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SR

Issues found from a field trip in Khammouane

MPI and PCAP2 Team
July 2008

1. Project appraisal
(1) Project proposals

Project proposals are supposed to follow the guidelines set by MPI and reflect the
priority area set by the government. In reality, some projects were started by the project
owners and contractors without approval of DPI and provincial governor and without
financial resources. Then, project owners sometimes request DPI to cover the cost later
with the instruction from the provincial government. Issue is how to avoid such

unplanned projects.

(2) Comparative assessment

Training under PCAP just started last year in the province and comparative
assessment has not been widely used yet. As the comparative assessment is useful tool
to make the selection of projects more objectively, continuous effort is necessary to

utilize the assessment.

(3) Budget ceiling

Budget request by the province was bigger than the allocated budget by about 200%,
mainly because budget ceiling was not announced for FY2008/09. Therefore both the
province and MPI spent a lot of time and efforts for compilation of project proposals and
selections. Budget ceiling should be announced before provinces prepares project so that
provinces and MPI can spend more time on discussion of project screening and
selections. It is desirable for MPI to announce the budget ceiling, which indicates the
upper limit of the next FY’s budget, before the provinces start preparing project

proposals.

(4) Budget planning / estimation
It was found during the interviews that budget allocation does not necessarily secure
the disbursement of all the budget items, because of the lack of cash in treasury. One of

the reasons would be the fact that tax revenue is often smaller than estimated.
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In such case, even if contractors complete projects on time and within budget, some
parts of the contract amounts are not paid. Budget is not allocated to the payments of
some projects during current fiscal year and such un-paid projects are taken over to
next fiscal year.

It is important for the provinces to formulate PIP budget with modest tax revenue
forecast. Nevertheless, more accurate project budget estimation is indispensable. Under

PCAP II, the form for the project appraisal could be revised.

2. Project Management and Monitoring
(1) Delay of project activities

Although all projects are supposed to be implemented according to their plans, the
plan of operation is sometimes ignored. Such delay might affect cash flow of PIP budget.

Early detection by the project monitoring is necessary.

(2) Bidding processes
Selection seems to be less transparent, because financial proposals are opened before
technical proposals. In this case, contract prices would be higher than the smallest

bidding prices, which in tern would decrease available government budget.

(8) Monitoring of projects

Project monitoring on progress of construction is still weak at the provincial level.
Monitoring, including work progress, schedule, quality and budget expenditure needs to
be implemented by project owners on time and submitted to DPI periodically.

DPI does not have enough staff and financial resources to conduct assessment on
project monitoring reports. Assessment skills of DPI staff have not been developed

enough, as PCAP training just started last year. Continuous support is necessary.

(4) Financial monitoring and expenditure forecast

Financial monitoring is also an issue that should be addressed by POs. If project
monitoring is implemented more accurately, cost over-run of projects would be smaller.

Forecast on expenditure is made based on the contract prices and initial expenditure
plans, and the forecast sometimes needs to be revised during current fiscal year. POs
should collect information on project expenditure and report to DPI periodically.

When expenditure forecast, especially of second half of fiscal year, is shared within the
provincial government, DOF might be able to reserve cash in treasury to reduce delays

in payments.
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(5) Inspection

Inspection committee does not visit project sites timely, although 2 -3 % of contract
amount 1s supposed to be spent for inspection. The committee conducts inspection on
the field only when invited by contractors. Thus, there might be a risk where inspection

itself is not implemented independently.

(6) Inconsistency between PIP budget execution and actual payment

When DPI issues certificates to contractors to authorize them to issue request for
payment to DOF, DPI regard the contract budgets as executed. However, because DOF
might postpone the payment to this request to next fiscal year, there would be
inconsistency between budget execution and actual payment. Because settlement of

arrears in the next fiscal year is not budgeted, there would be another inconsistency.

3. Others
(1) Tax system

Under current procedures, contractors are required to pay 10% of contract value as tax,
before they receive the payment from the government. This would be heavy financial
burden especially to small construction firms. This tax can be deducted from the

payment to contractors.
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