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EXECUTIVE SUMMARY

The huge gap between the desired impact and the actual impact made by the thousands of crores of Rupees made by GOI and other Development funding agencies, takes anyone within the Govt. or otherwise to think deeply about the failures. The Planning Commission, GOI is concerned about this and is keen to address this issue of limited impact of development inputs, in a comprehensive manner. Through a series of deliberations starting with a presentation by VISION FOUNDATION For Development Management, it was appreciated that there is a need to strengthen the Demand Side of the Programme Delivery Systems. Making Social Audit of Development Programmes, mandatory was considered a possibility, which needed a comprehensive assessment, the result of which can be used for necessary policy initiatives. Accordingly, VISION FOUNDATION was commissioned to conduct a study with the following broad objectives. 

a) To assess the status of Social Audit and Gram Sabha & Panchayati Raj ( Gram Panchayat ) as per law of the land and as practiced in India, and

b) To recommend measures for, making the process of adopting implementation of Social Audits as a matter of culture.
VISION FOUNDATION conducted the study covering seven states from different regions of India, selecting One District from under developed and one from Developed Districts of the State and Delhi as a Urban State, for comparison. It contacted 10, 500 Respondents, from Different groups including Beneficiaries, PRI Functionaries, Govt Officials, Political Leaders, NGO Leaders, and Academicians, representing both Demand and Supply System through Depth Interviews, Group Discussions, and Observations. The field study was conducted during   April – July 2004, the Draft report was ready during October 2004, but was with held to take the inputs from the enactment of RTI 2005 to make the recommendations more meaningful for fulfilling the objectives. The findings and recommendations are as under.

1.0
FINDINGS 

The Secondary Study findings, confirmed the fact that the basic principles of managing change, from a Monarchy to Democracy was neglected, may be due to lack of understanding of the degree of impact of the Monarchy for centuries headed by foreign Rulers with exploitative intent including the Muslim Rulers and British Rulers, on the MINDSET of the CITIZENS / RULED and the RULER CLASS, the left over, who entered in to the Indian Administration, after Independence. The fact that Lord Mount Baton was retained to support the process of Governance of India through introduction of Systems and procedures of Governance, had contributed to the perpetuation of the MINDSET of Monarchy and Ruler. The first impression lasts long, goes the saying. The first impression of a Monarchy Mindset is strongly imprinted in the Indian Development Management System, which is acting as a difficult RESISTANCE for CHANGE, which could have been easier immediately after Independence. This mindset is dominating the Mind space of both the Decision Makers in Supply Side (the Development Planners and Implementers) and the Demand Side ( The Beneficiaries – Gram Sabha & PRI Institutions ) . The delay in devolution of power to PRIs confirm the RESISTANCE TO CHANGE. However, the growing Global Trend in Rights of Citizen , initiated by UN Resolutions, adopted by number of countries of the World along with the powerful grass root level movements initiated by NGOs like MKSS, has made India follow the track  and lot of resistance , finally enacted RTI 2005. This confirms a beginning of a new  era, bringing hope to millions. However the challenges of implementation lies ahead. 

The Primary Research Findings confirms the Health of PRI Institutions/ Gram Panchayat and Gram Sabha, being far below the desired level. Except the sample state of Maharastra, Tamilnadu & Andhra Pradesh, in rest of the states the health of PRI institutions are mostly on paper, duly validated by the PRI Audit Observations of CAG, presented in next section.

The state of PRIs is influenced by the vested interest groups, resisting empowerment of PRIs and inadequate Audit and Control Systems unable to empower the PRIs and Gram Sabha. The specific areas of gap and degree of gap are presented in the main report. 

The difference in health of PRIs in different states is induced by the level of awareness, education of Community / Demand System and the Quality of Governance of Supply System along with the activism of select Social Activists. The findings from Delhi as a Urban State, when compared to the Rural States, the PRI institutions of Rural States are far below, the state of RWAs in Urban area, primarily due to the level of awareness and education of the members of RWAs. The comparison of Rural Urban states, confirm, the basic finding that the Health of PRIs (Panchayat and Gram Sabha is primarily dependent on the level of awareness and education of the members. Therefore the recommendation is made for adequate investments in awareness and education of the Gram Sabha & Panchayat members.

The PRI Accounting System in India, in spite of the presence of a competent body like CAG is in a sorry state reflected by the following few lines from the Audit Observations of CAG.

· Huge central assistance lost due to non-fulfillment of conditions

· No action taken to recover huge amounts of materials from ZP officials for shortage

· Purchases of vehicles made in disregard of government instructions

· Funds released by DRDAs with out taking into account the unutilised balances available with the Panchayat Unions

· Scheme funds temporarily diverted to other schemes and to meet establishment expenses of the Panchayat Unions

· Advances given for various purposes for huge amounts lying unadjusted

· Diversion of funds under Indira Awas Yojana and out of Tenth Finance Commission Grants

· Inadequate supply of medicines to rural dispensaries

· Deficiencies in maintenance of Cash Book

· In G.Ps; heavy cash balances maintained

· Receipt of Utilization Certificates (UCs) not watched in majority of GPs

· Unutilised Advances outstanding against executing agencies, Government Officials

· Incomplete works abandoned after huge expenditure

· Wanting UCs

· Non-remittance of dues towards Cess on Land Revenue & Stamp duty to the LBs

· Unspent Grants not credited to Govt. Accounts

· Procurement of material with out inviting Tenders/Quotations

· Irregularities in Muster Rolls, execution of works with out  AA&TS

· Non-realization of Taxes, Rent and License fee

· Loss of revenue due to non-leasing of Gram ponds/tanks,ferry-ghats, orchards, kine-houses etc. 

· Accounts not maintained properly, no bank reconciliation statements, important records like Muster rolls, Measurement Books (MBs), Works Register etc. not maintained

· Receipts and payments not entered in the Cash Books

· No self-contribution from Village Councils

· In fructuous/irregular expenditure on incomplete works, non-observance of labour-material ratio

· Substandard works, non-generation of maydays 

· Irregularities in giving Scholarships

This state of PRI Accounting is due to the fact that PRI Audit is the State subject and CAG is empowered to play only an advisory and supervisory role. In absence of Quality PRI Accounting and Auditing, funds keep flowing in to PRIs, perpetuating illegal practices and making the PRI System further weak. The condition demands legal provision for making PRI Audit of previously released funds mandatory for release of further funds.

1.1 Clarity about the Definition of Social Audit :

Considering the difference in the interpretation of Social Audit in Western Countries and India, the study team has clarified the definition for this report and useful for Indian conditions.

Definition:
 "Social Audit is a process in which, details of the resource, both financial and non-financial, used by public agencies for development initiatives are shared with the people, often through a public platform. Social Audits allow people to enforce accountability and transparency, providing the ultimate users an opportunity to scrutinize development initiatives.”

1.2
FEW ESSENTIAL FINDINGS:

Few essential findings are presented below for supporting the process of analysis.

a)
Mindset of Ruler vs Service Provider / Servants Of Public 

The Constitution of India, does not recognize the mindset of both the Citizens / Public and the Servants of People, which is the fact on the ground, facing all of us even after nearly six decades of Independence. As per the Constitution, the Government is Of the People, For the People and By the People, meaning thereby, the GOVERNMENT and the PEOPLE are ONE. But in practice the, People still carry the Mindset of being RULED and the Government carries the Mindset of RULER, with a HUGE GAP between the two, primarily because, the people have not got a chance and ability till now to hold the Government Accountable for Non-Performance/ ASK QUESTIONS. 

Though, this is about to happen through RTI Act clearing the way for Mandatory PRI Accounting Audit and Social Audit.

b)
Right to Information

The long struggle of Civil Society led by Ms Aruna Roy of MKSS, Rajasthan, has finally resulted in the historic RTI Act 2005, which is challenged by various implementation issues,. The experiences in the country, primarily during the struggle for RTI Act, confirms, the resistance of the system of Governance to CHANGE from an environment of Lack of Accountability to Public to Accountability to Public, influenced by the deep rooted, crystallised mindset.

c)
Social Audit and Gram Sabha

· The 73rd Amendment of the Constitution empowered the Gram Sabhas to conduct Social Audits in addition to other functions. 

· Gram Sabha is not effective as a grass root level institution.

· CAG not empowered to conduct Accounting Audit of PRIs in the whole country:

· No central policy or regulation making accounting audit and social audit mandatory

· Fear of loss of power of Panchayat by strengthening of Gram Sabha

1.2 SUMMARY OF FINDINGS

The summary of findings is as under.

a) The SUPPLY SYSTEM is resisting the process of change being brought about, which is natural, based on the simple saying that, “ Old Habits Die Hard “. 

b) The Supply System has sections supporting the change process towards accountability and sections, opposing it, confirmed by the fact that the RTI Act 2005 is passed, though there are critical weaknesses retained in the act to make it less effective in demanding accountability.

c) The DEMAND SYSTEM is weak and dis-empowered through ages of misrule by monarchy after monarchy, leaving it with limited ability to demand its lawful right from the Supply System, guaranteed under the Constitution. The saying, “ Old Habits Die Hard “, also applies here.

d) The Civil Society initiatives have greatly contributed to the process of inducing CHANGE in the mindset of both the members of Supply System and Demand System, in spite of road blocks, though much more ground is yet to be covered.

e) The factors, which contributed to the success and failure of empowering the Demand Side and weakening the Supply Side, are as under.

I)
Factors contributing to success:

1. Education and awareness of public, contributing to the ability to ASK QUESTIONS, getting out of the mindset of the RULED / SUBJECT.

2. Demand for Information through mass movement .

3. Institutional support for initiating and sustaining Mass Movement, by committed NGOs with leadership, which has acted as an external intervention to empower Demand Side

4. Media effectiveness in catalysing change process

5. Sections of Supply Side, who are pro-accountability being empowered through political process.

6. International pressure through globalisation, creating a culture of Accountability for Governments 

II.
Factors contributing to failure:

7. Lack of legal provisions demanding accountability of Supply Side, specifically, the PRI Accounting System
8. Lack of focus of the Supply Side to develop and strengthen the control mechanism relating the release of funds at the grass root level, such as compulsory Accounting Audit of PRIs through CAG, for obvious intention of creating leakages in the development funds by vested interests in Supply Side.
9. Lack of trained and certified manpower at Grass root level to conduct PRI Accounting Audit and Social Audits.

10. Lack of education & awareness leading to inability of the Demand System (Gram Sabha members in Rural India and members of RWAs, Traders Association etc in urban areas) to demand their lawful rights.
11. Lack of focussed media attention to the issue of empowerment of the Grass Root level institutions, like Gram Sabha, mostly due to economic considerations.

g) From the above, it becomes clear that to take this, already initiated process of change, to its logical conclusion, there is an obvious need to strengthen the factors, which brought the process of accountability to this stage, stated above and control the factors contributing to failure. 

h) Based on the above analogy, the strategic direction that emerges for increasing the effectiveness of the Programme Delivery System is empowering the Gram Sabha through,

i. Providing them with capacity to conduct Social Audit and

ii. Creating Institutional framework, Institutional Capacity, tools and legal sanction to facilitate the process of conducting Social Audit and institutionalising it.

iii. Create an environment in the country through Media support.

The present status, after the enactment of RTI, 2005 is given below for comprehension.

	STAGES OF SOCIAL AUDIT PROCESS
	INPUT NEEDED
	STATUS

	SOCIAL AUDIT


	Legal And Organisational Support Required


	Ministry Of Finance Has Assured VISION Team To Issue Guide Lines If Requested By Plan. Comm

	Information Needed
	RTI Act To Be Effective
	Yet To Be Implemented Effectively

	PRI Accounting Audit


	Strong Legal and Organisational Support
	Need To Make Legal Provisions PRI Auditing Mandatory By CAG




2.0
RECOMMENDATIONS

Broad Recommendations:

As concluded in the previous section on the direction of the recommendation is as under.

a) Strengthen the Control System to make Supply System more effective, including,

i. Conducting Quality PRI Accounting & Auditing regularly, 

ii. Implementing RTI Act effectively and 

iii. Institutionalising Social audit through effective Mechanism 

iv. Making release of Plan fund and Non-Plan fund by Planning Commission and Finance Ministry conditional to completion of PRI Audit and Social Audit.

b) Empower the Demand System, the Gram Sabha etc to have capacity to ASK QUESTIONS and conduct Social Audit.
Specific Recommendations:

2.1. For empowerment of the Demand System, Invest in Education and awareness of Public/ Gram Sabha members, contributing to the ability to ASK QUESTIONS, to get the people out of the mindset of the RULED / SUBJECT. 

This is to the conviction of the study team that the most desirable foundation that need be laid for making the process of Social Audit, institutionalised. This activity need be taken up in a massive scale, investing about 5 % of the total Annual Development Funds for first five years, after which it may be gradually reduced as per the impact assessment, which is more than justified, against the leakage of 85 to 87 % of development Funds and the correction of the mistake of the post independent Governments to initiate this process of CHANGE from Mindset of MONARCHY to DEMOCRACY. 

2.2  Institutional capacity need be increased at PRI, Block, and DRDA level, in terms of Information Storage and distribution mechanism for making RTI Act, be implemented, supporting the process of PRI Audit and Social Audit.

2.3 Support may be provided to Committed and competent NGOs with leadership to play the catalytic role including conducting PRI Audit and Social Audit. 

2.4 Media need be more Rural and Development focussed:

2.5 Recognise and Reward the members of Supply Side, who have contributed to the process of strengthening Demand System and improved service delivery and penalise the members of Supply Side, who have contributed to weakening the Demand System an damaged the Service Delivery: 

2.6 Develop an INSTITUTIONAL FRAMEWORK for, organising PRI Accounting Audit and Social Audits and putting them on the INTERNET:

This section being the backbone of recommendation is being presented in a format, so that answers to basic questions of implementation are presented to ease the process of implementation. 

a)
WHO - THE INSTITUTION:


CAG is the ideal body for acting as the NODAL INSTITUTION FOR SOCIAL AUDIT. 

b)
WHY - Why CAG to be the nodal institution.

The answers are as under.

1.
CAG has the Constitutional Mandate, 
2.  CAG has already initiated work, for strengthening the Accounting and Audit  of PRI / Urban & Local Bodies, 
c)
HOW? (The Process / the Mechanism) 

The Process of Social Audit recommended is presented as steps below.

 1. 
Creating Legal Provisions, to make PRI Accounting Audit and Social Audit mandatory for all PRIs to be organised by CAG and be put on the INTERNET, may be by a Directive of Finance Ministry.

The Finance Ministry directive may make Accounting Audit and Social Audit, a pre-condition to further funds release to any state, using the powers of a Funding Agency, both the Planning Commission and Finance Ministry for Plan and Non-Plan Funds,  for maintaining the credibility of GOI as a funding agency. In case of a state having a percentage of PRI Auditing complete, only proportionate fund can be released.

2.
Develop a panel of Certified PRI Auditors, trained and certified by CAG, all over the country from among the un--employed Commerce graduates and the local Accounting Professionals like Accounting Teachers in Schools and Colleges, Accountants in Local Organisations, who can take permission from their employers to conduct PRI Audit for a nominal fee, as a Social Commitment. The fee range can be about Rs 1000 per Audit. The already developed PRI Accounting Formats, may be implemented, for training and implementation all over the country.

3.
Selection and Deployment of PRI Auditors, to be done by CAG from the list of empanelled List, based on the principle that the Auditor would not have any possibility of being influenced by local vested interest groups. A gap of about 30 KM from his place of residence may be considered a minimum requirement.

4.
Made of payment of Fees: The fees may be remitted to their bank Accounts with intimation to them by post, after the Audit Report is received and found to be in order after scrutiny.

5.
The number of Audits per year may be two, i.e. one in every six months, to put pressure on the System of Accountability and induce a leap from motion to the almost immobile accounting process in states as indicated by the present study as well as CAG findings, presented above. This frequency of two audits is expected to speed up the process of Execution of programmes with the fear of auditing and the increased speed will reduce scope of manipulation in execution.

6.
Funding for Social Auditing:

The cost of Accounting Audits and Social Audit to be spent by CAG, may be charged to different Ministries, based on the respective programme funds audited. About, 2 % of Funds of the Programme Budget, to begin with ( to be modified as per need ) , may be allocated for Accounting & Social Auditing to be at the custody of CAG / Finance Ministry to be used for developing Accounting & Auditing System and maintaining it. 

This is justified by the benefits out of the above investment being more than the costs, in terms of savings of leakage (about 85-87 %) and reducing GAP between OUTLAY and OUTCOME.

7.
The fee range per Social Audit can be about Rs 2000 per Audit, which includes the compensation for all the above steps. 

8.
Made of payment of Fees: The fees may be remitted to their bank Accounts with intimation to them by post, after the Audit Report is received and found to be in order after scrutiny.

9.
The frequency of Social Audit may be one every year to begin with for first three years till the process matures, after which increase in frequency may be considered. 

10.
Organise Social Audits through, 

· Development of a Panel of Certified Social Auditors, trained and certified by CAG, all over the country from among the un--employed graduates and the local credible personalities like School Teachers, Post Masters, College Lecturers / Professors, Local Social Workers, Local NGO Workers , with the permission of NGO Head. 

· Selection and Deployment of Social Auditors, to be done by CAG from the list of empanelled List , based on the principle that the Auditor would not have any possibility of being influenced by local vested interest groups . A gap of about 30 KM from his place of residence may be considered a minimum requirement.

· Conducting Social Audit (THE PROCESS) through the Steps involving the followings.

· Collection of relevant information relating to the Development Programes being implemented in the village by Travelling to PRI Office to collect PRI Audit Report, local offices of Service Providers like Block, District Offices etc to collect desired information and fix up a date and invite them for the Social Audit,

· Travelling to the village to mobilise the Gram Sabha Members to attend the meeting and motivate them raise their questions fearlessly, 

· Creating awareness through local media like posters, drum beaters etc,

· Organising the Gram Sabha for Social Audit and recording the minutes of the Social Audit Process and 

· Compiling the Social Audit Report, as per the format prescribed by CAG/ VISION FOUNDATION,

PROCESS FLOW OF SOCIAL AUDIT

	INPUTS
	PROCESS
	OUTPUT

	· (      Information relating to Development spending, utilisation, physical status

·  Attendance / Presence of Community ( Demand Side ) and reps of Supply Side , Govt, Officials, PRI Auditors, PRI functionaries.

· Expertise / ability to organise the Social Audit Process  


	( Election of Chairman for the meeting.

( Presentation of facts and documents to the Gram Sabha

( Receiving queries and response by concerned authorities 

( Documentation of the minutes 

(  Arriving at consensus 

(  Getting the minutes signed by the Members Present including PRI Auditor and Social Auditor 


	Social Audit Report containing the PRI Audit Report and comments of the Gram Sabha and other members present.




11.
Circulating Social Audit Reports:

· posting it in the web site of CAG and 

· emailing it to CAG- State HQ, District office, Block Office and PRIs, pasting hard copies at Village Panchayat Notice Board.

12.
Compilation of Social Audit Reports at State Level: 

The Social Audit Reports may be compiled at the State level of CAG( PRI Audit & Social Audit wing) and SUMMARY FINDINGS may be reported to all stake holders like,

· District Administration 

· State Govt,

· Implementing Ministries of Central Government and 

· CAG, New Delhi:

13.
Compilation of Social Audit Reports at CAG, New Delhi
The CAG at central level may compile the final report received from States for making necessary comments to the Parliament and Govt. of India

INSTITUTIONAL FRAMEWORK & PROCESS 

for SOCIAL AUDIT








(
Development and Deployment of a Panel of Certified PRI Account Auditors
(
Development and Deployment of a Panel of Social Auditors
(
Conducting Social Audit
(
Circulating Social Audit Reports
(
Compilation of Social Audit Reports at State Level
(
Compilation of Social Audit Reports at CAG, New Delhi
1. Period of Social Audit , may be during June , every year after two months of completion of Accounting Year that is March, giving time of completion of Accounting and preparation for Social Auditing.

2. Compilation of Social Audit Reports , by CAG at State Level through its State HQ, need be done within 15 days of its receipt after due scrutiny and a compiled , district wise , programme wise Social Audit report may be posted on the site with intimation to      

(    CAG, HQ, New Delhi

· Nodal Ministry, for the programme,

· NIC ,

· Planning Commission.

CAG, at Central Level may compile the status of Social Audit reports by a fixed DATE involving the status of completion of Social Audits and Non-Completion of Social Audit along with the Compilation of Available Social Audit Reports , which includes the compilation of Accounting Audit Reports. 

3. Controlling the Control System :

It is a fact that, the Accounting Audit and Social Audit Process are essentially processes of a Control System, which have a tremendous responsibility of controlling the leakage of a gigantic volume of funds , happening since long , crystallizing the mindset of people and also the processes. The initiatives like mandatory Accounting Audit and Social Audits are expected to be confronted by vested interest elements to create leakages in the Control System initiated. Therefore for an effective control system, there is a need of control measures to be pre-planned to control the possible weak areas. 

In the present case, the possible weak areas and possible control  measures recommended are as under.

14.
Professional Accounting courses like CA, ICWA, CFA, CS, MBA (Finance) may have courses on PRI Audit and Social Audits for creating larger awareness about PRI Audits and Social Audits. This is essential, not only to support the process by providing trained manpower at different levels, but also to create a supportive environment for the process.

15.
Professional NGOs may be engaged by CAG as Nodal State Agencies as Facilitators and Catalysts for supporting the process of Accounting Audit and Social Audit to perform the specific functions.

16.
Publication of Social Monthly Magazines in the line of Kurukshetra and Yojana by CAG, which can cover issues on Social Audit processes, the major findings, developments in Social Audit in different parts of the country.

17. 
Publication of Audit Reports in Local Languages:

18.
Inclusion of PRI Auditing & Social Auditing in PLP Programmes Literature, NSS programmes

19.
Development of Centralised DATA BASE at CAG for Accounting Audit and Social Audit for ALL PRIs and other LBs

20.
Developing VILLAGE LEVEL KIOAKS: 

Village Level KIOSKs , may be developed as a REVENUE EARNING source for a Village level entrepreneur selling Governance services like providing information about village / PRI accounts, after maintaining the financial database and also provide basic services linked to e-governance like accepting applications for ration card, land records, complaints, email etc. The kiosk owner generates revenue by charging a small sum from the villagers for the services

21.
Parallel Accounting & Auditing Structure to be created matching with Administrative Structure though with skeletal staff, directly reporting to CAG.

In due course, there may be a Parallel Accounting & Auditing Structure to be created matching with Administrative Structure though with skeletal staff, directly reporting to CAG, posted in the Grass root level, to justify the responsibilities for supervising the accounting and control systems of a Huge Country like India. 

The issue of PRI Auditing being a state subject need be comprehended by the fact that the GOI as a funding agency draws it right to inspect and audit the Accounts of the Fund Receiving agency, i.e., DRDAs , BDOs, PRIs. etc. This is essential at this stage of maturity of the Governance System of India with a strong Accountability and transparency need through RTI,2005.

22.
Discussion of Social Audit Report at District Council may be made mandatory.

23.
All the above recommendations are essentials for compliance of RTI Act 2005 directly or indirectly, therefore social audit, implementation is only going to complement and supplement RTI Act implementation.

24.
ACTION PLAN to make recommendations be implemented 

The action plan may be as under.

I.
POLICY MAKING:


Getting policy / Plan approval from competent authority for developing & managing PRI Audit & Social Audit Infrastructure.

2.
IMPLEMENTING THE POLICY:

Developing & Managing PRI Audit & Social Audit infrastructure 

i.
Developing PRI Audit infrastructure 

a) Developing trained manpower for PRI Auditing

b) Developing manuals/ guidelines for the PRI Auditing

c) Developing trained manpower in CAG to supervise PRI Auditing

d) Developing supervisory and checking mechanisms for assessing quality of PRI Audit

ii.
Developing social auditing infrastructure 
a) Developing SOCIAL AUDIT manpower at district level

b) Developing manuals/ guidelines for SOCIAL AUDITING

c) Developing trained manpower for SOCIAL AUDITING in CAG

e) Developing supervisory and checking mechanisms for assessing quality of Social Audit

III.
Developing CAG infrastructure for analysis and reporting of social audit findings

IV.
Developing a manual for compilation, analysis and reporting of social audit findings on quarterly basis starting with annual reporting.
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