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Overview

Once a country’s health budget is formulated it must be managed through a financial management system. Funds must reach operational levels with no interruptions. The system must produce timely, accurate financial information which managers can analyze, together with program information, to guide future budgetary decisions. 

Until recently, governments managed their finances in piecemeal fashion. Each ministry, department and agency (MDA) and sub-national entity managed its own budget and kept its own transaction-based accounting system (accounts payable, accounts receivable). Budget and accounting systems often used different classifications. Cash flows were unpredictable. Accounts were eventually aggregated to show financial managers the government’s fiscal position. Working backwards, auditors attempted to reconstruct cash flows. Reporting and auditing were difficult because the sub-systems were often incompatible. Few senior managers had timely data on which to base decisions. Financial management was weak because procedures were wrong and actors were not sufficiently disciplined. 

Significant financial management reforms are underway in most countries and they are succeeding. A recent analysis showed that budget and financial management practices significantly improved in 62% of countries that received World Bank public sector reform funding compared to 25% of countries that did not receive such funding
. Countries are gradually adopting International Public Sector Accounting Standards. Accounting systems are being standardized and are shifting from cost to accrual accounting. High-level controls are being placed on budget execution. Budget management is being devolved to program managers in MDAs and SN government entities. Managers are being given more flexibility to reprogram funds within line item budgets. Attention is increasingly focusing on relating expenditures to program performance. Audits, too, are shifting from compliance to performance orientations. The most advanced governments are moving toward integrated financial information systems. Financial and, increasingly, programmatic information is being shared via computer networks. These new integrated systems are described below. The Advocacy Project views the national immunization system as a pilot financial management reform project.
Representative financial management system
Integrated financial management systems share some common features. The system is essentially a database. There is an IT infrastructure (usually a mix of wide- and local-area networks) which links its functional modules (components) and the various system users. Focusing on the health sector, the key central-level users for immunization are in the MoF, MoH and parliament. The system may also link central with provincial and municipal governments. In principle, financial data are available to key decision-makers in real time, both for current and previous fiscal years. Older data are stored remotely but can be accessed easily as needed. 
It is helpful to think of the system as consisting of two domains, each containing a set of modules. One domain is a Consolidated Fund (Treasury) where government revenues, loans and various funds are managed. This includes EPI budgets. The second is the Administrative domain where cash transactions are processed and documented. Here EPI cash flow can be analyzed. In addition to the two domains there are other non-core systems that do not directly concern EPI (eg, commitment control, foreign aid, payroll, asset management)
.    
EPI-specific items should be classified identically in all modules. (Examples of EPI-specific line items include: vaccines, injection equipment, immunization campaigns.) The classification codes used should identify the source of the funds, target program, organizational unit managing the funds, name of the particular immunization-related project and the object of expenditure classification (eg, personnel, training, transportation, etc.).       
The core financial management system can be stylized as follows. To simplify, only national-level structures are discussed. However, each SN unit should have an analogous core system. EPI-related financial data can be found in these modules:
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Both MoF and MoH modules must be examined to get a full view of EPI resource flows. The Budget Accounting module will show how much fiscal space has been accorded to the EPI for the fiscal year and how fast the EPI allotted funds are being used by the MoH. In most countries, significant EPI resources will also be managed through Aid and Debt Management accounts. Balances for all EPI line items should be easily accessible. 

Once appropriations are finalized, the MoF informs the Treasury of the MoH allotments and issues commitment ceilings (allocations) to the MoH. At this point the resources pass to the Administrative domain. They enter the Cash Management accounting system. The MoH actually requests funds from Treasury, usually on a quarterly basis. Treasury disburses the funds directly or through a central (or other authorized) bank. The MoH issues purchase orders, records resulting commitments in its accounting modules and verifies that vendors have delivered the goods and services. (Payroll and other central costs may be handled through different mechanisms.) The MoH either makes payments itself (decentralized system) or issues payment vouchers, which the Treasury accepts for payment (decentralized system). Increasingly, there are regular transfers of funds to sub-national accounts. 
In all steps each transaction is coded to indicate the program, development priority and functional area to which it refers. The latter implies that managers and bookkeepers can map each transaction onto particular programmatic and strategic categories. 
There should be a clear MoH audit trail. Auditors (both internal and external) will look for discrepancies between budget allocations (Consolidated fund) and budget outturns on the Administrative side. A common problem with legacy systems is that accounting procedures vary at national and sub-national levels. Budgets may be “hidden” to central level managers and auditors. At national level, relevant parliamentarians, ministerial and sub-national managers should receive regular reports from the health finance management system as well as periodic independent audits. Both should include EPI-specific financial indicators. 
Program performance monitoring

Managers are increasingly monitoring program effectiveness rather than just budget expenditures. The aims are to increase transparency and to judge how well a particular program is contributing to the MDGs, given its cost. Poverty Reduction Strategy Papers often guide the process in that they contain particular strategies and targets for each sector. Sector ministries translate these recommendations into programs. Countries are integrating effectiveness indicators for these programs into their fiscal management information systems. Output indicators show how well a given program is being implemented (eg, health facilities supervised, vaccines distributed). Impact indicators measure population-level changes attributable to the program (eg, vaccine coverage, disease incidence). Assuming expenditures are constant, any deterioration in these indicators shows a program is losing effectiveness.  
Many EPI effectiveness indicators have been developed. A selection of such indicators from the WHO/UNICEF Joint Reporting System is shown in Figure 1. Though countries currently report them annually, these data are available for quarterly reporting as well.


 Potential bottlenecks 
As this brief overview shows, EPI resources may be delayed, blocked or deviated at many junctures in the financial management system. Comparable countries spending the same amount may have very different program impacts. The more bottlenecks, the more risk that funds are not being used as intended (ie, the higher the fiduciary risk). Inefficiencies and funding delays at the central level and bottlenecks on operational levels necessarily delay or bias program implementation and financial reporting. Managers and parliamentarians may not have the accurate information they need in time for their next round of budgetary decisions. In the absence of credible information, donors may be reluctant to program their resources on-budget. 
Concerns about fiduciary risk have led to a growing emphasis on governance and a proliferation of public finance diagnostic, planning and training tools. Two examples are the World-Bank developed Public Expenditure Reviews (PER) and Public Expenditure Tracking Surveys (PETS). These are short-term, diagnostic exercises in which an interdisciplinary team examines revenues, levels and composition of spending in a given sector. Governance structures and inter-institutional links are also analyzed. Data are gathered at all administrative levels. Bottlenecks, they often show, are due to delays in transmitting funds, misallocation of funds and fund “leakage”. The teams formulate concrete recommendations for solving the management problems encountered. 
Some countries have carried out Programmatic Public Expenditure Reviews which focus on the Administrative domain. These exercises examine budget execution: How well actual expenditures match approved allocations. They examine the consistency of policies and procedures and whether governments are obtaining and handling funds as efficiently as possible. And they assess how autonomous ministries and sub-national governments are with respect to the MoF.  
Donors often require countries to undertake these and other public finance management diagnostic exercises, imposing heavy transaction costs. To remedy this and to make standardized fiscal data more easily available, the World Bank, the European Commission, the UK’s Department for International Development (DFID) and several other donors formed the Public Expenditure and Financial Accountability (PEFA) Program. PEFA has worked with countries to develop a standard public finance management Measurement Framework. The Framework contains of 48 performance indicators
 which are used to compute an overall score. As of March 2008, 78 countries had carried out PEFA assessments. The assessments are not meant to measure fiduciary risk. Rather, they set benchmarks for measuring future progress. Countries are expected to carry out serial PEFA assessments. Annex A lists a subset of PEFA assessment indicators which are relevant to EPI (and to any MDA program).  

Countries are increasingly aware of their financial management bottlenecks and are developing different strategies for reducing fiduciary risk. For example, they are making local officials more accountable by publishing all revenue transfers in local newspapers. 

Some countries have elaborated second-generation public expenditure instruments more attuned to their local priorities and are using these instruments in tandem. In SWAp countries, donors and ministries are developing mechanisms to jointly monitor financing, financial management and disbursement.  
Technological reforms
The scale and complexity of “e-government” and other financial management reform projects are limited by the levels of funding and IT expertise in a country. Reform projects often focus on the technological at the expense of procedural and institutional aspects. Many financial management problems can be addressed without introducing new technology. Consider these queries:

· Are all key actors (core ministries, sector ministries, parliament, development partners, civil society organizations, local government officials) actively participating in the budget process? 

· Are there clear public expenditure rules (external controls) in place? Are they being followed? 
· Do the key actors operate in transparent fashion? Are the key actors accountable to one another? 
· Do managers receive timely financial information? Do they use it? Are there sufficient financial reporting mechanisms? 
· Is there sufficient oversight? Does parliament regularly receive audit reports?
It is unlikely that countries reforming their financial management systems are fully resourced or are utilizing their systems to their fullest technical capacity. Engaging new stakeholders, particularly from the private business sector, will bring local resources to bear. Outside observers with different kinds of expertise can help illuminate bottlenecks that affect the EPI. They may be able to provide technical inputs or training to key counterparts.   
Adding value to financial management

Although they are purely facilitators, Advocacy Project Consultants induce better performance by the key financial managers with whom they regularly interact. Through the Project, the managers develop new ways to exchange financial information across the MoH, core ministries and sub-national governmental entities. These exchanges increase transparency, disseminate best practices and lead to wider understanding of how immunization funds are accounted for and what they accomplish on the operational level. Linking investment to performance makes it easier for key actors to find sustainable financing arrangements.

A second contribution is in the area of resource tracking. Updating selected PEFA indicators on a quarterly basis allows Consultants and their counterparts to pinpoint and resolve administrative bottlenecks. Innovative remedies can be tested under the aegis of the Advocacy Project. Confidence and stakeholdership increase when immunization system resources are routinely monitored and performance improvements can be demonstrated. 
By inducing better financial management, the Advocacy Project reduces fiduciary risk associated with the immunization system. External partner agencies and new domestic donors will be more likely to commit long-term funding support. 
A third contribution is documenting best financial management practices. Through the Advocacy Project, peers from sector ministries, core ministries and other government entities exchange their technical and managerial expertise. These exchanges occur through one-on-one visits between countries and periodic, SVI-organized international meetings. 

Annex A: Selected Public Expenditure and Financial Accountability (PEFA) indicators for EPI financial management
· Unreported government operations (PI-7): The level of unreported EPI extra-budgetary expenditure (other than donor funded projects) is insignificant (below 1% of total expenditure)
· Inter-governmental fiscal transparency (PI-8): At least 90% of budgeted and actual expenditures in annual fiscal reports received from MoH/EPI units fall into the same budget categories (line items) used in the national EPI budget

·  Public transparency (PI-10): The public has easy access to in-year EPI budget reports 

· Funding predictability (PI-16): MoF prepares a cash flow forecast for the fiscal year for health sector/SN government EPI and updates it at least quarterly, on the basis of actual cash inflows and outflows
· Recording and management of cash balances (PI-17):  All EPI cash balances are calculated daily and consolidated
· Competition, value for money (PI-19): Accurate data on the method used to award public contracts exists and shows that more than 75% of EPI contracts above the threshold are awarded on the basis of open competition
· Effectiveness of internal controls (PI-20): Comprehensive expenditure commitment controls are in place and effectively limit commitments to actual cash availability and approved budget allocations (as revised)

· Effectiveness of internal audit (PI-21): EPI is included in audit reports which adhere to a fixed schedule and are distributed to the MoH, MoF and the Supreme Audit Institution (SAI)

· Timeliness and regularity of accounts reconciliation (PI-22): Reconciliation and clearance of suspense accounts and advances from EPI budget take place at least quarterly, within a month from end of period and with few balances brought forward.
· Information on resources received by service delivery units (PI-23): Routine data collection or accounting systems provide reliable information on all types of EPI resources received in cash and in kind by primary health clinics across the country. The information is compiled into reports at least annually.
· Quality and timeliness of in-year budget reports (PI-24): Classification of EPI data allows direct comparison to the original budget. Information includes all items of budget estimates. Expenditure is covered at both commitment and payment stages.
· Quality and timeliness of in-year budget reports (PI-24): Reports (which include EPI items) are prepared quarterly or more frequently, and issued within 4 weeks of end of period
· Quality and timeliness of annual financial statements (PI-25): A consolidated government statement is prepared annually and includes full information on revenue, EPI-related expenditure and financial assets/liabilities

· Quality and timeliness of annual financial statements (PI-25): The statement is submitted for external audit within 6 months of the end of the fiscal year

· Scope, nature and follow-up of external audit (PI-26): MoH is audited annually covering revenue, EPI expenditure and assets/liabilities. A full range of financial audits and some aspects of EPI performance audit are performed and generally adhere to auditing standards, focusing on significant and systemic issues
· Scope, nature and follow-up of external audit (PI-26): Audit reports (including EPI) are submitted to the legislature within 4 months of the end of the period covered and in the case of financial statements from their receipt by the audit office
· Legislative scrutiny of external audit reports (PI-28): Scrutiny of audit reports is usually completed by the legislature within 3 months from receipt of the reports
· Legislative scrutiny of external audit reports (PI-28): In-depth hearings on key findings take place consistently with responsible health sector and EPI officers, which receive a qualified or adverse audit opinion
· Predictability of Direct Budget Support (D-1): Annual deviation of actual budget support from the forecast provided by the EPI donor agencies at least six weeks prior to the government submitting its budget proposals to the legislature is less than 5%

· Predictability of Direct Budget Support (D-1): Quarterly disbursement estimates have been agreed with EPI donors at or before the beginning of the fiscal year and actual disbursements delays (weighted) have not exceeded 25% in two of the last three years
· Financial information provided by donors (D-2): All EPI donors (with the possible exception of a few donors providing insignificant amounts) provide budget estimates for disbursement of project aid at stages consistent with the government’s budget calendar and with a breakdown consistent with the government’s budget classification
· Financial information provided by donors (D-2): EPI donors provide quarterly reports within one month of end-of-quarter on the all disbursements made for at least 85% of the externally financed project estimates in the budget, with a break-down consistent with the government budget classification
· Proportion of aid that is managed by use of national procedures (D-3): Ninety percent or more of EPI aid funds are managed through national procedures
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Figure 1. Selected EPI performance indicators, WHO/UNICEF Joint Reporting Form


�
Vaccine preventable diseases


No. measles cases confirmed (clinically, epidemiologically, laboratory)


Program performance


No. (%) districts with DTP3 coverage >=90% among children ages 12-23m


No. (%) districts with dropout rates >10% (DTP1 – DTP3)


No. district coverage reports received/No. expected 


No. (%) districts with at least one supervisory visit to each health facility


National % wastage rate for Hib


Surveillance


National case-based measles surveillance system in place 


(If yes) No. specimens processed


Acute flaccid paralysis (AFP) cases reported


Vaccine supply


Any district with a vaccine supply interruption


No. (%) districts supplied with sufficient auto-destruct syringes


Vaccine safety


No. adverse events following immunization reported
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� For a full treatment of financial management systems see: Hashim, A and B. Allan. 2001. Treasury Reference Model.  World Bank Technical Paper No. 505. Washington, DC: The World Bank. 


�  Several of the PEFA Framework indicators have been incorporated into the Advocacy Project quarterly reporting system.





