MINISTRY OF FINANCE AND ECONOMIC DEVELOPMENT
Circular No 2 of 2019

Our Ref: CF/40/30/63/A V6 28 February 2019

From: Financial Secretary

To: Supervising Officers-in-Charge of Ministries/ Departments and Accounting Officers
FINANCIAL MANAGEMENT KIT (FM KIT)

Financial Instructions No. 1 of 2019 — Capital Project Process Manual

The purpose of this circular letter is to inform Supervising Officers of the amended
Capital Project Process Manual (CPPM) for appraisal and approval of capital projects for
funding purposes.

2. It is to be recalled that the Finance and Audit Act was amended in July 2017 to provide
for the Minister of Finance and Economic Development to issue instructions in respect of the
CPPM with a view to simplifying the framework of planning, financing and implementation of
capital projects.

3. Financial Instruction No. 3 of 2017 which was issued in September 2017 has set up,
through the Capital Project Process Manual, a new framework for appraisal of and approval
for funding of capital projects. The objectives were to have a unified framework for public
investment management.

4. The application of the above framework since September 2017 has yielded positive
results with regards to ensuring that financial clearance is given to projects that are adequately
prepared so as to avoid unnecessary delays in project implementation. However, there are
certain areas that require further improvement and enhancement.

5. In this context the CPPM has been reviewed and the main rationale for the changes
brought in the Financial Instructions are as follows:

6))] it is now clearly indicated that it is the role and responsibility of the public body
and its parent Ministry, where applicable, to ensure the technical soundness,
viability and value for money aspects of a project,

(i)  the concept of Project Value (PV) has been redefined to make it more explicit
with a view to minimising requests for change in PV that lead to delay in project
implementation; and

(iii)  for projects which are not funded through the National Budget and estimated to
cost at least Rs 25 Million, and which are implemented by Statutory Bodies &
State Owned Enterprises should obtain the approval of their respective Boards
and only thereafter seek financial clearance from MOFED.

6. For ease of reference, the changes being brought to the CPPM are highlighted in yellow.



Copy to:

vii.
viii.

The new CPPM will take effect as from the date of this Circular. It will replace the
the current CPPM.

You are requested to ensure compliance with enclosed Financial Instructions No 1 of
2019 — Capital Project Process Manual issued under Section 22A of the Finance and
Audit Act. Kindly note that the CPPM should be read in conjunction with procurement
law, regulations and guidelines issued by PPO.

It would be appreciated if the contents of this Circular could be brought to the attention

of public bodies falling under your purview.

D.D. Manraj, GOSK
Financial Secretary

Secretary to Cabinet and Head of Civil Service

Director of Audit

Accountant-General

Directors, Economic and Finance, MOFED

Director, Financial Operations

Director, Procurement & Supply

Director, Internal Control

Officers-in-Charge of Financial Operations Unit, Procurement & Supply Unit and Internal Control Unit
in Ministries/Departments

Lead Analysts & SMSTs, MOFED
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1. Introduction

1.1  This Capital Project Process Manual (CPPM) is issued in accordance with Section 22A
of the Finance and Audit Act as amended by the Finance (Miscellaneous Provisions)
Act 2017.

1.2 Every Public Officer should, in the performance of his/her duties, comply with the
instructions specified in the CPPM, and any instruction as may be issued by MOFED
in that respect.

1.3  The CPPM: -

(a) establishes the process to be followed by a public body! to seek approval for
initiating/ implementing capital projects;

(b) provides for the development of a pipeline of projects for the public sector
(Public Sector Investment Programme); and

(c) provides for the setting up of the Public Investment Management Unit (PIMU)
at MOFED for the appraisal of project proposals and for the monitoring and
evaluation of capital projects.

1.4 Every public body shall ensure the technical soundness, viability and value for money
aspects of a project.

1.5 The Parent Ministry shall examine the project proposal and, after satisfaction of the
technical soundness, viability and value for money aspects of the project, shall
recommend same to MOFED.

1.6 For the purpose of the CPPM —

“Parent Ministry” means the Ministry under the aegis of which the Departments,
Divisions, Agencies and Statutory Bodies operate.

2.  Capital Project

2.1  Capital Project refers to a project that is undertaken by a public body to -
(a) acquire a new asset — through purchase, construction or otherwise;
(b) upgrade or improve an existing asset — through renovation or expansion;
(c) replace an existing asset; or

(d) implement a scheme or programme aimed at acquiring, upgrading or replacing
an asset or group of assets.

! Public body has the same meaning as in the Public Procurement Act



2.2

2.3

2.4

2.5

3.1

3.2

For the purposes of section 2.1 above, asset includes -

(a) immoveable assets such as land, building, infrastructure (roads, bridges, etc.),
utility facilities (energy, water, sewerage, drains, etc.) and other capital
facilities/amenities;

(b) machinery and equipment;

(c) intangible assets, such as software; or

(d) a combination of the above

that are required by the public body to provide services or goods, in furtherance of its
objectives.

A capital project may include more than one component, each component having a
separate project value. Capital projects usually entail large non-recurring expenditures
during their implementation which may involve multi-year funding. Annex | provides
an overview of types of capital projects.

A capital project always has direct implications for future operating budgets. Therefore,
before deciding to embark on a capital project, a public body must properly assess the
recurrent cost implications, thus the financial sustainability of implementing the
project.

Capital projects may be funded from Government-owned resources, grants, or loans
from foreign institutions and/or by the private sector or other modes of financing.

Project Value

“Project Value” in relation to a capital project refers to the total cost for implementing
and executing a project based on a feasibility study (where required), defined scope of
works, detailed design, and detailed bill of quantities (BOQ).

Subject to Section 4 and 5, approved project value refers to a project value which has
been sanctioned by -

(a) Cabinet;
(b) Ministry of Finance and Economic Development; or

(c) the Board of a statutory body in respect of a project which is fully financed by such
statutory body.



4. Approval for implementation of capital projects

4.1  This section sets out the process to be followed by a public body to seek approval prior
to implementation in respect of the following categories of capital projects -

A. Project Value below Rs 25 Million;
B. Project Value of at least Rs 25 Million and below Rs 100 Million; and
C. Project Value of at least Rs 100 Million.

Category A- Project Value below Rs 25 Million

4.2 The public body submits its Project Request Form? (as per Annex I1) to MOFED
directly or, where applicable, through its Parent Ministry.

4.3  If considered favourably by MOFED -

(@) the projectis included in the pipeline of projects of the Public Sector Investment
Programme (PSIP); and

(b) financial clearance is given to the public body to proceed with project
preparation® and implementation subject to budget provisioning (refer to
paragraph 4.15).

Category B- Project Value of at least Rs 25 Million and below Rs 100 Million

Stage |

4.4  The public body submits its Project Request Form (as per Annex I1), prepared in
consultation with the Project Planning and Monitoring Unit (PPMU) where applicable
(refer to section 6), to MOFED directly or through its Parent Ministry.

4.5  If considered favourably by MOFED, financial clearance is given to the public body to
seek Cabinet approval to proceed with:

Q) project preparation® in the first stage and,
(i) execution/implementation of the project when budgetary provision is made.

4.6  On Cabinet approval, the public body informs MOFED and proceeds with the project
preparation. MOFED includes the project in the pipeline of projects in the PSIP (Refer
to section 11). The preliminary cost estimate as submitted in the PRF is assigned to the
project.

2 For projects like purchase of vehicles, IT equipment, furniture & fittings etc., costing not more than Rs 5 Million,
the Public Body may submit a written application supported by a project brief instead of a PRF.

3 Feasibility studies (if applicable), project specifications, land identification/acquisition & building
permits/clearances, soil tests, cost estimate, preparation of detailed design and bidding documents, etc as
appropriate.



Stage 11

4.7

4.8

4.8A

After the completion of project preparation, the public body submits to MOFED the
following detailed information for project appraisal -

» Gantt Chart as per Annex IV

» Cost Estimates as per guidelines at Annex V

» Risk Analysis as per guidelines at Annex VI

»  Expected Environmental Impact as per guidelines at Annex V11

If considered favourably and provided there is no significant change in the project scope
and/or value, MOFED provides financial clearance for the public body to launch bids
and implementation of the project subject to budget provisioning (refer to paragraph
4.15).

Where there is a significant change in nature and/or scope that may lead to a significant
change in project cost, MOFED may request the public body to seek Cabinet approval
on the revised nature and/or scope of the project. Where Cabinet approval is obtained,
MOFED shall provide financial clearance for the public body to launch bids and
implementation of the project subject to budget provisioning (refer to paragraph
4.15).

Category C- Project Value of at least Rs 100 Million

Stage |

4.9

4.10

411

Public body submits its Project Data Form (PDF) to MOFED as per Annex VIII.

If considered favourably, MOFED provides financial clearance to enable the public
body to seek Cabinet approval to proceed with the appropriate study of the project
(feasibility, needs analysis, cost-benefit analysis, etc.).

The public body notifies MOFED of Cabinet decision and, where Cabinet approval is
obtained, the public body proceeds with the study.

Stage 11

412

After the study and, if conclusive, the public body submits to MOFED a PRF, prepared
in consultation with the PPMU where applicable (refer to section 6), as per Annex Il
for project appraisal. The following additional information should also be submitted -

e Gantt Chart as per Annex IV
o  Cost Estimates as per guidelines at Annex V

» Risk Analysis as per guidelines at Annex VI
»  Expected Environment Impact as per guidelines at Annex V11

o  Feasibility Study (as per guidelines at Annex 1X) and/or report of any other
studies.

































































































