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A. Project Development Objective
1. Project Development Objective: (see Annex 1)

The long-term goal of the project is to reduce poverty in the selected districts of Rajasthan which
are amongst the poorest in the state. The project's development objective is to improve the economic
opportunities, living standards and the social status of the poor in selected villages of these districts
specifically, the project would: (a) mobilize and empower the poor and help them to develop strong
grassroots organization that facilitate access to end participation in democratic and development
processes; (b) support small-scale sub-projects that are priorities chosen , planned and implemented by
poor; (c) expand the involvement of the poor in economic activities by improving their capacities, skill
access to social and economic infrastructure and services, and employment opportunities; and (d) in the
abilities of non-government, government and elected government (Panchayati Raj) instruction (f) hear,
reach and serve poor clients, i.e., to function in a more inclusive and participatory manner.

2.Key performance indicators: (see Annex 1)

A sample of key performance indicators that would be used to assess achievement of the
development objective is given below.

Indicators of Social Capital Development

= No. of Common interest groups formed among the poor, active, and sustained (including
range of activities, etc.); also, women's groups and tribal groups

*» Improved social status of participant households and capacity to participate in collecting
beyond the project

* Inclusiveness of PRIs in decision-making

» Operation and management arrangements, including type, regularity and value benefit
contributions.

Indicators of Economic (including infrastructure) Improvements

= Number of Sub-Project proposals submitted, funded and implemented

» |Infrastructure created: type, number, economic value, quality utilization

» |Improvements in practical skills among participants (e.g., planning and decision -making
productive, entrepreneurial, technical, financial management skills)

» Increase in access to end utilization of social and economic services (including edit, markets,
health, and education)

= Number of credit-worthy, bank-linked groups; volume of savings and formal sector micro-
enterprises started and successful

» |Increased income and assets among participants households, related to: (a) skill developed (b)
infrastructure improvements (c) access to economic/social services

B. Strategic Context
Sector-related Country Assistance Strategy (CAS) goal supported by the project (see Annex)
Document number: CAS: 17241-| Date of latest CAS discussion: 01/15/98
Progress Report No. R99-12, IDA/R99-10 Discussed on
The key objective of the Bank Group's assistance to India is to reduce poverty by

accelerating economic growth with equity. The Country Assistance Strategy (CAS) specifically proposes
to assist to develop innovative, well-targeted programs to reduce poverty. This project would be one such
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initiative two similar projects are being prepared in Andhra Pradesh and Madhya Pradesh. The areas in
which investments would be made under the project social organization and development, human capital
development, agriculture and allied activities, natural resources management, infrastructure are among
the priority sector identified in the CAS. The Country Strategy includes a focus on states with a
commitment to economic reforms. The state of Andhra Pradesh embarked on reforms with Bank
assistance; and while in dialogue with the Bank regarding possible assistance to its program. Finally, the
CAS aims to promote decentralization and beneficiary participation in development, which are key
aspects of the proposed project.

2. Main sector issues Government strategy:

As the Bank's 1997 India Poverty Assessment reported, the incidence of poverty in rural areas
was around 36.7 percent in 1993-94. Rajasthan rural poverty ratio was 47.5 percent. This mass of
poverty encompasses people who live in resources-poor regions, those who lake productive assets
(especially land), skills or capacities due to ill-health, disability or illiteracy, and those who are
inadequately organized to utilize available resources or services. Resources- poor region are also
generally those where infrastructure such as roads and markets is inadequately developed, which
compounds the problem of inaccessibility and low productivity. Since the early 1950s, the Government of
India and state governments have implemented programs to develop the resources of such regions (i.g.,
land development, agriculture, irrigation, forestry, water supply programs), or directly address the poverty
of disadvantaged households. The direct anti-poverty programs (APPs) include efforts to provide wage-
employment, productive assets (such as land or animals), Skills, credit, and food security. However,
these efforts have not succeeded in reducing poverty to the extent necessary. High level of ill-health, low
literacy among adults, and social problems such as gender and caste discrimination prevail, and also
constrain the reduction of poverty.

Government development programs are implemented through a sizable government presence in
the form of administration and technical agencies at the district and sub-district levels. However, low
beneficiary involvement in planning, implementation and monitoring of these programs has resulted in
many being supply-driven, primarily by numerical targets. Recently, several state government in the
country, including Rajasthan, have engaged in widespread social mobilization programs to improve the
acceptability, utilization and accountability of public programs, and some multilateral and bilateral aid
agencies such as UNCIEF, UNDP and SIDA have financed small-scale efforts of these nature.
Particularly noteworthy in Rajasthan are the Women's Development Program, non-formal education
efforts such as Lok Jumbish and Shiksha Karmi, and the Right to Information campaigns, all of which
have heightened people, especially women's awareness and participation in development.

The bank's analytical reports on Rajasthan analytical report on Rajasthan draws attention to the
state's low per capita income, lowest female literacy in the country (around 20 percent), worse than
average health status, and extremely low status of women (i.g., only 27 percent of girls aged 10 years
complete primary school, compared with 57 percent for the country as a whole). Although the state's
economy has grown faster than that of the country as a whole over the past decade (at 6 percent
compared with 5.3 percent), its public agencies are in financial distress while there is under-spending on
infrastructure and social services. Spending in these areas is also not efficient: the quality of public
infrastructure is poor, and there are imbalances in health infrastructure, worker and supply ratios. There
is a great need for water conservation and irrigation measure, potable water, roads, schools, adult
literacy, and basic health services. while the reform efforts would aim to rectify some of these problems
though macro level fiscal adjustments and by improving the state's revenue position, this project aims at
micro-level improvements, including improving the efficiency of spending by better targeting greater
synergy, attention to intra-household issues, and people's participation in implementation as well as in
operation and maintenance (Q&M) to ensure the long-term sustainability of investments. The
development of appropriate approaches under the project, including management improvements, could
assist the state government to improve the efficiency of its public expenditure more widely in the future.
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3. Sector issues to be addressed by the project and strategic choice:

The major sector issues that this project would address are:

The high incidence of poverty in resource poor areas;

The multi factorial causation of poverty encompassing both social and economic dimensions;

The inadequacy of infrastructure and public services in poor areas and/or their inaccessibility to
poor people;

Weak, or a lack of, organization among the poor;

Inadequate targeting and inefficient management of development programs meant for the poor;
The lack of community participation in the design and implementation of programs;

Poor local-level accountability in development programs; and

Inadequate synergy between different types of efforts to reduce poverty, i.g., direct and indirect
anti-poverty measures, and efforts to address 'areas poverty' and 'people poverty'.

The state government is concerned about the intractability of poverty and is seeking innovative

ways to address it. The proposed project aims to meet this need by developing a demand-driven
approach in which the poor themselves identify the actions and investment required, and take
responsibility in their implementation. Community ownership and contributions would be the cornerstones
of the project. The project would establish the social institutional base for planning and implementation of
activities in a wide range sectors. Implementation would involve public and private entities, with
implementing agencies responsible communities, and user groups overseeing implementation. By
applying strong participatory principles, the proposed project would ensure that activities and resources
are targeted to those who need them and would utilize them efficiently. In sum, the project aims to
improve the living standards of disadvantaged households through increased flexibility, efficiency and
local ownership of government efforts and, for sustainability, to establish a system to allocate resources
to the poor that can expand and drawn in other programs.



C. Project Description Summary

1. Project components (see Annex 2 for a detailed description and Annex 3 for a detailed cost

breakdown):
Component Sector Indicative | % of Total | Bank- % of Bank-
costs financing | financing
(US$M) (US$M)
Capacity Building OF and | Human Capital & | 15.88 12.7 15.88 15.8
FOR the Poor Institutional
Development
Community Investment | Physical and | 102.56
Funds Support Services 82.2 80.00 79.6
State and District Project | Institutional 6.35 5.1 4.60 4.6
Management Development
Total Project Costs 124.79 100.00 100.48 100.00
Total Financing Required 124.79 100.00 100.48 100.00

2. Key policy and institutional reforms supported by the project:

The project would support key policy and institutional reforms which are under way in Rajasthan
(and other parts of India) in the areas of poverty reduction, decentralization, fiscal management and
administration. These include:

» Social mobilization and improved people's in implementation and management of programs
through engagement of local workers, group-based approaches;

» Increasing the voice of the poor, particularly in local-level resources allocation, and improved

targeting of programs to them, to women and other disadvantages groups;

Addressing people's right to information and increasing accountability of public institutions;

Lean and professional management structures and better deployment of staff;

Flexibility and local adaptation of training, delivery systems, procedures and norms;

More equitable use of public assets (i.g., lands, water resources, public building);

Involvement of local government bodies (PRIs) in management, and of mechanisms such as

gram sabhas for voicing and redressing grievances, decision making, etc.; balancing PRIs with

wider people's organizations;

» Involvement of NGOs in training, services delivery, social mobilization, rendering of technical
assistance and other support services, and government-NGO partnerships;

= Consolidation/integration of public programs aimed at poverty reduction/improved synergies
between them; transfer of poverty-alleviation programs to the state sector;

= Collection of community contributions for capital as well as operation and maintenance (O&M)
costs.



By supporting the above approaches, the project would demonstrate their value and impact, and
provide a forum for continued dialogue with the state and central government on future reforms. The
project is highly relevant to direct efforts to reduce poverty and to departmental programs, e.g., in health,
education, drinking water and sanitation, watershed development, agriculture and animal husbandry. All
these departments aim to reduce poverty and account for a much larger share of public spending than
the anti-poverty Programs. Many are striving to achieve some of the strategic and policy changes listed
above. hence, the project would be instrumental in improving the efficiency and effectiveness of
development programs at large.

3. Benefits and target population:
Target Population
To reach the poor, the project would utilize three of targeting

Geographic targeting: The project has selected the seven poorest districts of Rajasthan (20
percent of districts) and, within these, it would focus on the poorest blocks, villages and habitations. All
districts in the state were ranked according to several economic and social criteria were: the percent of
scheduled castes and tribes in the total population, the percent of agricultural laborers among total
workers; the percent of the population below the poverty line; the proportion of villages not having a
health facility within five Kilometers; the proportion of workers in manufacturing to total workers (an
indicator of the industrial base of the district); the number of kilometers of road per 100 square kilometer
area; cropping intensity; per capita rural income. The project districts are: Baran, Churu, Dausa, Dholpur,
Jhalawar, Rajsamand and Tonk. The blocks in each district were also ranked in a similar manner.

Group targeting: The project would mobilize groups of poor people and target capacity-building
and Sub-project investments to them. Group member would be form socially and economically
disadvantages households, particularly Scheduled Castes, Scheduled Tribes, women, female-headed
households, landless laborers and backward occupations.

Self-targeting: The project would focus on basic goods, small investments and activities, such as
labor-intensive constructions, that primarily attract the poor.

Social assessments (SAs) were carried out in each district. In addition to identifying the poorest
communities and the poorest groups in 'mixed’ communities, the SAs determined their priorities,
appropriates areas for intervention, and the most effective mechanisms to involve them in the project. A
strategy for area coverage also evolved during the SA process: the project would begin in identified poor
areas (village’s clusters) of the two poorest blocks in each districts, and progressively cover additional
clusters and the other blocks in the district. The SAs also initiated a participatory planning process that
would be developed further during the project to ensure that communities access project funds and utilize
them effectively. Social assessments would continue during the project to identify pockets of poverty,
poor groups, and interventions in additional areas, and to provide feedback on project activities in areas
already covered.

Benefits

About 350,000 poor families would benefit directly from the project. Benefits would include:
empowerment through mobilization and organization, information and improved awareness of services,
rights, etc; new improved skills; increased earning opportunities and incomes; and greater access to
productive assets, infrastructures, and economic and social services. The poor in the proposed project
districts would also benefit more broadly from improvements in the abilities of the district administrations
and panchayats to respond to demand from poor clients, and from the resultant improved effectiveness
(through better targeting and ownership) of on-going development programs, encompassing those that
build infrastructure and/or deliver services.
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4. Institutional and implementation arrangements:

The institutional arrangements include the organizations of the poor, and the mechanisms to
ensure their access to funds for investments and technical support services, in addition to lean project
management units (PMUs). The PMUs would be community-oriented and decentralized, with
operational autonomy. Their most important attribute would be the ability to work with poor communities
as well as with public and private institutions that provide relevant resources and services.

Common Interest Groups (CIGs) Common interest group would be the key organization of the
project, formed among poor people living with in a proximity that makes it feasible to come together to
plan, manage and implement small-scale projects of their choice. These groups would be organized and
assisted by community facilitators (CFs), who are local community residents hired by local non-
governmental organizatins (NGOs). The CFs would work with the CIGs to priorities their needs and
develop appropriate sub-projects, arrange for these to be appraised, technically assisted by government
line departments or private agencies and financed, and help to manage and implement them. The CIGs
would be fully responsible for implementation of the sub-projects, and for post-investment operation and
maintenance. Further details about CIGs are given in Annex 2, Attachment 1.

Villages Development Associations (VDAs): At the habitation level, Village Development
Associates would be formed to consolidate of CIGs and expand their ambit, transfer learning and
assistance (technical, financial, and managerial) across CIGs, and resolve any conflicts that may arise.
The VDAs would be responsible for ensuring that sub-project activities do not duplicate each other and
are harmonized with other villages development activities, coordinating with the gram Panchayat/
Panchayat Samiti where appropriate. They may propose, undertake and be responsible for post-
investments operation and maintenance of village-wide works. The VDAs would consist of all the
members of the CIGs in a habitation, and their Executive committees would be comprised of a
representative of each CIG, members(s) of the ward/ gram panchayat or sarpanch if resident in the
specific habitation, other representatives of the villages elites, and that they carry out development
activities to benefit the poor. The chairperson of the VDA would be the sarpanch of the gram panchayat
in which the habitation is located (or his/her nominee). The committee would elect its own chairperson
(who may or may not be a panchayat members). The CF would be the member secretary of the VDA and
the committee.

Panchayayti Raj Institutions (PRIs): while maintaining operational independence, CIGs and
VDAs would be assisted to develop a productive relationship with the local PRI, normally the Gram
Panchayats of the habitation/village. The project would focus on developing the dialogue between Gram
Panchayat and CIGs on the problems and priority needs of the poor, and facilitate identification and
preparation of community proposals for project financing which are endorsed by both CIGs and PRIs in
the VDAs. Financing of such proposals would enable the project to build confidence and trust between
the CIGs and PRIs. Project efforts would include preparation of micro-pans that meet the needs of the
entire village community, and strengthening of financial management capacity. This approach is
consistent with the state government's strategy to involve the panchayats gradually in developments
programs, and to give high priority to the social and economic development of poor communities. It also
fits well with the evolving relationships between community organization, PRIs, elected legislator, and
civil servants.

Non-Governmental Organizations (NGOs): The project allocates several important roles to
NGOs, who would be selected on the bases of agreed criteria and processes (see Selection of NGOs,
Annex 2, and Attachment 2). NGOs supporting the project would be expected to have good track record
of working with the poor, and to be accepted by the participating communities. They would be engaged
by the project management to mobilize and organize communities train and assist them. There would be
several CFs in each district, according to need, and they may work individually or in teams in each village
community. The same or other NGOs would undertake the training or other capacity-building activities, or
provide technical/managerial assistance to CIGs/VDAs for sub-project implementation and linkages with
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financial institutions where relevant. NGOs who are willing to do such work, but lake adequate skills or
focus on building institutional capacity to address poverty in backward districts.

District Project Management Units (DPMUs): Project support at the district level would be provided by
proactive field units, the District Project Management Units. Each DPMU would have a District Project
Manager (DPM), a senior professional for each of the following functions: Training and Community
Development, Sub — Project Appraisal, Monitoring and Learning and Accounts/Administration, and other
support staff as needed. The DPMUs would be autonomous district — level units in the state’s Rural
Development Department, and responsible to the State Project Management Unit (SPMU), referring to it
as needed, reporting according to a pre-defined time and task schedule, and obtaining necessary support
from it. The DPMU would be responsible for planning and managing project activities at the district level
and below, including disseminating information to motivate the village poor, recruiting NGOs; organizing
training; sub — project appraisal; and support activities. The DPMUs would be responsible on a timely
basis to the village groups, and for ensuring implementation/completion of sub — projects. They would
maintain a roster of experts who would provide sector — specific technical assistance to CIGs/VDAs when
the letter requests it, and to the project at large.

Project moneys would flow from the SPMU into Community Investment Funds (CIFs) at the
district level to be readily available for community activities. The DPMUs would manage the CIFs and
have powers to accord technical and financial approvals to sub — projects up to US$30,000 equivalent.
Above this cost, sub — project proposals would be sent to the SPMU for consideration as they would
require the approval of the Bank. Funds for approved sub — projects would be passed on to CIGs and
VDAs under terms set out in a sub — Project Agreement with the DPMU, and in accordance with
procedures described in the section on Project Financial Management System below in Annex 6, and
in the project’s Financial Management Manual. Over time, authority to make small investments would be
developed by DPMUs to lower levels, according to local capacity to manage such funds. The DPMU
would also be responsible for forward planning of the project in the district, environmental, technical and
cost — benefit analysis of sub — projects, and, for contracting out/overseeing the continued social
assessment to identify new areas, additional target group, and activities. Implementation of all project
activities would be monitored by the DPMUs.

District Project coordination committees (DPCC). Would be established to ensure that DPIP —
financed activities are coordinated with the on — going or planned activities of line departments and
Panchayats and do not duplicate or conflict with interventions under other schemes. Another key role
would be to ensure that the various project — related entities collaborate and wherever appropriate, that
synergies are achieved between them. This mechanism is intended to improve the responsiveness of
local service delivery institutions to the poor in the short term, and to assist in the transfer of successful
project experience across agencies for greater project impact and sustainability. Each DPCC would be
headed by the District Collector (who is also Executive Director of the Zila Parishad), and include he Zile
Pramukh or her/his nominee, the DPM, key District Line Officers, and representative of participating
NGOs, CIGs and VDAs. The DPCC would be a small body (10-15 members) with two — thirds non —
official and one — third official members. A democratic process overseen by the SPMU would be followed
to identify members to the DPCs, choosing those who support the principals and values of the program.
The DPCC would ensure that the project maintains its community orientation and non — governmental
involvement at all times.

State Project Management Unit (SPMU). The State Project Management Unit is envisaged as a lean
entity — a small group of managers and professionals. It would be part of the GORs Rural Development
Department, headed by a State Project Director (SPD), and staffed by an experienced professional for
each of the following functions: Training and Community Development, Sub — Project Appraisal, Financial
Control (heading the finance and accounting function), Financial Management, Monitoring and Learning,
and other support staff as needed. It would oversee he functioning of the District Project Management
Units. Its main roles would be: to facilitate and coordinate project activities across all project districts; staff
recruitment; organizing cross — cutting activities such as workshops, study tours, exchange opportunities;
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leading strategic and policy dialogue with other agencies of the state government and taking up project —
related issues that arise across districts; ensuring timely and adequate funds flow to the districts and
maintaining the project’s financial management system; providing assistance to sub — projects appraisal,
environmental assessment, and gender — related activities; and monitoring and learning including
contracting periodic independent evaluations.

Governing Council and Empowered Committee. The project as a whole would be overseen by a
Governing Council (GC) headed by the Minister of Panchayati Raj and Rural Development, consisting of
15-20 members one third official and two thirds non-official. Its role would be to set policy for, oversee
and guide the project to ensure that project objectives are met. The GC would take up policy — related
project matters with other entities in government or in non — governmental forums. An Empowered
Committee of the state government, headed by the Chief Secretary and including the Development
Commissioner, Secretary Finance, Secretary Rural Development, Secretary Panchayati Raj, Secretary
Planning and Special Secretary DPIP (State Project Director), would be responsible for ensuring
implementation of policy decisions, providing the necessary financial authorizations for the project, and
ensuring the collaboration of other government departments.

Key Implementation Approaches

Training: The project’s capacity — building strategy is described in Annex 2, Attachment 3. The
basic premise is that building a wide range of institutions which are inclusive and appropriately skilled
would contribute greatly to poverty reduction and its sustainability. Initially, the capacities of project staff,
NGOs and CFs to plan and carry out community — driven development would be enhanced. CFs, NGOs
and DPMUs would then be responsible for providing information to communities about the project, and
building and strengthening CIGs and VDAs among them. Further, this component would develop the
capacities of other local institutions (PRIs, line departments, private agencies) to assist community —
driven development and improve technical capabilities where these are inadequate to meet the needs of
the poor in a given sub — sector. Local private entities are included because they are expected to
participate in the project at the behest of communities who would contract works and services to them.

District Capacity Assessments were carried out during project preparation, covering line
departments (staffing, budgets, training needs etc.), Panchayats and NGOs in each district. While certain
aspects were found to be common across all districts (such as the type of formal training being carried
out and resources available for it), other parameters were district — specific. The ensuing strategy
emphasizes the need to decentralize capacity — building and tailor approaches to local needs. Numerous
NGOs, line department officers, panchayat and community representatives participated in the Social
Assessments, District Capacity Assessment and project preparation. The project would continue to build
this constituency to promote the principles and approaches of the project, and strengthen institutions to
implement the project and carry out project — related training of government and non — governmental
personnel and communities.

Preparation, Appraisal and Financing of Sub — Projects. The major portion of project investment
would be determined by sub — project proposals submitted by CIGs, VDAs and Gram panchayats for
financing from the Community Investment Funds (CIF), operated by the DPMUs. On receiving proposals
the DPMU would check its compliance with agreed eligibility criteria and a negative list, which are given
in Annex 2, Attachment 4. If it complies, the sub project would be appraised. The approach to appraisal is
described in Annex 2, Attachment 5. The DPMU would establish a multi — disciplinary Panel of Experts
(individuals or firms) to undertake social, technical, environmental and financial appraisal of sub —
projects and would return its approval (or reasons for rejection) to the proposing institution within fifteen
days. It would enter into a Sub — Projects Agreement with the institution. A format that identifies, inter
alia, the type of sub — project, the works and goods to be financed, and the cash or kind contribution from
beneficiaries has been agreed and included in the Project Operational Manual (Annex 2, Attachment 6).
Financial appraisal budgets/cost estimates as well as a review of actual expenditures. The latter would be
carried out by the community groups as well as by the DPMU. The DPMU would examine sub — project
costs and expenditure on a sample basis.

_9-



Eligibility Criteria for Sub — Projects: The eligibility criteria and negative list would be publicized s that
participating communities know and understand them. Technical departments would also be aware of
them and would be responsible for ensuring compliance where they are involved. In addition to criteria for
sub — projects, eligibility criteria would be established for implementing agencies, including community
groups, NGOs, private sector and government agencies.

Beneficiary contributions: Are requirements to confirm demand and ensure sustainability of
investments. Participants Commitment to the Sub — Project of their choice is expected to be expressed
through up — front cash, kind or labor contributions. The level of contribution would be sector — specific
and not less than 10 percent of the total sub — project cost. The costs of operation and maintenance (O &
M) of project — created assets would be wholly the responsibility of communities; or where assets
originate from sub — projects put forward by GPs, or are transferred to them, the costs of O&M would be
provided by the local government.

Community investments: Examples of the types of sub — projects that are likely to be financed include
economic infrastructure such as village approach roads, community water and sanitation schemes mini —
irrigation works, payments and marketplaces; social infrastructure such as village health posts and
literacy centers; training and equipment for services such as animal husbandry; or micro — enterprise
development. A sub — project could include capacity building that is managed by the group itself. A group
could choose to implement a sub — project itself or engage contractors. Where the work is undertaken by
the group technical assistance and quality control could be provided by technical staff of a line
department or other identified sources. It is expected that sub — projects proposed by GPs would be
mainly for community infrastructure extending across more than one habitation. They would nevertheless
have to meet all eligibility criteria. Proposals for infrastructure would be discussed and agreed by GP and
CIG representatives in the VDA to avoid duplication and to ensure that proposed investments would
benefit the poor. Water — related sub — projects, would not in any way affect the quantity or quality of the
waters flowing to any of the streams and rivers that the tributaries of the Ganges River, because none of
the sub — projects would be in the catchments areas of those streams and tributaries. All activities are
intended to meet the need for poor people, and would be community — based and community —
managed. They would also be subjected to environmental screening, assessment and mitigation, as
described in Annex 2, Attachment 7.

During the first two years of the project investments in infrastructure would be limited to 40
percent of the funds available annually in the CIF. After that the situation would be received and
allocations adjusted to ensure that other proposals from CIGs are not being crowded out by investments
in infrastructure. The CIFs would not have a fixed size — funds would be transferred to each on the basis
of demand and utilization to encourage competition between districts. However, to ensure that no district
gains an unfair advantage over the others, the total amount to a district would be limited to 30 percent of
the funds in the CIF component over the life of the project.

The eligibility criteria, sub — project appraisal process, beneficiary contribution rates, sub — project
agreement, technical specifications, procurement and other implementation procedures are set out in the
Project Operational Manual which has been discussed and agreed with GOR. The Manual would be
revised from time to time (as agreed with the Bank) to reflect project implementation experience and the
evolving needs of the poor.

Coordination with District Plans and Additionally. Project funds would be additional to district
development funds (including those channeled through panchayats). Interventions financed by the
project are expected to differ significantly from on — going activities on account of the participatory and
community — managed dimensions, and because the project approach encourages full financing of
activities as well as follow — on proposals to optimize the impact of investments. There is unlikely to be
duplication with on — going anti — poverty programs, but the use of funds provided, for example, through
Swarnjayanti Gram Swarozgar Yojana (SGSY)could be coordinated productively to support project
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objectives. Responsibility for ensuring that project investments are additional and not substitutes or
marginal supplements to on — going district programs would rest, importantly, with the structures above
and below the district level, i.e., the State PMU and community committees, in addition to the DPMUs,
DPCs and District Administrations (Collector) and Zila Parishads.

Over the long term, the project is expected to influence other programs aimed at the poor. The
project’s institutional arrangements (especially the VDAs and DPCs) are designed with this is mind. As
these institutions become established, they would exercise increasing influence over other activities in
the villages. Success in this project would encourage them to promote the use of community demand and
decision — making processes in the allocation of resources from a number of different programs, including
the state — and centrally — funded anti — poverty schemes. Thus, the impact of DPIP would include the
spread of its methods to other programs, and potentially throughout the state. The process of
rationalizing the numerous anti — poverty schemes has already been started by both GOI and GOR, and
it is expected that the experience effective in reducing poverty because they harness the capabilities and
meet the needs of the poor.

Participatory Monitoring and Learning: Monitoring and Learning (M&L) are critical in this project to
plan, and make mid — course corrections, as well as to assess its impacts. The M&L system would
involve and be used by all actors in the project from poor clients to NGOs project managers, and the
Bank, to learn about on — going activities, achievements, gaps and failures. The main elements of the
system are: (a) computerized performance tracking; (b) participatory process monitoring; (c) development
audit; and (d) impact assessment. Details of the M&L system are given in Annex 2, Attachment8. the first
activity, part of the impact assessment, would be a baseline survey (BLS) conducted in a sample of
project and non — project villages/families by an independent agency experienced in quantitative and
qualitative evaluation of field programs similar to DPIP. Towards and end of the project, the impact
assessment would be similarly contracted out.

The task of setting up the broader monitoring and learning system for the project would be carried
out in several stages. The initial focus would be on developing a strategy, including formats, procedures
and methods, for elements (a) to (c) listed above. The strategy would emphasize the importance of self —
assessment by beneficiaries, in particular, of group processes, skills, decision making capabilities and
sustainability. The SPMU would work with a selected agency to develop the computerized tracking
system and engage an independent agency to develop and undertake the process monitoring. The
second stage would be to develop an M&L manual (including reporting formats), the software package
and training modules for project staff, NGOs, CFs and community groups. These stages would be
completed by project start — up. Responsibility for operating the performance tracking system would be
with the project units at district and state levels. Process monitoring would be carried out by CIGs and
CFs on a continuous basis, with the assistance of the outside agency.

Another dimension of project learning would be cross — learning among the three proposed DPIP
states — Andhra Pradesh and Madhya Pradesh, Rajasthan. As the objectives and basic design of these
three projects are similar, it is planned to share information on their implementation experiences, and
transfer strategies, procedures and instruments across locations. This process occurred throughout
project preparation (e.g., through joint workshops, exchange visits of project planners, shared
membership of the Bank task teams) and would continue to be fostered by the individual states as well
as the Bank. Other mechanisms for sharing would include dissemination of reports, joint study tours, and
common consultants. The Bank would also organize multi — state events during supervisions missions.

Reporting and Mid — Terms Review (MTR). The SPMU would submit to IDA a six — monthly progress
report and a comprehensive annual report. The six-monthly reports would consist of (a) physical and
financial expenditure data (b) a progress report on performance indicators (c) successes and problems
encountered, with suggested remedial actions; (d) socio — economic and environmental impacts; and (e)
progress against benchmarks in implementing policy reforms. These reports would be in addition to the
quarterly Project Monitoring Reports (PMRs) which will be generated by the computerized financial
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management system from the start of the project. The annual report would cover all quantitative and
qualitative aspects of implementation progress, including implementation plans for the following year.

The Mid — Term Review would be an in — depth assessment of progress and an opportunity to
change course where appropriate. As an input to the MTR, the SPMU would commission specific studies
as part of the M&L work on: (a) the effectiveness and efficiency of the institutional and implementation
arrangements (b) the impact of the project’s capacity building program including the program to secure
credit for interested groups on the quality and performance of CIGs/SHGs and their assess to credit from
the lending institutions; (c) fiscal impact on the state budget and effectiveness of DPIP and (d) overall
impact of the project. The terms of reference for the proposed studies would be developed by SPMU and
amended as necessary based on comments provided by IDA. The SPMU would take responsibility for
contracting and managing consultants provided by IDA. The SPMU would take responsibility for
contracting and managing consultants engaged for the proposed studies. The studies would be
completed and reports provided to IDA three months before the MTR. The overall MTR report would
include the results of the DPIP Development Audit conducted in the second year of the project.
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D. Project Rationale
1. Project alternatives considered and reasons for rejection:

During the early preparation of this project, which involved the Government of India, the state
Governments of Rajasthan, Andhra Pradesh and Madhya Pradesh, and the Bank, several alternatives
were considered.

Support of Existing Anti — Poverty Programs: The Bank could assist on-going anti-poverty programs
such as the Integrated Rural Development Program (IRDP, now combined with other programs into the
Swarnjayanti Gram Swarozgar Yojana, SGSY), a beneficiary-oriented credit program, or the wage-
employment creation, Jawahar Rozgar Yojana (JRY, now known as the Jawahar Gram Samridhi Yojana,
JGSY) or Employment Assurance Scheme (EAS). However, these programs are centrally-sponsored and
implemented throughout the country with limited state contributions and very little beneficiary participation
and would require major improvements to achieve significant poverty reduction. These programs were
the subject of the 1998 India Poverty Assessment, which concluded that they have not reduced poverty
to extent needed.

A Larger, Specific Investment Project: Early proposals for a poverty alleviation project envisaged very
a large (US$500 million) investment in a few selected activities. While this approach was multi-sectoral, it
was not tailored to meet the many and locale-specific needs of the poor. Nor did it develop the
organizational framework to involve potential beneficiaries in the selection or implementation of activities,
to enhance ownership, accountability and sustainability. It was felt that the impact of such an investment
would be limited in much the same way as that of existing programs. A specific investment project would
have been implemented by one or more line departments, accustomed to implemented top — down and
target — driven programs.

The Panchayati Raj Model: This would be the ‘democratic’ alternative, as PRIs are elected by the
people, have the potential to respond to communities at the local level, and can be voted out if they do
not perform well. However, the model would be problematic at the current time because Panchayats
frequently do not represent the poor or excluded. Social structures may prevent adequate attention to the
poor. Decision — making is not transparent, and they have not yet learned how to manage resources.
PRIs have weak capacities for implementation, and fiscal devolution policies are still evolving. It would be
to establish a stable working environment because of the evolving relationship between PRIs, politicians
and the bureaucracy.

The Social Fund Model would transfer funds to NGOs and other agencies working directly with the poor.
It has the potential for better targeting to the poor and local adaptation. However, in the Indian context, it
is limited in scope because, although there are many NGOs in the state, they collectively cover a fraction
of the population, and few are found working in the most difficult areas. Long-term sustainability is also at
issue because the approach bypasses existing institutions such as PRIs. It is less likely to transfer
learning to other institutions, and even to poor communities as the institutions may create dependency
rather than develop lasting capacities for self-help.

Alternative Institutional Arrangements: During project preparation, various institutional arrangements
were considered, e.g., management by the District Rural Development Agencies (DRDASs), on the one
hand, or full implementation of the project by NGOs or by an independent Society, on the other. The
institutional arrangements arrived at represent GORs and the Bank’s joint agreement on what is most
likely to ensure: (a) full participation of the poor; (b) innovation; (c) partnerships for wider impact; (d)
sustainability; and (e) influence on other development programs. Project management was not placed in
the DRDAs, which are directly funded by the Central Government, in order o enhance its potential to
involve and impact other district and state — level departments. Importantly, the proposed project brings
villages groups into focus, providing them with greater control as well as responsibility.
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2. Major related projects financed by the Bank and/or other development agencies (completed, ongoing
and planned).

Latest Supervision (PSR)
Ratings (Banks financed
projects only)

Sector Project Implementation | Developme
Progress (IP) nt
objective
(DO)

Bank—financed

Agriculture Agriculture Development S S
Project: Rajasthan (1993)
Bihar Plateau Development Project (1993) S S
Rural Development | Uttar Pradesh Sodic Land Reclamation Project | S S
11 (1999) (Phase | — 1993)
Natural Resource | Forestry Projects: Madhya Pradesh (1995), also | S S
Management Andhra Pradesh (1994), West Bengal (1992),
Maharashtra (1992)
Integrated Watershed
Development Project Hills 1l (2000) (Hills | S S
1(1990), Plains (1990))
Micro-Credit & | Rural Women’s Development (1997) S S
Micro-Enterprises
Rural Water Supply | Uttar Pradesh (1996) S S
& Sanitation Kanrataka (1993) S S
Education Raj. District Primary Edu. Project (1999) S S
Women and Child | Women and Child Develop. (1998) S S

Development

Poverty Reduction | Proposed Andhra Pradesh District Poverty
Initiatives Project (2000)

Poverty Reduction | Proposed Madhya Pradesh District Poverty
Initiatives Project (2001)

Other development

agencies
Social Mobilization | GOR Women's Develop. Program
Education SIDA  supported Lok Jumbish NORAD

supported Shiksha Karmi

Integrated  Social | UNICEF  Community based Convergent
Services Services

IP/DO Ratings: HS (Highly Satisfactory), S (Satisfactory), U(Unsatisfactory), HU (Highly Unsatisfactory)
3. Lessons learned and reflected in the project design:

The three proposed DPIPs (Rajasthan, Andhra Pradesh and Madhya Pradesh) are the first multi —
sectoral projects supported by the Bank in India and targeted exclusively at the poorest segments of the
population. They have nevertheless drawn on extensive experience in on — going projects. For example,
some projects, such as the Uttar Pradesh Sodic Lands Project, have shown how the poor themselves
wish to establish organizational structures and engage in multiple activities in order to mitigate risk and
participate more fully in development. Several Bank projects have sought to involve beneficiaries in
planning and implementation, and have shown how communities will contribute towards investment and
operating costs if they are assured a good service. Among the more successful are the Integrated
Watershed Development Projects, which have demonstrated the viability of a strategy based on the
formation of user groups, their potential to manage project activities, and the effectiveness of community
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contributions. Similar lessons also emerge from the Karnataka and Uttar Pradesh Rural Water Supply
and Sanitation Projects. The Forestry projects, particularly in West Bengal and Andhra Pradesh, have
also demonstrated the potential of community groups such as Joint Forest Management Committees,
and the value of successful partnerships between community organizations, NGOs and the Government.
Some projects have encountered difficulties of which this project is mindful, such as conflicts of interest in
planning and implementation. The institution — centered approach of this project seeks to place planning
exclusively in the hands of organized poor groups and to strengthen the responsiveness and abilities of
agencies charged with implementation.

Early preparation of the three proposed DPIPs was carried out jointly resulting in common
objectives in similar basic designs. The experiences of non — going programs in each state were shared.
An important lesson from the UNDP — assisted South Asia Poverty Alleviation Project (SAPAP) in Andhra
Pradesh was that it is not enough to mobilize communities for social action — they want economic
opportunities and need investments, alongside social development. Hence, the DPIPs seek to mobilize
communities and provide them the support to improve productivity. They also include support to develop
linkages with credit institutions to expand micro — enterprise opportunities. Another relevant lesson of
SAPAP was that NGO involvement must be selective and focused. These lessons were applied to the
specific situations in each state, resulting in some differences in project design. Nevertheless, the three
states all recognize the value of continued interaction, and several mechanisms are planned to promote
cross — learning during implementation (see the section on Participatory Monitoring and Learning).

In addition to lessons learned from India, the proposed has drawn on Bank experience elsewhere.
Up to the end of FY96 the Bank had approved 51 Social Fund Projects in 34 countries, amounting to
commitments of over US$ 3.1 billion. These were evaluated in 1998 and this project’'s design
incorporated lessons from some of them. In particular, the following aspects of project design have
benefited from the findings of the evaluation: (a) the creation of a decentralized project management
structure with control over the sub — project approval to expedite decisions and minimize political
interference; (b) streamlined procurement and disbursement rules and regulations to ensure speedy
implementation; (c) competitive employment conditions for project management staff to attract and retain
competent and motivated individuals; (d) detailed Operational Manual, computerized MIS, standardized
financial management procedures, regular and rigorous auditing and quantitative and qualitative
evaluations of project outcomes, all aimed at ensuring transparency, accountability and development
effectiveness; (e) mechanisms for sectoral coordination that are flexible enough not to compromise the
independent and efficiency of the State and District PMUs; and (f) incorporation of physical and financial
sustainability criteria for sub — project eligibility, to ensure a continued flow of benefits.

4. Indications of borrower commitment and ownership:

The state government has been steadfast in its request for Bank assistance for a poverty
reduction project, whose importance has been expressed by senior ministers and bureaucrats. It has
shown its commitment to the project throughout preparation, completing several tasks which demonstrate
both its commitment and early readiness for implementation.

o It identified project districts on the basis of poverty indicators, and subsequently conducted
extensive Social Assessments and detailed District Capacity Assessments in the selected
districts. These facilitated selection of priority blocks, village clusters and social groups for
project start-up, and the preparation of a plan to cover the districts during the project
period. The activities involved government officials, NGOs other private institutions, and
potential, beneficiaries, building wide support for the project.

o It established a State Project Management Unit early in preparation, and has maintained
this along with contact persons in each districts. The SPMU has adequate office space
and equipment, and key staff have been recruited (the State Project Director, Finance
Manager, Training & Community Development Officer, Project Appraisal Officer,
Monitoring and Learning Officer). District Project Managers are also in place, and the
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district — level Training & Community Development Officers, and Accounts Officers would
be in position by project start — up.

o Building on its good track record of working with NGOs it has selected a first group for
project implementation, including community mobilization, group formation, and training
activities.

o It has developed a comprehensive capacity building strategy and a plan for the first year,

and identified the lead institutions for capacity building activities. It has prepared a Project
Implementation Plan; an Operational Manual agreed with the Bank; the procurement plan
for the first year, including bidding documents for two NCB contracts, and typical bidding
documents for three types of works likely to be financed under the project; the Financial
Management Manual and software; and the Environmental Assessment Report. It retained
consultants to implement the last two activities, and to further develop the Sub — Project
Appraisal guidelines.

o It has included the overall project budget and counterpart funding in the annual budget for
Indian FYs 1999-2000 and 2000-2001.
o It has constituted the Governing Council and Empowered Committee for the project.

In general, the state is committed to expanding participatory approaches and fostering grassroots
institutions, based on the experience of other programs. It is also accelerating decentralized
development, as demonstrated by its recent decision to hand over elementary education to the
Panchayats.

5. Value added of Bank support in this project:

There is growing recognition that the efficiency, effectiveness and sustainability of development
programs significantly enhanced if they are implemented using decentralized and participatory approach.
There is great need in India to promote such approaches. The Bank’s added value stems from its wide
related experience, particularly; (a) its international experience of decentralization, participation, demand-
driven rural investment funds, and social funds; (b) the large India Portfolio, which offers experience of
participatory approaches in other states, in a range of sectors including land and water development,
water supply and sanitation, forestry, micro — credit, etc.; (c) the size of its lending, which is large enough
to address relevant policy issues and investment needs in a comprehensive manner; and (d) its board
experience with policy issues in all the key sectors. Furthermore, Bank support for DPIPs in three states
simultaneously would greatly facilitate the sharing of information, and enhance the quality of each project
and their total value to India’s development.

E. Summary Project Analysis (Detailed assessments are in the project file, see Annex. 8)
1. Economic (see Annex. 4):

e Cost benefit NPV = US$ million; ERR = 10% (see Annex 4)

e Cost effectiveness

e Other (specify)

L]

The main benefits of the project would arise from human and social capital development and
economic activities that would result in better living conditions and higher incomes. The impacts of project
investments in social mobilization and group organization, capacity building, and knowledge and skill
transfers are not readily quantifiable. However, these would be the pre — condition for investing in public
infrastructure, services, and goods that would benefit about 3,50,000 poor families, enhancing their
access to the means of production.

Investment in Group Development and Capacity Building: The formation of effective groups, and

investing in individual and institutional capacities could bring about multiple benefits, including increased
participation in economic activities, skill improvements for greater productivity, and improved
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responsiveness and efficiency of public and private services (e.g., services provided by financial
institutions).

Economic Viability of Sub — projects Supported by the Community Investment Funds. While some
investments from the CIF would serve as ‘enabling’ investments to improve the knowledge or skills of the
poor (e.g. demonstration of technologies, skill training, product exhibitions), most would generate
measurable benefits. To ensure that sub — project activities undertaken are economically viable,
proposals from the CIGs would be subject to a least return analysis (see Annex 4), which would ask how
much the productivity of participants would need to be raised to make the investment worthwhile.
Reference would be made to the total sub — project investment per individual or per CIG, and the net
incremental economic return needed over a certain period of time to generate an Internal Rate of Return
(IRR) above 12 percent. A relatively quick and reliable judgment could be expected on whether to go
ahead. Since the scope of the CIFs is not restricted to economic activities, multiple criteria would be used
to assess viability. The overall approach to Sub — Project appraisal is described in Annex 2, Attachment
5, and detailed guidelines are included in the Project Operational Manual.

Annex 4, Table 1 shows the analysis for a few typical sub— projects. More examples are given in
the Guidelines for sub — project Appraisal in the Operational Manual. The example shown estimate the
economic IRRs as ranging from 19 percent (cotton bed and cushion production) to 48 percent (training of
para — veterinary workers). While these examples demonstrate the good potential of sub — project
activities would be too speculative to derive an IRR for the project as a whole, a it is not possible to
anticipate the composition of activities likely to be financed from the CIF. However, in global terms,
assuming benefits to 3,50,000 families, the project cost (CIF, Capacity Building and Project Management
components) would amount to approximately US$188 per family. Assuming that benefits were to start 2
to 3 years after group formation, an average annual increase in the economic net productivity per family
of about US$25.3 per year (equivalent to less than Rs. 100 per month) would allow break — even with an
IRR of 12 percent. It is expected that the project would yield higher benefits in most cases.

Rationale for Public Investment: Overall, the project is expected to improve the efficiency and
effectiveness of public services for the poor in the selected districts, and to reduce poverty. It would give
high priority to capacity building, including social mobilization and empowerment, enabling the rural poor
to influence public services beyond the project as well. Typical investments from the CIF would enhance
capital and productive resource and remove specific disadvantages faced by the poor (e.g. lack of
information/transparency to overcome market imperfections).

2. Financial (see Annex. 5):
NPV = US$ million; FRR = 0% (see Annex 4)

Fiscal Impact:

The total cost of DPIP would be US$ 124.8 million over a five — year period, of which US$ 100.5
million (80.5 percent) would be financed by IDA, US$17.7 million (14.2 percent) would be funded by the
state government, and US $ 6.8 million (5.3 percent) would be raised through beneficiaries contributions
sub — projects. Projected DPIP expenditures would amount to about 1.7 percent of GOR’s current annual
expenditures on Social and Economic Services on average would remain constant as a share of Gross
State Domestic Product (GSDP) over 5the next five years, which would allow some increase every year
as GSDP grows, thereby creating space for DPIP expenditures.

In the long term, DPIP is expected to improve the efficiency of the state’s spending on poverty
alleviation. Efficiency gains are expected through the careful targeting planned in this project, direct
transfers of funds, and reduction of overheads. Furthermore, success in implementing a demand — driven
approach could have spill — over effects to programs in other sectors. In the medium to long term this
improved efficiency will allow the fiscal to be created to expand DPIP-type operations to other districts.
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Counterpart Funding: The state government would contribute about 15 percent of total project costs as
counterpart funds. This claim on its budget is conside5Sred manageable and would not cause under
burden. During the five year p

roject period, the counterpart funding would range from about US$1.0 million to 6.0 million Rs. 45 to 317
crores) per annum. Consequently, the requirement for counterpart funds for the project in the peak year
would be only 0.4 percent of the revenue expenditure under the Social and Economic Services heads.

Beneficiary Contributions: About 5.3 percent of total project costs, equivalent to about 6.7 percent of
the amount in the CIF, would be raised through community contributions, in cash, kind or labor. The value
of the latter would be monetized in accordance with appropriate guidelines. The total beneficiaries’
contribution amounts to US$ 6.57 million (about Rs. 34 crores) over the life of the project. It is expected
that at least 350,000 families would benefit from the project directly and additional families indirectly
would also be potential contributors to sub — project costs. Each core family would thus contribute a
maximum of Rs. 1,000 over the project period or about Rs. 200 per year on average. This can be
compared with the expected minimum increase in beneficiary family income of about Rs. 1,200 per year.

Post — project Period. DPIP would require only minimal expenditures by government during the post —
project period. The project is not expected to have significant recurrent cost implications beyond its life as
most staff would be on contract. The incremental operation and maintenance costs of the small-scale
infrastructure investments are expected to be met by beneficiary communities, which would be ensured
by the sub — project appraisal process and agreements. Thus, there would not be a significant additional
burden on public expenditures for O&M in the future.

3. Technical:

The project would finance a variety of interventions, ranging from land development to water
resource management, horticulture and other agricultural activities, micro — enterprises development
social services. The project would be flexible in terms of the activities financed, but strict in ensuring
adherence to core principles such as: the demand — driven nature of investments; community
management (both short and long term) of activities; targeting to the poorest; and financial efficiency and
accountability. Activities would be carried out within the policy framework and general guidelines
established for other Bank — assisted projects in a given sector (modified where experience suggests this
is necessary or advisable). Sub — project appraisal would be informed by sectoral guidelines and would
assess the appropriateness of methods and technologies being used and their cost — effectiveness. Sub
— projects could draw on designs and standards already available in many sub — sectors, e.g., watershed
development, rural infrastructure. These would continue to be developed for new interventions, or when
the scope of interventions changes, and refined on the basis of implementation experience.

4. Institutional:
4.1 Executing Agencies:

The institutional arrangements for project implementation are described in detail in Section C4,
above. The main executing agencies are the CIGs, VDAs Gram Panchayats, NGOs, District line
departments, and private agencies willing able to work at the village level. The formation and
development of local grassroots organizations (the CIGs and VDASs) is the crux of the project. In addition,
the project design gives an important role to NGOs and local government bodies (Panchayats) in
mobilizing, organizing and supporting poor communities to access resources. Both NGOs and
government line departments have roles in providing technical support to the CIGs and private agencies
would also be engaged for particular purposes (e.g. construction of small infrastructure, marketing etc.) in
addition, support structures such as the District Project Coordination Committees and panels of experts
set up at the district and state levels would work closely with the PMUs to broad base the project’s ideas,
approaches and implementation strategies.
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Even through Rajasthan has a vibrant NGO sector and several examples of productive
collaboration between NGOs and government, the availability and capacity of NGOs within the project
districts is variable. As the project design envisages important roles for NGOs in mobilizing communities,
forming and supporting CIGs, training and other activities, the DPMUs and SPMU would continuously
identify NGOs and assess and build their capacities. NGOs would be selected on the basis of criteria
outlined in Annex 2, Attachment 3.

4.2 Project Management:

Project Management is the responsibility of the State Project Management Unit (SPMU) and
seven District Project Management Units (DPMUs) within the Government of Rajasthan’s Rural
Development Department. The SPMU would facilitate the development of project strategies, plans,
procedures, and materials that can be commonly used across districts. It would also assist in the transfer
of experience and learning and promote competition between districts for innovation, quality of
implementation, and the effective utilization of funds. A focus on developing the DPMUs allows for the
creation of strong linkages between institutions/programs at the local level, which would promote
sustainability. The DPMUs would maintain the required operational autonomy and flexibility to respond to
demand — driven proposals quickly. Accordingly, they would:

¢ Respond to the priority needs of poor communities;

o Ensure the participation of representatives of poor communities in the district project coordination
committee;

o Adopt streamlined administrative procedures for day — to — day management;

e Develop effective convergence between development programs managed by Panchayati Raj.
Institutions (PRIs), line departments and other local institutions;

o Adopt a simple funds flow arrangement to allow direct transfers of funds to the community groups
implementing sub — projects (see Annex 2 Figure2).

4.3 Procurement issues:

The bulk of project funds would be in the CIF component to finance small sub - -projects requiring the
procurement of works, goods and services costing less than US$30,000 equivalent. These sub — projects
would be implemented by communities or through direct contracting or by NGOs.

Since most procurement activities would be managed by the DPMUs, each unit would have a trained full
— time staff to handle the procurement work. As the formation of CIGs and hiring of NGOs would occur
continuously throughout the project, workshops and seminars on procurement would be organized at
regular intervals to ensure good understanding of procurement procedures among district staff NGOs and
beneficiary institutions. The State Project Management Unit would have a trained procurement officer
conversant with the Bank’s procurement procedures, especially those related to small community —
based investments. He/she would also; (a)coordinate demands coming from the DPMUs; (b) oversee
updating of the procurement section of the Operational Manual which would serve as a reference for
procurement procedures applicable to different situations; and (c) standardize the technical details for
community works which would be used as an aid to the preparation and review of sub — project
proposals.

4.4 Financial Management issues:

Project Financial Management System (PFMS). Financial Management Arrangements for the project
are detailed in Annex 6. An FMS Manual hs been prepared and integrated computerized financial
management system is being developed. Computers for the SPMU and DPMUs have been procured and
installed. The next key tasks to be carried out would be: (a) installation of PFMS software expected to be
completed by April 30, 2000; (b) full placement of FM staff at SPMU (a qualified Chartered Accountant as
a Finance Manager, and a Financial Controller) and DPMUs (Accounts Officers expected to be
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completed by May 31, 2000; (c) training of staff in implementation of the PFMS, expected to be
completed by June 30, 2000. The PFMS is expected to be fully operational by July 1, 2000.

Flow of Funds: The Government of India would pass on funds to the Government of Rajasthan
accordance with the prevailing system of fund transfers from the Center to the states as applied to Bank
— assisted state — sector projects. The state government would release funds to an interest — bearing
personal deposit (PD) account established for the project. The SPMU would transfer funds to the seven
DPMUs through banking channels based on their fund requirement projections and work plans. These
two mechanisms (the PD account and district bank accounts) would facilitate monitoring of the state
government’s provision of funds to the project, and project allocated funds for project use. It is expected
that Rajasthan’s fiscal reforms and the on — going dialogue between the Bank and GOI regarding fund
flow arrangements would facilitate financing (including counterpart funding) of the project. The flow of
fund flow from the DPMUs to beneficiary institutions would be based on the schedule in the sub — project
agreement between them, which would be structured to ensure that adequate funds are available in
advance for all operations. The CIGs would be required to maintain simple books of accounts recording
all transactions pertaining to the sub — project.

Disbursements: Disbursements from the IDA credit would initially be made according to the traditional
method (reimbursement with full documentation and against statements of expenditures) and would be
converted to disbursement based on Project Management Reports (PMR) after the successful
implementation of the computerized PFMS. The target date for this conversion is July 01, 2001.

Retroactive financing: Retroactive financing up to an amount of US$ 0.7 million equivalent would cover
eligible expenditures for activities after July 01, 1999, based on a Statement of Expenditure. Retroactive
financing would support consultancies which have been contracted by the SPMU to advance the
Environmental Assessment, Sub — Project Appraisal and other work on the project, and some
establishment and operating costs of the SPMU and DPMUs.

Audit: The financial statements of he project would be audited by the Comptroller and Auditor General of
India (CAG) of his nominee. The Rural Development Department would prepare the financial statements
and reconcile the accounts with the State Accountant General’s figures within four months of the close of
the Indian fiscal year. The audited annual project financial statements would be submitted to the Bank
within six months of the close of the Indian fiscal year. This report would be monitored under the Audit
Reports Compliances System (ARCS). An agreement would be reached between CAG, GOR and IDA on
the formats of financial controls on a quarterly basis, for which a terms of reference would be agreed by
GOR and IDA in consultation with DEA-GOI and the CAG by May 31, 2000.

5. Environmental Category: B

5.1 Summarize the steps undertaken for environmental assessment and EMP preparation (including
consultation and disclosure) and the significant issues and their treatment emerging from this analysis.

An independent agency was engaged by GOR to develop an Environmental Assessment Report
(EAR) on the basis of the project design, available information on the project districts and likely project
investments. From an environmental perspective the project component that would be of concern is the
CIF. Hence, an Environmental Management Framework (EMF) has been developed for the CIF.

The CIF would support both income — generating activities and infrastructure investments which,
in most cases, would be small — scale and hence not expected to cause environmental impacts of any
significance. All sub 