
district has a District Treasury Controller Office (DTCO) that is involved in making payments based upon
request of the spending units within the approved budgets of government offices, budgetary controls, and
reporting. There are Provincial Treasury Controller Offices (PTCO) in all 7 provinces working under the
FCGO. P/DTCOs carry out internal audits.

33. National Planning Commission (NP&@ymulates development policies and prepares periodic
development plans within the framework of a long-term development perspective. The role of the NPC will
also be in finalizing the ceiling of annual budget for the Program.

34, Office of the Auditor General (OA®)the supreme audit institution (SAI) in Nepal honored as a
constitutional body and is mandated to conduct the external audit of all levels of government offices,
including that of the UGC and most of the universities as specified by law. OAG conducts audit following
established international auditing standards and procedures considering regularity, economy, efficiency,
effectiveness, and propriety. The OAG provides audit opinion on the integrated financial statements of the
Government of Nepal including the of state-owned enterprises and DP-assisted projects/programs and
follows up of previous audit observations and recommendations of audit reports. As mandated by the
constitution, the OAG presents annual report to the President, who then presents the report to the
legislature.

35. Commission for Investigation of Abuse of Authority (CIAA}R constitutional body as per the
Constitution of Nepal and is honored as a prominent anticorruption agency with the legal authority to file
corruption cases in the special court. The outcomes from the court can address various anticorruption laws
and other similar legislation. As mandated by the Constitution, the CIAA presents an annual report to the
President, who then presents the report to the legislature.

36. Public Accounts Committee (PAIE) parliamentary committee of the House of Representatives
tasked to examine the Government’s financial transactions and accounts and discuss the OAG’s report. It
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directs the government in prominent issues regarding financial irregularities and prepares annual report of
its work.

Budgeting and Planning

Country System Framework

37. GON’s normal budgeting starts early December for the next Fiscal Year’s Annual Worl Plan and
Budget (AWPB). In case of the UGC, the process moves through collection of annual programs from the
subordinate offices by the UGC and submission, discussion, and approval through the MOEST, NPC, and
MOF. LMBIS has been instrumental for budget approval and authorization for expenditure after issuance
of budget called red book. Recently enhanced LMBIS records activities under each chart of accounts (COA)
facilitating financial reporting along with activities. Activities are grouped under budget head, sub-head,
and expenditure code. The red book presents a medium-term expenditure framework (MTEF) giving a
projection of two succeeding Fiscal Years in addition to the approved budget for the current Fiscal Year.
The red book also presents the previous year’s revised estimate of expenditure and actual expenditure of
the FY two years back. Thus, the Government budgeting system gives a reasonable picture of past
expenditure, current budget, and future projection. This will better link budget allocations to policy targets
and will improve monitoring of expenditures in relation to budget/cost effectiveness and efficiency.

Performance within system framework

38. The budget outturn of the UGC over the last three years is over 90% as depicted in Table 10. The
past three year’s trend in terms of budget allocation in the AWPB and its utilization show that the annual

Table 10Historical Rates of UGC Budget Execution

Budget FY201718 FY 201819 FY 201920 FY 202021
Allocation | Experses| Allocation | Experses| Allocation | Experses| Allocation | Experses
UGC Reyular 70.67 69.69 79.66 75.70 113.31 115.06 102.69
UGC Capital 18.62 17.67 37.84 30.36 34.13 27.52 38.00
Total 89.29 87.36 117.50 106.06 147.44 142.58 140.70
Rate of
utilization 97.84% 90.26% 96.70%
Rate of a_nnual increment 16.40%
in allocation (average)

increass in average is around 16.40 percent. Similarly, the annual utilization rate is between 90 to 98
percent. The UGC and the HEIs make public the annual budget allocations. The annual budget speech
details the budget strategies with initiatives taken towards budget transparency.

39. The largest share of the NEHEP expenditure will be for grants to eligible Higher Education
Institutions (HEls), grants to students and researchers, various programs and operational support
expenses. The budget shall be availed through conditional recurrent grant (Expenditure Code 26412) and
conditional capital grant (Expenditure Code 26422). Thus, subject to adequate coordination and exercise
made in the planning and budgeting process, the FSA identifies that NEHEP can mitigate risks significantly.

40. The IAs framework for planning and budgeting is considered adequate for the PforR Program with
necessary mitigation measures. The Program expenditure will be budgeted in annual budget of the IAs
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across multiple demand for grants and budget heads being operated by various beneficiary agencies.
Funding predictability is high. Risks to the Program Expenditure Framework arising out of budget
constraints are low. The Program activities will be pre-financed by the Government’s annual budget and
the Bank funds will be disbursed based on the achievement of annual Disbursement Linked Results (DLRs).
The Program expenditure will be budgeted in annual budget across the multiple budget heads, operated
by the 1As. The Program budget allocation and fund flow system will ensure adequate fund availability for
the Program activities. The program planning and budgetary process shall go through as presented in
Figure 2.

Procurement Planning

41. Annual Works Programs determine the procurements to be done and are prepared by the
concerned agencies based on priorities. These plans are consolidated by program and account
officials for approvals and budgeting. All the works to be covered in the annual procurement are
then decided based on priorities, budget

allocation and availability of funds. Works Fig2: Program Planning and Budget Approval Process
spread over more than a year, are a part
of the subsequent annual works
programs and are budgeted on priority
accordingly. Annual works programs are
available in LMBIS, a web-based

Program/Budget
Inclusionin the
Red Book
Program/
Budget
+w Approval

application for mon!tormg of p!an “rl*-g'g“ﬁ&“-mf’-“—”m—-
schemes by National Planning neorsement —
Commission and FCGO, and other '[ e
. . . Main 1 [ fceo |

relevant monitoring and oversight Account*

. . (DTCO)
agencies. UGC, TU, and HEIls plan their
procurements based on the annual works 1 —_ Reporting/Coordination

I Fund Flow/ Administrative
Linkages

Operational Bank
Account**

Project Bank
Account

programs so approved and budgeted.
However, procurement plans including © s comprises grants from GON. comtributions from other organizations,
contract packaging, method and timing of | Iyt neems om sae ot ereery v ot sowreesotimeone,
procurement keeping weather conditions

in view, and contract completion are not

being prepared and published except bid notices on Nepal e-GP. Procurement planning is clearly
linked to the available budget, considers the objectives of the departments, and needs of the
users.

42.  Procurement profile of the ProgramBased on the activities identified in the Program
scope, the main procurable items include (a) Goods: machinery, equipment, materials; IT
hardware, software and office equipment required by participating agencies, (b) Consultants: for
modernization and improvement of course curricula, and trainings, (C) Non Consulting: Design
and development of IT systems.

43, The Program is not expected to procure any large contracts valued at or above the
Operational Procurement Review Committee (OPRC) thresholds (USS75 million for works, US$50
million for goods and non-consulting services, and US$20 million for consultant services), which
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are based on a “Substantial” risk rating. This conclusion is drawn based on analysis of procurement
data of the participating agencies assessed. Procurements under the Program are of relatively
similar values. Amongst the agencies assessed, the single largest value contract issued in the last
three years is HEI for procurement works for USS 6 m. Accordingly, additional due diligence due
to complexity and competitiveness is not likely to be required in reviewing the procurement
arrangements.

Treasury Management and Fund Flow

Country System Framework

44, The NPC provides commitment ceilings to the line ministries at least one quarter in advance of
budget declaration. The MOEST, like other ministries, sends the budget ceiling to the UGC for budget
preparation purpose. Authorization letters, approved programs, sources of expenditure, and detailed line
items are made available to the UGC within 15 days of the start of the FY. Budget is categorized in priority
1(P1) and priority 2 (P2) projects, and P1 projects would be assured one-third of funds from the approved
budget on the first day of the fiscal year and expenditure funds are replenished on the day the statement
of expenditure is submitted to the DTCOs. The Red Book, with statement of programs and projects with
the ceiling of the budgeted amounts, provides ministries with reliable indication of actual resources
available for commitment more than one and a half months in advance.

Current Practice

45, Substantial progress has been achieved in the last few years regarding Treasury management and
funds flow in Nepal with the implementation of the TSA system. This system has reduced the number of
bank accounts controlled by the Government (from 14,000 accounts for 4,500 cost centers to around 400,
controlled by DTCOs) and integrated them into a TSA. This allows for real-time monitoring of budget
expenditures and the daily publication of budget execution reports on www.fcgo.gov.np/publications. All
budgeted public expenditures are captured across all 77 districts. The TSA comprises a revenue collection
module Revenue Management Information System (RMIS) now covering almost all government budgeted
revenues and a commitment recording system is also implemented. This system is IT-based and has
strengthened ex-ante budget controls, the credibility of budget execution data, and the knowledge of
treasury cash position and forecast. The introduction of commitment recording has strengthened cash
forecasting, planning, and budgeting.

46. Fiscal reports are publicly available; however, they are not comprehensive, and many autonomous
government agencies and donor projects operate outside the government budget and accounting
framework. This is also the case for the higher education sector where some portion of donor funding for
government projects are not captured by the government budget and disbursed outside the government
treasury system, that is, the disbursements made directly to project accounts operated by the government
agencies without passing through the TSA revenue accounts. For budget execution, the flow of funds is
entirely under the control of the FCGO. Line ministries, like the MOEST send payment orders to the DTCO
which processes payments through its network. In the case of UGC, the concerned DTCO executes the
payment to the payees.

15



Program Fiduciary Framework Fig3: Organizational Structure for
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48. The program shall use the fund flow
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Accounting and Financial Reporting

Country System Framework

49, The FCGO manages the consolidated fund of the Government at the NRB (Central Bank of Nepal)
through a network of DTCOs. The DTCOs make the payments based on the government entities’ payment
instructions and maintain accounts thereof in the TSA system computerized throughout the country. The
accounting information is centralized at the FCGO, which produces consolidated annual financial
statements of the state. These annual financial statements are published on the FCGO website. From FY
2020/21, the activity-based expenditure information is expected to be produced by the CGAS and TSA,
budget and accounting information has become more transparent after the implementation of
Government Finance Statistics classification and the TSA. Though, the CGAS cannot generate NEPSAS based
financial reports but consolidation of NEPSAS based financial reports is made including for Province and
local levels. Covering the autonomous institutions like UGC by NEPSAS is under discussion.

Current Practice

50. Article 16 of the UGC Act has stipulated that the accounts shall be maintained as per law and the
OAG shall carry out the audit. GON can inspect or get inspected the UGC accounts. The UGC is learnt in
maintaining the accounts on cash basis. But it has not set up a sound accounting policies and system.
Financial Management System (FMS) is presently used accounting software but, it does not cover all
financial transactions. It mainly works for expenditure accounting and revenue, assets, and liability
accounting has been maintained manually or in excel sheet. Thus, FMS can generate even the general-
purpose financial statements. The system data are manually taken for preparing financial reports. This
clearly presents an inadequate accounting system. Assets are not adequately recorded with proper values.
This problem is aggravated with weaknesses regarding timely recording and reporting of expenditures
because of the difficulty in collecting financial reports from cost centers on time. The UGC has no access to
the Treasury Single Account (TSA) data. Thus, there are challenges for reconciliation of accounts between
the FCGO and UGC accounts. The FCGO is developing the interface of CGAS with the TSA and LMBIS. Upon
development of such an interface, the issues around budget controls and account reconciliation can be
significantly mitigated.
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51. UGC has developed Financial Management Information System (FMIS) that records primarily the
expenditure management and captures a great extent to revenues and retention monies also. The system
needs to be enhanced particularly in terms of covering wider scope of assets and liabilities and for
complying with Nepal Public Sector Accounting Standards. The HEIs have not developed adequate FMIS to
record and report financial transactions as required. The HEls prepare financial positions and performance
reports belatedly and with less reliability. Some of the HEIs have not developed adequate accounting
framework.

Program Fiduciary Framework

52. The Program will follow the prevailing practices of accounting and financial reporting with
enhancement in the system as agreed. The project will maintain necessary books of accounts and prepare
and submit the project financial statements as prescribed. The UGC and the HEls have agreed to develop
accounting policies and implement Nepal Public Sector Accounting Standards. UGC and HEls have agreed
to upgrade the FMIS to adequately maintain accounting records and reports as much as possible through
the system.

Procurement Processes and Procedures

53. Procurement processeand proceduresSalient features of the applicable procurement
framework across the implementing agencies are similar. The implementing agencies use Nepal
e-GP, the same e-tendering system, standard bid documents issued by PPMO time to time.
Procurement systems of the UGC, TU and two representative HEls were assessed to determine
the degree to which the planning, bidding, evaluation, contract award and contract administration
arrangements and practices provide a reasonable assurance that the program will achieve the
intended results and were found to have processes and procedures for effective implementation
of the Program with fiduciary risks identified and proposed for mitigation in the PAP. Procurement
processes and procedures summarized below show that the procurement system ensures a fair
and transparent procurement process with the objective of achieving best value for money.

i. Open tendering is the preferred method of procurement, and conditions and lower
thresholds are laid down for limited and direct procurement in specified circumstances,
provided in Nepal Public Procurement Regulation 2007 and subsequent amendments.

ii.  GON promotes use of e-procurement and has stipulated use of e-GP for all procurements
estimated at or above USD 50,000 approx. There is obviously no bar in using e-GP for
procurements below USD 50,000 for each single procurement activities.

iii.  The provisions require that unbiased technical specifications shall be prepared, and tender
documents shall clearly indicate the qualification criteria (or class of registration) and
criteria for evaluation.

iv.  Time of 15 to 30 days based on value, category of purchase (Goods 15-30, and Works 7-30
days is provided for submission of bids). Similarly, timelines for various other activities
have been specified. Bids are required to be opened publicly.

v. Inline with the procurement legislations of the GON, specified preferences are applicable
to locally manufactured goods.

vi.  All the implementing agencies assessed use e GP portal, and respective standard bid
documents issued by PPMO.

17



vii.  Negotiations after opening of tenders are severally discouraged/ not permitted.

54, Historical procurementdata for the four procurement agencies (UGC, TU and two other
representative HEIs) assessed was collected through a local consultant to review their
procurement performance. Position in respect of typical indicators is presented in Table11. It is
noted that the sample procurements were conducted through open tenders, and the
assessment did not come across any case of limited tender/ single source. As it is, bulk of the
works procurement is through open tendering on e-GP.

Table11: Historical procurementdata of UGC, TU and other HEIs

Parameter/IA UuGC TU HEI 1 HEI 2
Procurement Size: No. of bids | Services 6 Works 26 Works 5 Works 12
issued Goods 12 Goods 4 Goods 16
Works 2
Time for preparation of bids 14.4 days (Sample Size - 10.8 days 13 days
5) (Sample Size 5) | (Sample size 5)
Time for bid evaluation 20.4 days - 25.3 days 36.3 days
Awards within Bid Validity 100% - 100% 100%
Length of proc process 52.4 days - 65.2 days 71.3 days
55. The Government and consequently the assessed agencies do not have a formal robust

complaint management system and depend on complaints received directly by the procuring
entity or its administrative department. None of the four agencies assessed have a disclosure
policy covering procurement information like procurement plans, contract award, contract
performance, complaints redressal, audit reports, appeals and their disposal.

Contract Administration

56. In the absence of an detailed guidance on public procurement in the State, contract
administration between two parties shall take place in line with provisions agreed by the parties
in bidding documents/contract during the tender process and as incorporated in the resulting
contract agreement. The Standard Bidding Documents (SBDs) have provisions related to
requirement like assessment, specifications, technical approvals, registration of suppliers/
contractors, tender conditions, contract conditions, delivery of goods/ works, quality control,
terms of payment, termination, and dispute settlement.

Internal Controls and Internal Audit

Country System Framework

57. The FCGO and the MOEST have developed and issued Internal Control Guidelines for
better controlling the financial transactions. The FCGO Guideline is under revision to make it more
comprehensive and specific to sectoral ministries. Similar Guidelines are also under development
for Province and Local levels. The Guideline covers a comprehensive set of financial regulations
guiding almost all aspects of government financial management. However, weaknesses in
enforcement of these guidelines, mainly because of lack of staff capacity is still a challenge in
maintaining fiscal discipline and compliance. The expenditure management does not provide
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sufficient ex-ante controls to prevent expenses from being incurred in contradiction with the legal
and regulatory framework. The DTCO internal audit function is an ex-post sample testing of the
existence of supporting documentation (invoices, and so on) available at cost centers in support
of the payment requests processed by the DTCO. This ‘inspection’ takes place infrequently due to
capacity constraints of the DTCO. In addition to frequency and quality of internal controls, the
institutional arrangement with limited segregation of duties for internal audit under the DTCO,
which also functions as payment processor, presents challenges on integrity of control function of
the internal audit.

58. With the introduction of new FPFRA, the internal audit frequency is increased to quarter from
previous quadrimester period. Further, the FCGO is developing Internal Audit Standards, which is a
milestone in the history of internal auditing system in Nepal. The capacity enhancement of internal auditors
is greatly emphasized. More importantly, the independence of the internal audit staff is tried to maintain
by not transferring an internal audit staff into accounting function for at least certain period. FPFRA has
special provisions regarding fiscal accountability in respect of planning and budgeting, developing Medium
Term Expenditure Framework (MTEF), monitoring, safeguarding public assets etc.

CurrentPractice

59. The IT system will also be strengthened for enhanced internal controls, for example, the FMS will
be enhanced to generate financial reports from the system itself unlike the required manual intervention
at present. The CGAS should thus be linked to the FMS to ensure the same. Mechanisms for timely
reconciliation of bank accounts shall be emphasized. Possibilities for similar system strengthening about
the grant and scholarship recipient data and the respective payments will be explored in the NEHEP.

60. Recently issued MOEST Internal Control Manual on May 24, 2020 covers various aspects of control
required within and under the MOEST jurisdiction which is a great initiative in establishing control
measures in overall education sector. The DTCOs are greatly implementing the control measures including
through internal audits. The internal auditing is not much regular as stipulated, the internal audit reports
are not generated timely. The management is not responding adequately in the internal audit report.

The Program Fiduciary Framework

61. The World Bank team has discussed about the weak internal control system including the low
performance in respect of the internal auditing, the UGC, TU and the HEls have agreed to adapt with the
internal control guidelines developed and issued by the MOEST. The IAs also have agreed to carry out
regular bank reconciliation. The IAs shall improve internal auditing in terms of its regularity, quality and
follow up on the issues suggested by the internal audit report.

Governancand AntiCorruption Arrangement

Country System Framework

62. Nepal has constitutional body like Commission for Investigation for Abuse of Authority (CIAA)
under Article 238 of the country’s constitution with the functions, duties, and powers under Article 239 of
the constitution. The CIAA has been bestowed upon great responsibilities to curb corruption in Nepal. Good
Governance (Management and Operations) Act, 2008 has stipulated provisions so that the Government of
Nepal shall carry out administrative function at federal, province and local levels to maintain good
governance within the country. National Vigilance Center (NVC) is functional in the sector of collecting
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grievances for non-compliances, red-tapism, and corruption as well and for monitoring construction
activities among others.

Current Practice

63. The CIAA has been playing crucial role in governance and anti-corruption arrangement in Nepal.
There are numerous corruption cases filed with the CIAA. Table 12 depicts the accessibility and actions
taken by the CIAA in curbing the corruption in Nepal:

Tablel2; Historical Data ofCass under CIAA Review

C Number of Cases received Type of investigation c g
2 < < = = o t o0 | 2gc
= g |[338| 3 T 8% _| £5 £y |58 5 g% | 388 |5t
8 | 5T |ZET| g | % |EES| g: | 38 |5zy| & | 3% |°89|Ey
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2017-18  [13013  [6,475 19488 |6,720 546 4,940 194 7,088 19,488 18.32% 174 67.82%
2018-19 14171 (9,914 24,085 (6,637 881 7,658 351 8,558 24,085 16.95% 204 88.24%
201920 14012 (1,140 [25152 10173 (1,143 5,195 441 8,200 25,152 16.63% 197|  84.80%
Program Fiduciary Framework
64. The FSA notes that several cases in the school sector were investigated by the CIAA. Receipt of grants

by ‘ghost schools’ was under primary attention as it was flagged by the OAG in their annual audit reports
earlier. More recent OAG reports, however, do not raise this as a problem. It is noted that the complaints
are reported in a variety of ways, including, but not limited to, in person at the CIAA main office or district
offices, by mail, by phone, by e-mail, or through the web link on to the CIAA website (http://ciaa.gov.np).
The NVC provides vigilance on governance matters. For example, the NVC carries out a periodic technical
audit of bridges financed under the World Bank-supported Bridges Improvement and Maintenance Program
(P125495) PforR. It should be noted that the CIAA is present, or is invited at the least, whenever the NVC
presents findings of its technical audit, as agreed under arrangements for the Bridges PforR. The FSA further
notes that while the MOEST/UGC do not currently have specific preventive mechanisms in place to identify
and prevent all types of misconduct defined in the ACG, the PforR envisages improvements in this area over
the course of PforR implementation, given its emphasis on improving internal controls and fiduciary systems
for FM and procurement as DLIs and/ or PAP.

65. The main objective of the integrity review, as part of the FSA, was to confirm whether the legal
framework and institutional mechanisms enable the MOEST/ UGC to abide by the ‘Guidelines on
Preventing and Combating Fraud and Corruption in Program-for-Results Financing’. While there are
weaknesses in accountability, the review of the status of integrity systems in the sector found that there is
increasing recognition within the GON of challenges posed by fraud and corruption to development
outcomes.

Ethics, code of conduct, and whidtliewers

66. The PforR will strengthen the system that continuously supports and monitors a code of conduct,
complaints handling, and grievances at all levels. The cases of fraud and corruption in the Program will be
reported to the CIAA, as is the practice in other ministries and government agencies. The Government will
share with the World Bank complaints of material nature received under the Program regarding fraud and
corruption.
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Applicability of the AntiCorruption Guidelines of the World Bank to the operation

67. This Program will be subject to the Bank’s Governance and Anti-Corruption Guidelines namely the
“Guidelines on Preventing and Combating Fraud and Corruption in Program-for-Results Financing, dated
February 1, 2012 and revised on July 10, 2015. As there is no distinction between World Bank funded
activities and Government funded activities within the Program boundary, these guidelines shall be applied
in an unrestricted manner on all activities within the Program boundary. Requirements under these
guidelines include but are not limited to (a) borrower’s obligation on informing the World Bank about all
fraud- and corruption-related allegations and investigations, (b) the World Bank’s right to conduct
administrative enquiries, and (c) ineligibility of debarred firms for contract awards. To operationalize
implementation of the various areas covered in the ACGs, the UGC shall:

i maintain and compile a quarterly report of complaints that may be reported that are related to
the Program and share it with the Bank (based on the agreed format incorporated in the Program
Operation Manual;

ii. incorporate the Bank’s listing of ineligible firms in the filter used by Implementing Agencies when
they conduct due diligence. This list is available at the following website:
http://www.worldbank.org/debart.

iii. incorporate into the filter mentioned above the Bank’s suspension list that will be obtained from
the WB team by the Program Team periodically.

iv. Report on quarterly basis stating that none of the contract awards under the Program are made to
any of the ineligible/ suspended firm. For every bidding opportunity under the Program, each
participating bidder shall

v.  submit (as part of the bidding process) a self-declaration that the firm is not subject to ineligibility
or has not been sanctioned under the World Bank system of debarment and cross-debarment.

External Audit and Oversight

Country System Franveork

68. Nepal has supreme audit institution (SAl) — Office of the Auditor General (OAG) under Article 240
of the country’s constitution with the functions, duties, and powers under Article 241 of the constitution.
The accounts of all Federal and State Government Offices including the Office of the President, Office of
the Vice-President, Supreme Court, Federal Parliament, State Assembly, State Government, Local level,
Constitutional Bodies and Offices thereof, Courts, Office of the Attorney General, Nepal Army, Nepal Police
and Armed Police Force, Nepal shall be audited by the Auditor-General in accordance with law, having
regard to, inter alia, the regularity, economy, efficiency, effectiveness and the propriety thereof. And, the
accounts to be audited by the OAG shall be maintained in the form prescribed by the Auditor General, as
provided for in the Federal law. Under Article 294 of the constitution, every Constitutional Body under the
Constitution shall submit an annual report of its functioning to the President, and the President shall cause
that report to be laid through the Prime Minister before the Federal Parliament.

Current Practice

69. Arecent landmark progress the OAG has broken through is issuance of Nepal Public Sector Auditing
Standards. The Standards are in consonance of International Auditing Standards. The OAG is carrying out
audits regularly subject to the organizations making the documents available. The OAG has established a
practice of submitting annual audit report by nine months from the end of FY, the trend is lagged for
submitting the report of FY 2018-19 by 3 months due to the COVID-19 pandemic. Out of the 13 universities
in Nepal, 12 are audited by OAG, and the remaining one is audited by the auditor appointed by the
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university’s Senate.
Audit Observations in the Bank financed previous project run by the IAs

70. The OAG has issued unqualified audit report for FY 2018-19 on the Higher Education Reforms
Project (HERP). The main audit observations included in the audit reports are as follows:

i.  68.8 percent budget utilization of the approved budget of NPR 1,415 million in FY 2018-19,
ii. Excess payment of NPR 2 million grant for website update is to be recovered,

iii.  Grant of NPR 30 million paid to Tribhuvan University without amendment of the rules against the
policy,

iv. Achieved only 33 percent, 50 percent and 59 percent of the DLI-1, DLI-3 and DLI-5 respectively
against the targets in the FY 2018-19,

V. Unable to make effective monitoring and follow-up for utilization of such funds within the time
frame in line with strategic planning of universities and agreements,

Vi. Partial achievement on follow up audit observations of FY 2017-18, and

vii.  Complied with one legal covenant, partial compliance with two legal covenants and non-
compliance with one covenant.

71. There are several progresses achieved as well. For example, the audit opinion is not qualified for
the UGC. Further, the audit issue on grant of NPR 30 million to TU has been resolved as per follow up audit
from the OAG. The number and nature of audit observations have decreased from the previous years; and
a large portion of the audit observations raised in the previous fiscal years has now been settled. While this
reflects efforts made toward improving fiduciary systems, much remains to be done to address identified
challenges as well as recurring audit observations.

72. Capacity constraints at project implementation level, particularly for monitoring and supervision
identified as a major weak area, will be addressed in the NEHEP to overcome the above challenges. The
PforR has planned to address the above challenges on fiduciary management at the level of Program
implementing agency level.

73. The experience from the HERP indicates that the OAG produces the report usually by about ten
months against requirement of by six months from the end of the fiscal year. The delay is caused by various
factors related to audit programming, coordination among sub-implementing agencies, staff capacities etc.
There are no outstanding audit reports for any of the implementing agencies. Considering the COVID-19
challenges the Bank has introduced short-term stopgap measures, which respond to specific country-
circumstances and include flexibility with existing audits. Based on this measure the due date of the Audit
Reports submission for FY 2019/20 expenditures has been extended until July 15, 2021 for the Bank- wide
all Programs/Project®.

Audit of UGC and HEIs

74. The audit amount, the amounts with audit issues and the percentage for the previous three years
of the UGC, TU and other the HEls as extracted from the respective years’ audit report are shown in Table
13. The data show that the amounts with audit issues ranges between below 1 percent to maximum up to
40 percent in FY 2018/19, while the respective percent in two previous years is significantly low.
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75.

The TU management is advised to reduce the high volume of audit arrears particularly in the audit

of FY 2018-19 and has assured that necessary actions are taken up to resolve the audit issues and also step
up actions to avoid audit issues in further audits.

76. The UGC is also advised to
coordinate with Mid-Western University Tablel3: Historical data of Audit Amount and Audit Arrears of UGC and HE
for taking actions against high volume audit . Audit Audit % of Audit
. ; Particulars FYs Arrears over
arrears particularly in FY 2018-19. ATRTTIS | (AEETE Audited Amount
. . 2018/19 28,390.96 343.84 1.21%
77. There are several crucial aud!t e 2017/18 21.706.21 el o
issues as reported by the OAG audit 2016/17 21,945.49 21.62 0.10%
reports. The major ones are: 2018/19 33,852.88 8,441.40 24.94%
TU 2017/18 103,187.75 2,894.22 2.80%

. 2016/17 33,407.13 3,956.88 11.84%

i. The UGC has not adequately 2018/19 980.99 50.48 S15%
monitored the grant amounts made NSU 2017/18 1,311.48 16.02 1.22%
available to the HEIs. The OAG report 2015;” 1,278.32 22.13 1-73%

. 2018/19 3,205.97 5.29 0.17%

for FY 2016-17 mentions that the il 2017/18 ol % T
Capital grant to 9 universities — NPR 2016/17 533.7 0.25 0.05%
1448.6 million needs to analysis and 2018/19 45178 1.58 0.35%
. . LBU 2017/18 255.55 0.21 0.08%

any non-complied expenditure T 30218 200 >35%
should be recovered. 2018/19 1,004.75 405.96 40.40%

N . . MWU 2017/18 635.8 98.63 15.51%

ii. There are several units not audited 2016/17 505.28 4556 9.02%
by the OAG due to not making 2018/19 1,247.92 12.12 0.97%
available of the required books of S Lo L5400 = S

£ di 2016/17 719.37 7.46 1.04%
accounts for audit. 2018/19 1,710.54 39.92 2.33%

. o . . AFU 2017/18 1,075.86 58.6 5.45%

iii. The TU submitted unified financial 2016/17 W T TIEL
statements for 2016-17 only on 2018/19 104.55 0.02 0.02%
March 30, 2018; after 8.5 months RIU 2017/18 52.4 0.11 0.21%
from the FY-end. The TU has not 2016/17 NA NA NA
updated the records of assets
including advances, and of liabilities including retention money, so the universities assets and
liabilities not ascertained.

iv.  Out of 129 units under TU, only 85 units carried out internal audit for FY 2016-17. 93 units under the
TU have not carried out external audit for 278 FYs.

v. 61 units have over-expenditure than approved budget for NPR 476.19 million in FY 2016-17. Likewise,
58 units over-spent NPR 400.30 million in FY 2017-18.

vi. Under TU, Bank reconciliation is not made regularly and there are several instances of over and under
balances in comparison to the bank statements. In FY 2017-18, 24 entities have less balance in book
than bank by NPR 1,373.17 million and more balance in bank than in book of 66 entities by NPR
627.44 million.

vii.  Agriculture and Forest University has not prepared consolidated financial statements.

viii. The TU is submitting consolidated financial statements late by about 9 months continuously for FY
2016-17 to 2018-19.
ix. The TU and Other HEls are not following NEPSAS while preparing financial statements.
X. There are several cases of not safeguarding assets particularly the lands by the HEls. Public lands of

universities like the TU and Nepal Sanskrit University are being encroached.
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78. The audit issues and the efforts to resolve them are discussed particularly with the UGC, and the
TU. Several efforts are seen in resolving the audit issues. The UGC has committed to increase the
monitoring on the grant amounts. The TU formed a Technical Team in 2017/18 for resolving Fiduciary
System and Asset Management. Some of the actions are also documented in the TU budget speech at the
Senate, which among others include the status of actions and the gradual progress made on settlements
of ineligible expenses, advance clearances and expediting the conduction of the internal and external
audits of the TU institutions. As a result, visible progress has been observed in the 56" external audit report
compared to that of 54" audit report: number of Fiscal-year not audited reduced from 380 to 213. In
addition to this deducting 118 non-existent unit-year, clearance process of which is in progress, the total
functioning Fiscal-year would be 95. 78 of these units have completed internal audits of FY 2018/19 and
the final audit is mentioned to complete by FY 2020-21. Recently, the TU has also formed another technical
expert team to help support the TU central office for settlement of the ineligible expenditures. The TU is
also working towards its physical asset verification.

79. UGC has committed to increase and strengthening the monitoring system for the grants. The UGC,
TU and other HEIs have agreed to expedite the process of financial management reform through
developing a Financial Management Improvement Action Plan (FMIAP) to address maximum FM issues
from developing accounting policy, enhancing financial management system, improving internal control
and audit, preparing timely financial settlements, safeguarding assets etc. Building on these experiences
and progresses, the NEHEP task team will work closely to expedite the TU initiated process also bringing
these action plans in the FMAIP.

80. The UGC and HEIls have maintained records of the audit issues and are making efforts in resolving
those issues. However, the records are not easily retrievable about the audit arrears resolving action plan
with clear-cut responsibility and timeline.

Program kuciary Framework

81. The OAG conducts final audit of all government offices including MOEST, UGC and TU as
supervising, implementing and subsidiary implanting agencies. The consolidated Program financial
statements of the 1As will be audited by the OAG and other auditors as stipulated in the concerning
regulations. The UGC shall coordinate to accomplish timely audit. The UGC, TU and the HEIs shall follow up
the audit issues with a regular implementation of Audit Arrears Resolving Action Plan (AARAP). The FMIAP
shall also address about the Audit Arrears Resolving Action Plan (AARAP).

Procurement and Financial Management Capacity

82. Financial Management Staffing is deemed adequate both in numbers and experience. The existing
FM staff strength in the 1As is assessed to be adequate subject to some mitigation measures for managing
the FM aspects of the Program. The assessment noted that procurement under the Program is of relatively
small values compared to the government procurements. The procurement staff strength is considered
adequate.

Disbursement Arrangements

83. The key principles guiding the World Bank disbursement of DLIs are as follows:

a) The PMU and the program participating agencies will pre-finance expenditures for the
Program using its own budgetary resources through the identified budget lines of the
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Program Expenditure Framework.

b) The UGC will prepare technical reports to document the status of achievement of DLIs. The
technical reports will be verified by an IVA, appointed as per terms of reference agreed
with the World Bank.

¢) On validation of DLIs by an IVA, the UGC will communicate the achievement of DLIs and
corresponding DLI values to the World Bank along with supporting documents. In case, the
DLI target set out in any year is not achieved, it will be rolled over for future years till such
time the DLI target is achieved.

d) Inthe case of non-scalable DLIs, the World Bank will disburse the DLI value only upon full
achievement of the DLI target. In the case of scalable DLlIs, if partially achieved, the World
Bank may authorize withdrawal of an amount lesser than the DLI value allocated to the
said DLI target. The remaining amount of the DLI will be disbursed once the DLI target value
is fully achieved.

e) In case of non-achievement of any DLI target (scalable or non-scalable), the World Bank
may reallocate the proceeds of the Loan to another DLI, in consultation with UGC and other
agencies.

f) The World Bank will issue an official letter to the UGC endorsing the achievement of the
DLI target and value.

g) The UGC will submit the disbursement claim of the DLI value to the World Bank and the
funds will be disbursed by the World Bank to the central treasury of the GON.

h) In the last year of the Program, UGC and other |As in coordination with the World Bank,
will reconcile the audited program expenditure (incurred under identified budget lines)
with the DLI amounts disbursed by the World Bank. Any shortfall in the Program
expenditure in relation to DLI disbursement will be adjusted from the final DLI claim.

SECTION 4: PROGRAMWEIARY MANAGEMENBTEMS AND CAPABIFROVEMENTS

84. The following mitigation measures are discussed and agreed to implement the program efficiently
and effectively.

Table 14: Fiduciary risks and mitigation measure

Risk Mitigation action Timeline Action
Appropriate Budget Sub-Heads | UGC in consultation with MOF Before budget | PAP
for IPF component declaration for FY
2021/22
Accounting Policy not in place UGC and TU develop appropriate accounting | July 2021 PAP
policy
Internal control weaknesses in | Adapt the internal control manual developed | July 2021 PAP
financial  transactions and | by the MOEST
operations
Lack of staff capacity related to | UGC, TU to recruit/ retain qualified July 2021 PAP
procurement and contract | procurement staff and organize regular
management procurement training programs on procurement and
contract management for procurement staff
of 1As
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Lack of staff capacity related to | UGC to hire a fulltime qualified financial July 2021 PAP
financial management management consultant
Lack of adequate Financial | UGC and TU upgrade FMIS July 2021 PAP
Management Information
System to cover all financial
transactions
Delays in Internal Audit UGC and HEIs make adequate arrangement | July 2021 PAP
for timely and regular quality internal audit
Weak follow up on audit issues | UGC and HEIs implement an updated Audit | July 2021 PAP
Arrears Resolving Action Plan
Use of e-GP only for | UGC, TU and HEls will use e-GP for all the | Yearly PAP
procurement activities of above | procurable items of the program irrespective
NPR 6 million of any thresholds.
Lack of proper procurement | UGC, TU upload approved annual | Annual PAP
planning procurement plan of the procurable activities
of the program on e-GP in respective
websites.

SECTION 5: IMPLEMENDN SUPPORT

85.

The World Bank team will carry out regular implementation mission to support the implementing

agencies to monitor implementation progress and address underperforming areas identified in the
PAP. Fiduciary support includes:

Vi.

Provide orientation to the FM staffs of the UGC and HEls at the initial stage of the program
implementation and as and when required thereafter.

Reviewing implementation progress and working with the task teams to examine the achievement of
Program results and DLIs that are of a fiduciary nature.

Helping the borrower resolve implementation issues and carry out institutional capacity building.

Monitoring the performance of fiduciary systems and audit reports, including the implementation of
the PAP.

Reviewing key documents generated by the implementing agencies such as terms of reference,
procurement progress, contract management, procurement complaints, adherence to Anti-Corruption

Guidelines etc. and give its suggestions for improvement.

Monitoring changes in fiduciary risks to the Program and, as relevant, compliance with the fiduciary
provisions of legal covenants.
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