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I. INTRODUCTION 

1. In line with the Vision 2018, GOMP had prepared a conceptual proposal to expand the 
urban infrastructure services to Tier II towns requiring green field investments for improving 
water, sewerage and waste management services. The Project development objectives are to 
help (i) improve water supply and wastewater management services in tier II ULBs; and (ii). 
enhance the capacity of ULBs and state level urban institutions to sustain and expand urban 
services. The proposed sector project with approved loan amount of $275 million, will cover 
water supply and operation & maintenance in about 64urban local bodies (ULBs) and 2 ULBs 
would also be provided with sewage and drainage services.Capacity building support for the 
institutional strengthening of the ULBs as also Project Management and administrative support 
is also envisaged.The loan period will be 6 years to cover the construction period and part of the 
operation and maintenance period for all contracts.  
 
2. The GOMP’s Urban Administration & Development Department (UADD), the Urban 
Administration wing of Urban Development Housing Department (UDHD) is the proposed Sector 
Project’s Executing Agency and Madhya Pradesh Urban Development Company Limited 
(MPUDC), will be the Implementing Agency. The proposed Sector project will be supported by 
Project Management consultants (PMC) and will also include a Third Party Auditing body to 
certify achievement of results (verification protocol). It is proposed that the civil works contracts 
will be procured through design-build-operate (DBO) contracts. All procurement under the 
proposed Project shall be carried out using country systems based on the commonly accepted 
good practice principles embodied in ADB’s Procurement Guidelines. 

 
3. The financial management assessment (FMA) was conducted from September 2015 to 
August 2016 in accordance with ADB’s Guidelines for the Financial Management and Analysis 
of Projects (2005), Financial Due diligence a Methodology Note (2009), and Financial 
Management Technical Guidance Note (2015). The FMA considered the capacity of (i) the 
UDHD, the GoMP, (ii) the MPUDC and the PMU domiciled in MPUDC, and (iii) a sample of 6 
Urban Local Bodies, namely, Kothri, Bainsdehi, Khajuraho, Katangi, Rajnagar and Sagar, are 
included in the Project.The FMA is mainly focused on funds flow, staffing, accounting policies 
and procedures, budgeting system, payments, policies and procedures, cash and bank, contract 
management and accounting, internal controls, and internal and external audit, reporting and 
monitoring, and information systems in relation to administering the proposed loan. 

 
4. The FMA considered the following: 

(i) UDHD in its role as the executing agency housing the current project management 
unit (PMU) for ongoing ADB funded project;1 

(ii) Minimum institutional and financial management arrangements which will be 
required at the Madhya Pradesh Urban Development Company (MPUDC), a newly 
established entity mandated with implementing the Project on behalf of the 
government and the urban local bodies; and 

(iii) five nagarparishads and one nagar nigam (urban local bodies –ULBs) (Kothri, 
Bainsdehi, Khajuraho, Katangi, Rajnagarand Sagar) which will be sample 
implementing agencies and will have representation in their respective project 
implementation units (PIUs). 

 

                                                
1
 Urban Water Supply and Environmental Improvement in Madhya Pradesh Project (Project UDAY) in the four cities 

of Bhopal, Gwalior, Indore and Jabalpur 
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5. The assessment was carried out between September 2015to August 2016 and draws 
from (i) detailed questionnaires completed by the existing PMU at UADD for ongoing ADB 
funded projects and sixsample ULBs (available upon request), (ii) recent fiduciary assessments 
conducted in India for similar programs and projects,2 (iii) the most recent PEFA assessment 3 
(iv) ADB’s 2013-2017 Country Program Strategy (CPS) with India, in particular the Governance 
Risk Assessment Summary for India, (iv)  discussions with officials from the FD, UADD and 
ULBs, and (v) desk review of other relevant documentation including State Budgets, 
PMU(Project UDAY) Annual Report (2014), sixULBs annual reports and Local Fund Audit 
Department and Comptroller and Audit General (CAG) Audit Reports. 

 
6. A key aspect of the FMA is evaluating the risks associated with inadequate financial 
management arrangements. ADB’s principal concern is to ensure that loan proceeds are used 
economically and efficiently for the purpose intended. The FMA aims to identify any institutional, 
technical and/or capacity issues that will need to be addressed to support and further improve 
the functioning of the MPUDC, as well as achieve progressively higher levels of capacity of 
participating ULBs to manage municipal services, particularly as beneficiary ULBs will receive 
large amounts of investments. 

 
II. EXECUTIVE SUMMARY 

7. Based on the assessment, the overall financial management risk is rated as 
Substantial, primarily due to the newly established MPUDC which will need to quickly 
operationalize to implement the Project. The ULBs supported under the Project, which are small 
excepting Sagar Nagar Nigam, are also those which have comparatively lower capacity. A key 
strength of the Projectis that key staff to be deputed to MPUDC is from the existing PMU, which 
has significant experience in implementing donor funded projects, in particular ADBs Urban 
Water Supply and Environmental Improvement in Madhya Pradesh Project – Loan 2046 IND and 
2456 IND (Project Uday). Key risks and mitigating actions are summarized below, which shall be 
included as loan covenants or in the Project Financial Management action plan as appropriate.  

 
8. The following financial management assurances are recommended in relation to the 
proposed loan.  
 

(i) by no later than September 2016, MPUDC will  
 

(a) appoint a Finance Director; 
(b) appoint a dedicated consultant in financial management in the PIUs along 

with other proposed staff; 
(c) set up adequate financial accounting , reporting , audit and MIS systems 

at MPUDC; 
(d) adopt and implement the municipal reforms as detailed in Annex 1,4 

addressed in part by the roll out of the E-nagarpalika proposals as 
detailed in Annex 2,5 

                                                
2
  http://www.adb.org/sites/default/files/project-document/160087/47354-003-rrp.pdf (NUHM) ADB 

 http://www.adb.org/sites/default/files/project-document/149518/47270-001-rrp.pdf (MPRDC) ADB 
 http://documents.worldbank.org/curated/en/2015/06/24727434/project-information-document-concept-stage-

madhya-pradesh-urban-development-project-p155303 (World Bank) - MP Urban loan PID - $116 million; 
3
 blog-pfm.imf.org/files/india_pefa20101.pdf 

4
 Covering E-governance, constitution and professionalization of Municipal Cadre, augmenting double entry 

accounting, urban planning and city level plans, devolution of funds and functions, review of building bye-laws, set 
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(e) provide training and capacity building support to all relevant staff and fill 
up vacant positions in ULBs, including a competent accountant for 
successful implementation of double entry accounting system (accrual 
based) and ensure there will be adequate financial management 
capabilities and support for implementing and sustaining the project. 

 
9. With the proposed measures, the financial management capacity is expected to be 
adequate for successfully implementing the project and subsequently maintaining and operating 
the assets. Sources and uses of funds shall be managed, and recorded by MPUDC and reported 
and audited as a distinguishable component of MPUDC.All relevant staff shall also be provided 
training and capacity building support.The project will also invest in capacity support to enhance 
municipal financial systems through a performance based approach to incentivize governance 
improvements. Close monitoring and resolving specific capacity gaps with technical support and 
incentives for governance improvements through a performance based approach to fund 
allocation will be encouraged. 

 
10. A working paper published by ADB in 20136 on the implementation of ongoing Municipal 
Reforms, particularly in accounting, has highlighted, as part the lessons learnt, the following 
positives: 

(i) A centralized model is the most successful model, and this requires a champion 
institution at the state level. This increases the chances of success due to central 
monitoring, maintenance, reviews, and feedback at the state level; 

(ii) A total service provider model is suitable at the initial stage in urban local bodies 
(ULBs) where staff capacity is low, with the condition to transfer responsibilities 
to the ULB after building its capacity. Staff capacity building institutions at the 
state level would provide great impetus to the process; and 

(iii) Developing a cadre of municipal accounting staff would provide sustainability 
tothe accounting reform. 

 
11. At the same time negatives lessons learnt has been that: 

(i) The absence of a standardized software module leads to the development 
ofindividual modules with varying degree of completeness and usefulness; and 

(ii) The implementation process has generally stopped after establishing only 
basicaccounting processes as the ULBs do not move on to higher levels of 
reformslike implementing management and cost accounting and then further to 
the e-governance phase. 

 
12. The overall risk assessment is given in Table 1 below, which includes an assessment of 
the inherent sector specific risks and the risks attributed to MPUDC and the ULBs: 

 
  

                                                                                                                                                       
up financial intermediary, municipal taxes and fees improvement, improvement in levy and collection of user 
charges, credit rating, energy and water audit and Swachh Bharat Mission. 

5
 Roll out of the computerized Municipal Administration System across all ULBs covering citizen related services viz. 

property tax, water charges, birth, death and marriage registration, commercial license, user charges, building 
permission and grievance and ULB functions – payroll, financial accounts, legal cases management, materials 
management, fleet management and project system. 

6
 ADB has published a working paper on the success in implementation of ongoing municipal reforms, particularly in 

accounting,  available at http://www.adb.org/publications/municipal-accounting-reforms-india-implementation-guide 



4 

Table 1: Financial Management Internal Control and Risk Assessment 

 Risk Assessment 
Risk 

Rating Risk-Mitigation Measures 

Inherent Risk 

1.  Country-Specific Risks  
In some states, there have been 
instances of delay in release of 
funds by state governments.  
 
Public and private sector auditing 
standards and capacity in India 
are sound. India has a relatively 
strong accounting profession 
although most levels of 
government still use a cash basis 
of accounting. 
 
 

L GOMP’s proposal for accessing ADB funding for 
MPUSIP was reviewed and cleared by the 
Department of Expenditure, Ministry of Finance, 
GOI after an assessment of its fiscal situation 
(including borrowing headroom) and ability to 
provide counterpart funds. Since MPUSIP 
supports GOMP’s Program for improving urban 
services in the ULBs in the State, a key priority of 
the current central government, no problem is 
envisaged in budget allocations for GOMP’s 
share of expenditure.  
 
In addition, budget analysis indicates that annual 
budget allocations are not only increasing but are 
also being absorbed and spent by UADD. 
Nonetheless, this will be covenanted in the loan 
agreement. 
 
GOMP will have to undertake expenditure before 
it gets reimbursed by ADB. GOMP’s share in the 
total Project, at 30%, is also not excessive.    
 

2.  Sector Specific Risks 
ULBs inadequateability and 
capacity and political 
unwillingness to increase property 
tax collection and increase tariffs 
of revenue generating services 
(e.g. water supply) will affect the 
financial sustainability of the 
ULBs. If revenues are not 
increased significantly and 
sustained then it will be difficult for 
ULBs to properly operate and 
maintain new investments. 

S Continued policy dialogue with MPUDC and 
UADD, along with sharing of good practice 
examples from other States, and preparation of 
financial projections to identify realistic and 
appropriate tariff increase recommendations.   
 
Tariff Awareness Campaigns after 2019, when 
citizens can be demonstrated improved services. 
 
Support for implementation of governance 
reforms to be met by ULBs included in the 
FMAP. 
 

Overall Inherent Risk M  

Control Risk – MPUDC 

3. Internal Controls 
MPUDC is a newly incorporated 
entity, without established system 
of internal controls. 
 

M (i) MPUDC has finance department, headed by 
Finance Director cum Chief Financial Officer.  (ii) As 
MPUDC is a company under the Companies Act, 
2013, minimum internal controls defined therein would 
need to be adopted (iii) MPUDC staff will include 
UADD staff who have a strong understanding of GoMP 
Financial Regulations as well as requirements for 
externally aided projects.  

4.  Funds Flow  
Funds will flow using the country 
budgetary systems from GOI to 
GOMP to UADD to MPUDC. ADB 
funds would be received by 
GOMP through CAAA, GOI.They 
will then be allocated to MPUDC-

L Budget allocations to MPUDC for the Project to 
be monitored as part of regular performance 
reporting.  
 
Fund Flow mechanism to be documented in 
MPUDC financial accounting manuals. 
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 Risk Assessment 
Risk 

Rating Risk-Mitigation Measures 

PMU (along with GOMP own 
contribution) through the state 
budget.  
 
PUDC-PMU will manage the 
overall Project funds and be able 
to withdraw these resources from 
the State Treasury.  
 

 
 
 

5.  Staffing  
MPUDC must ensure that PMU 
Finance Section is adequately 
staffed with competent and 
experienced personnel and 
provides professional quality 
service.  
 
Positions, although not filled, are 
already approved for Municipal 
Finance Officer (a Qualified 
Chartered Accountant with 
minimum of 5 years experience), 
MIS officer and one computer 
programmer / operator Phase 2. 
 

S Induction of one Chartered Accountant on a full 
time and other sanctioned staff for the Project on 
timely basis. 
 
Timely induction of the sanctioned accounts and 
finance staff and officers for the Projectat 
MPUDC is essential. 
 
 

6. Accounting and Financial 
Reporting 
MPUDC is a company registered 
under the Companies Act, 2013 
and consequently bound to apply 
accrual basis of accounting, and 
apply Indian Accounting 
Standards.  
 
 

S As MPUDC is a company under the Companies 
Act, 2013, it would need to have a robust 
accounts department, as also implement double 
entry book keeping 
 
MPUDC will also prepare an annual budget for 
submission to the state government based on the 
business plan for the next year, as well as a 
rolling threeyear budget.Periodical review of 
achievements also needs to be undertaken. 
 
Training in the preparation of financial 
statements in accordance with an appropriate 
financial reporting framework will be required to 
ensure compliance with Indian Accounting 
Standards as well as relevant Public Sector 
Accounting principles 
Finance staff will also need to be trained on the 
ADB financial reporting requirements under the 
Project. 
 

7.  Internal Audit  
MPUDC, being a new company, 
has yet to appoint an internal 
auditor. 

S MPUDC shall appoint an internal auditor, with 
relevant Internal Audit qualification, to conduct 
internal audit and report to the Board of Directors 
in accordance with the requirements of the 
Companies Act, 2013 supplemented by TORs 
co-developed with ADB. 
 
Internal Audit for the Project to be outsourced to 
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 Risk Assessment 
Risk 

Rating Risk-Mitigation Measures 

independent Chartered Accountant firm, and 
progressively co-sourced and subsequently in 
house at MPUDC. Internal Audit will report to the 
BoD of MPUDC at least semiannually, and is 
expected to be adequately independent, 
competent, perform risk based internal audit in 
line with internationally recognized internal 
auditing principles. 
 

8.  External Audit 
MPUDC-PMU would be audited by 
an external auditor in accordance 
with the Companies Act, 2013. 
MPUDC-PMU would also be 
subject to CAG audit. 

L MPUDC Board of Directors has passed a 
resolution for requesting the CAG to appoint a 
Chartered Accountancy firm as its Statutory 
Auditor. First set of statutory financial statements 
for the FY 2016 shall be submitted by September 
30, 2016. 
 

9. Reporting and Monitoring 
MPUDC is yet to implement the 
reporting and monitoring systems 
required for the project  

M 
 

MPUDC-PMU has had adequate experience in 
preparation of comprehensive monthly and 
quarterly FM reporting systems for ADB.  
 
Routine reports would be produced from the 
Accounting System. 
 

10. 
 

Management Information 
Systems 
MPUDC is yet to implement any 
MIS. 
 
Current Project Udays PMU’s 
accounts are computerized under 
the Tally Accounting Software 
system. 
 

S Establishment of a computerized financial 
accounting and reporting system, along with 
adequate capacity building is required.  
Training of PMU and PIUs staff in Project 
Accounting Software will be extended by the 
financial management consultant in the team of 
Program Results Management (PRM) and PCM 
as well as by ADB training programs. 

Overall Control Risk for MPUDC S  

Control Risk - ULBs   

11. Staffing 
Weak capacity at ULBs. 
 
Kothri: Finance Section staff 
(Accountant) assisted by Cashier 
and computer operator. 
 
Bainsdehi: Finance section is 
looked after by account clerk 
assisted by Cashier and computer 
operator. 
 
Khajuraho: Finance Section staff 
(Accountant) assisted by Cashier 
and computer operator. 
 
Katangi: One clerk assisted by 
another clerk does accounts work. 

S MPUDC will set up PIUs
a
 which will include 

representatives from ULB and,will be the IAs for 
their respective towns. 
 
4dedicated PIU’s set up by MPDUC will be 
established to implementation of the Project.  
 
The PIU Finance Section is responsible for 
project financial management, accounting and 
reporting. 
 
PIU will adopt project FM and accounting 
systems and will be assisted by PMU in this 
regard. 
 
PMU to provide training and capacity support.  
 
ULB to fill vacant positions by 2018.Each ULB 
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 Risk Assessment 
Risk 

Rating Risk-Mitigation Measures 

 
Rajnagar: One accountant 
assisted by two persons works in 
finance section.  
 
Sagar: One accounts officer, one 
accountant, three accounts clerks 
assisted by threecomputer 
operators works in finance section. 
 
Staff positions approved for each 
PIU are: one senior accounts 
officer, one junior accounts officer 
and one computer 
programmer/operator. 
 

will need a full time qualified accountant to 
implement and manage the Double Entry 
Accounting System (accrual based). 
 
All ULBs accounts staff require training in 
automated accounting system. 

    

12 Fund Flow 
Proposed fund flow provides for 
centralized payment to contractors 
and consultants from MPUDC, 
Bhopal. As such PIUs will not be 
managing funds.  
 

L Not applicable 

13 Accounting Policies and 
Procedures 
Currently, ULBstaff is trained in 
the government accounting 
system which is cash based, well 
documented and well understood.  
Government of India. 2005. 
Switching over from Cash based 
to accrual based double entry 
accounting system is envisaged 
under the E-nagarpalika initiative. 
All the ULBs will follow the 
Madhya Pradesh Municipal 
Accounts Manual (MPMAM), upon 
implementation of the nagar palika 
reform. The MPMAM is based in 
the National Municipal Accounts 
Manual. Ministry of Urban 
Development. 
 
 

S 
 

Implementation of targeted reforms outlined in 
Annex 1, based on AMRUT guidelines, within the 
agreed timeframe. 
 
A total service provider model is suitable at the 
initial stage in urban local bodies (ULBs) where 
staff capacity is low, with the condition to transfer 
responsibilities to the ULB after building its 
capacity. GOMP is in the process of rolling out E 
Nagarpalika software across all ULBs including 
Project ULBs. E- Nagar Palika contractor will be 
providing handholding support for the software 
for a period of 5 years post implementation till FY 
2022.  
 
 
Developing a cadre of municipal accounting staff 
would provide sustainability to the accounting 
reform. 
 
Induction of qualified accountant with five years’ 
experience for the maintenance of the DEAS and 
other modules at each ULB.  
 
Staff capacity building institutions at the state 
level would provide great impetus to the process. 
The Financial Management Specialist in the 
Procurement Contract Management Consultant 
(PCM) team will provide support to the ULBs as 
and when needed. 



8 

 Risk Assessment 
Risk 

Rating Risk-Mitigation Measures 

 

14 
 

Information systems 
ULBs: Not computerized in five 
ULBs. Sagar nagar nigam has 
computerized accounting – “Tally” 
has been implemented. 
 
PIUs’ accounts are to be brought 
under the Project computerized 
accounting system. 
 

M With implementation of E Nagar Palika this will 
be provided for. 
 
Ensuring standardized software module across 
ULBS will make the consolidated reporting 
easier. 

15 Internal Audit 
Internal audit is being carried out 
the Local Fund Audit Department 
(LFAD) of the GOMP.  
Compliance to audit reports are an 
ongoing process. 
In Kothri and Khajuraho the LFAD 
audit is done till FY 2013. 
In Sagar, LFAD audit is done till 
FY 2014-15. 

M GOMP to ensure LFAD audit is brought up to 
date; and that all outstanding audit paras are 
resolved within reasonable period. 
 
Clearance and compliance of outstanding audit 
paras of both Local Fund Audit (LFA) and CAG 
audit in all the three ULBs in a time bound action 
plan. 
 

16 External Audit 
Inthe 6ULBs,in one ULB audit 
completed upto FY 2007 and in 
one ULB completed upto FY 2015. 
 

M MPUDC-PMU to ensure that: 
a) Audit is taken up and completed within 6 

months of the end of the financial year for all 
Project ULBs; and 

b) all outstanding audit paras are resolved 
within reasonable period. 

Overall Control Risk for ULBs Substantial 

Overall Risk for Project Substantial 
H=High: S=Substantial; M=Moderate;L=Low Risk rating is subjective and professional judgment is to be exercised. 
ADB = Asian Development Bank, CAAA = Controllers of Aid Accounts and Audit,DLI = Disbursement Linked 
Indicators, GOMP = Government of Madhya Pradesh, MPUDC = Madhya Pradesh Urban Development Company, 
MPUSIP = Madhya Pradesh Urban Services Improvement Project, UADD = Urban Administration and Development 
Department, ULB = urban local body. 
a
 In view of the capacity constraint of ULBs, PIUs set up by MPUDC, under the tri-partite agreement between UAD, 

MPUDC and ULBs, will be the IAs and on completion the projects will be handed over to ULBs for operation and 
maintenance.  

 
13. Overall risk assessment of the MPUDC-PMU is “Substantial”. Please refer to Appendix 
3 for financial management maturity rating for proposed PMU at MPUDC. Detailed Financial 
Management Assessment is available on request 
 
14. Overall risk assessment of six ULBs is also “Substantial”. Please refer to Appendix 4 for 
financial management maturity rating for ULBs/ Proposed Project Implementation Unit. Financial 
management assessment of six ULBs is given in section. Financial Management Assessment 
Questionnaires for MPUDC and ULBs is available on request. 
 
15. The above risk mitigating measures shall be included in the FM Action Plan, and is 
summarized in Section VII below.  
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III. COUNTRY LEVEL ISSUES 

A. Brief Description of the Public Financial Management System in India7 

16. This section provides an overview of the main characteristics of the Indian PFM system 
in particular the legislative and institutional frameworks as well as the inter-governmental fiscal 
transfer system between the Government of India (GOI) and the States/Union Territories. 
 
17. The taxation powers of both government levels (GOI and States) is defined in the 
Constitution based on a separation principle following an economic and administrative rationale. 
Since state taxes are considered inadequate to meet their expenditure needs, States receive a 
share of central tax revenues, as well as grants-in-aid, both of which are determined by the 
Finance Commission. 
 
18. The Ministry of Finance (MOF) has the overall responsibility for expenditure coordination 
and control, but some financial powers are delegated to ministries. The General Financial 
Rules, 2005 consists of a compendium of general provisions regarding financial management 
rules and procedures, including for expenditure and payments, budget formulation and 
implementation, accounts, procurement, contract management, grants and loans, budgeting 
and accounting for externally-aided projects, and guarantees. The General Financial Rules also 
applies to the States. 
 
19. The Controller General of Accounts, within MOF’s Department of Expenditure, is 
responsible for establishing and maintaining the departmentalized accounting system. The 
accounting set-up of GOI and the States/Union Territories has a similar format prescribed by the 
Controller General of Accounts.  
 
20. The Comptroller and Auditor General (CAG) is responsible for external audit of the 
accounts of both GOI and the States/Union Territories on behalf of the legislatures, and –like for 
accounting – the audit set-up is thus unitary. The CAG also audits government companies and 
statutory corporations. The parliamentary Public Accounts Committee examines GOI’s audited 
Appropriation Accounts and Finance Accounts, the related audit reports, as well as other audit 
reports prepared by the CAG, including performance audits. For the States, CAG submits audit 
reports to the Governor (appointed by the President of India) who places them before the 
Legislative Assembly. 
 
21. While the legal, institutional, and procedural set-up for PFM, thus to a large extent is 
unitary, and hence similar across States, the functioning of States and the implementation of 
programs vary widely due to significant differences in capacities.  
 
B. Country-Level Financial Management Assessment. 

22. Using existing diagnostics and available reviews, thissection provides a country-level 
assessment focusing on the overall PFM set-up of GOI and its functioning vis-à-vis PEM 
outcomes, taking into account the state-level, as and where possible, based on available 
information. 

 

                                                
7
 This section draws substantially from ADB FMA – Supporting Kerala’s Additional Skill Acquisition Program in Post-

Basic Education, which is also a currently ongoing ADB RBL program in India. 
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23. Relatively few general PFM assessments have been prepared for India in recent years, 
cf. below: 

(i) GOI-level – The National Institute of Public Finance & Policy (NIPFP)8 in 2010 
upon request of the World Bank prepared a GOI-level public expenditure and 
financial accountability (PEFA)-Based PFM Performance Assessment.9 While 
several GOI officials were interviewed for the assessment and a large number 
participated in launch workshop,the 2010 PEFA was not endorsed or formally 
accepted by GOI; 

(ii) State-level – Although state level assessments exist for some other states 
(Jharkhand, Maharashtra, Himachal Pradesh), there is no state wide PFM 
assessment for Madhya Pradesh; 

(iii) These diagnostics and reviews provide the basis for the following country-level 
FMA, and have been supplemented with further information and data as 
referenced; 

(iv) Overall and Comparative Performance of the GOI’s PFM System.The scores 
of the individual Performance Indicators of GOI-level 2010 PEFA have been 
computed to provide the averages for the six high-level PFM dimensions as well 
as the overall score. A corresponding risk rating has been added; 

 

Table 2: 2010 GOI-Level PEFA-Based PFM Performance Assessments 

PFM Performance Dimension Calculated Ratings Risk Rating 

Numerical 
Scores 

Equivalent PEFA 
Ratings 

A Credibility of the 
budget 

2.67 B Medium 

B Comprehensiveness 
and transparency 

3.58 A Low 

C Policy-based 
budgeting 

1.75 C High 

D Predictability and 
control in budget 
execution 

2.44 C+ High 

E Accounting, 
recording, and 
reporting 

3.00 B Medium 

F External scrutiny 
and audit 

2.33 C High 

 Calculated Overall 
Score 

2.75 B Medium 

Note: The calculations are based on A = 4, B+ = 3.5, B = 3, C+ = 2.5 C = 2, D+ = 1.5 and D = 1, which is the 
generally applied approach for quantifying PEFA scores. 
GOI = Government of India, PEFA = public expenditure and financial accountability, PFM = public financial 
management. 
Source: Asian Development Bank.  

 
(v) The overall score is “B”, which is associated with a medium-level of fiduciary risk; 

                                                
8
 NIPFP undertakes applied research in public finance policy. It is an autonomous entity established in 1976 under 

the Societies Registration Act (1860), and is overseen by a governing board comprising representatives from MOF, 
Planning Commission and Reserve Bank of India. The NIPFP receives annual grants from GOI and State 
Governments, which in 2012–2013 accounted for 37% of its total income. 

9
 NIPFP (2010a): “India – Public Expenditure and Financial Accountability, Public Financial Management, 

Performance Assessment Report”, March. 
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(vi) The PFM dimension with the highest score is ‘Comprehensiveness and 
Transparency’, while the lowest is for ‘Policy-based Budgeting’. Also, the 
dimensions ‘Predictability and control in budget execution’, ‘Accounting, 
recording and reporting’ and ‘External scrutiny and audit’ all have relatively high 
scores10; 

(vii) The overall score for India (2.75) is relatively high in an international context, 
given that the worldwide average PEFA overall score for 57 countries was found 
to be 2.33 in 2009, and also notably higher than the average for lower middle-
income economies (2.41);11 

 
C. Overview of Madhya Pradesh’s Financial Management System 

24. Madhya Pradesh, geographically the second largest state, covers 9.38% of area 
(308,244 km2)12 and houses 6% of the country’s population. In the Human Development Index 
(HDI), Madhya Pradesh ranked 16th among states.13 This indicates poor socio economic 
conditions. On the other hand, the state had a commendable economic growth performance 
close to the national level in the long run (2005-2014). State’s economic performance in the 
recent years from 2011 had increased well with 10.5% whereas the national economic 
performance during this period was only 4.7 %. This underlines the fact that state is striving 
hard to improve the economy to match with the developed states.  
 
25. A State level FMA was done for Madhya Pradesh based on the data available in public 
domain and the summary of the same are given below. 
 
26. The major deficit indicators of Madhya Pradesh are given in Table 3. 
 

Table 3: Major Deficit Indicators 
($ in million) 

Year 

Revenue Surplus Fiscal Deficit Primary Deficit 

GSDP 
Amount 

% to 
GSDP 

Amount 
% to 

GSDP 
Amount 

% to 
GSDP 

2009– 2010 916 2% 1,033 3% 291 1% 37,926 

2010– 2011 1,140 3% 879 2% 37 0% 43,899 

2011–2012 1,652 3% 960 2% 94 0% 51,945 

2012–2013 1,243 2% 1,570 3% 641 1% 62,029 

2013-2014 980 1% 1,647 2% 879 1% 75,150 

GSDP = Gross State Domestic Product.  
Source: 1. Accounts at a Glance, GOMP, prepared by Principal Accountant General (A&E) – I, Madhya Pradesh 
(2013-14).  2. Statements laid before the Vidhan Sabha as required under The Madhya Pradesh 
RajkoshiyaUttardayitvaEvam Budget PrabandhanAdhiniyam, 2005 (MP FRBM Act)(For the years 2011-12, 2012-13, 
2013-14 and 2014-15) 

                                                
10

Paolo de Renzio. 2009. Taking Stock: What do PEFA Assessments tell us about PFM Systems. Overseas 
Development Institute Working Paper 302. The paper included PEFA assessments carried out a central 
government-level and completed before August 2007. 

11
 Refer previous footnote. Table 3, p. 5 and Table 6, p. 12. The paper included 57 PEFA assessments carried out at 
central government-level and completed before August 2007. 

12
 Water and Sanitation STATE SERIES 2012, Madhya Pradesh: Slow and Steady Wins the Race, USAID, 2012SH:  

13
“Inequality Adjusted Human Development Index for India’s States – 2011,” UNDP India 
2011(www.undp.org/.../india/.../inequality_adjusted_human_development). 
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27. During the entire period of 2009–2010 to 2013–2014,Madhya Pradesh has reported 
revenue surplus. The fiscal deficit has been contained at about 2% during the entire period 
except during 2009-2010 and 2012-2013, when it had gone upto 3% of GSDP. 

 
28. From 2001-02 to 2003-04, Madhya Pradesh was a revenue deficit state but from 2004-
05 onwards, its fiscal performance has improved significantly and it became a revenue surplus 
state. Over the years, fiscal deficit, which has been showing a fluctuating trend has also come 
down from 4.2 per cent in 2001-02 to 2.0 per cent in 2013-14. This is quite within the suggested 
targets of FRBM and is due to the financial discipline adhered by the state government. 
 
D. Key Reforms being implemented by the Government of Madhya Pradesh 

29. As part of its program of strengthening performance management, GOMP with a view to 
improve its functioning in the area of public expenditure, GOMP is currently implementing the 
following initiatives: 

(i) Preparation of Medium Term Expenditure Framework for certain departments; 
(ii) Medium Term Fiscal Framework; 
(iii) Systems for better management of long term debt, guarantees and cash; 
(iv) Analysis of debt of local bodies; 
(v) Support Gender budgeting initiative by GOMP for six selected departments; 
(vi) Strengthening of internal audit framework including internal audit manual; 
(vii) Strengthening Performance Management in Public Sector Enterprise; 
(viii) Strengthening Public Procurement System in GOMP; 
(ix) Preparation of Audit Manual for Panchayati Raj Institutions; and 
(x) Integrated Financial Management System. 

 
30. Conclusions: 

(i) From a fiscal perspective, Madhya Pradeshhas achieved the norms (Fiscal 
deficit, Debt/GSDP ratio and Revenue deficit) set by the Thirteenth Finance 
Commissionand its own FRBM Act; 

(ii) GOMP has also taken a number of initiatives to improve governance; and 
 

IV. PROJECTIMPLEMENTATION ARRANGEMENTS 

31. The structures envisaged to manage and oversee Project implementation have been 
designed to encourage accountability and minimize corruption risks.  
 
32. Staffing. MPUDC Board of Directors, chaired by the Secretary UAD, will provide overall 
policy guidance and oversight to the project. The Board will include key government 
stakeholders.14 UAD through MPUDC PMU is the executing agency for the project. Overall 
coordination of the project will be provided by a Project Director from PMU who heads the PMU. 
MPUDC is the implementing agency. The participating ULBs will be attached to one of the 8 
cluster project implementation unit (PIU) for coordination.  
 

                                                
14

 At present Board of Directors of MPUDC comprise of Heads of the Finance, Panchayat & Rural Development, 
Urban Development &Environment, Water Resource, Public Health & Engineering, and Public Works Departments 
of the GOMP. GOMP has indicated that Commissioner, UADD, would hold additional charge as the Managing 
Director. 
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33. The Project Director, MPUDC who heads the PMU, will provide coordination of the 
projectMPUDC would establish a total of 8 PIUs for the 64ULBs where the project is 
implemented.TheMPUDC-PMUwilltenderandmanageallcontracts. 
 
34. The MPUDC PMU will also engage all consultants under the project, being (i) Design 
Consultants, (ii) Procurement and Contract Management Consultants, and (iii) Project 
Management and Results Monitoring Consultants.Government procedures and documentation 
will be used in all implementation stage. In addition to direct implementation roles, consultants 
will build capacity in key technical and management functions by training PMU and PIU staff. 
 
35. The PMU will tender and manage all contracts. The PMU will also engage all consultants 
under the project: (i) Design Consultants, (ii) Project Results Monitoring Consultants, and (iii) 
Procurement and Contract Management Consultants.The PMU, in addition to the existing staff, 
will have to induct one qualified chartered accountant with minimum of five years’ experience, 
one MIS officer and computer programmer. Each PIU will have approved staff positions of 
Senior Accounts Officer, Junior Accounts Officer and computer programmer/operator.  
 
36. PIU staff will need to be trained on ADB disbursement procedures, along with improving 
their budgeting, expenditure and financial reporting activities. In ULBs, a qualified chartered 
accountant with minimum of 5 years’ experience need to be inducted for the implementation of 
double entry (accrual) based accounting system. Project consultants will also build financial and 
accounting capacity at PIU and ULB level.  
 
37. In addition to requirements under Companies Act, 2013, relevant government 
procedures and documentation will also be adopted. In addition to direct implementation roles, 
consultants will build capacity in key technical and management functions by training PMU and 
PIU staff.  
 
38. The proposed organizational structure is shown in Appendix 1 below.  
 
39. Fund Flow Mechanism:The project specific fund flow mechanism is illustrated below. 
The government will be responsible for implementing the Projectaccording to the loan 
agreement and other agreements. ADB will monitor the Project and review its progress to 
ensure that loan proceeds are based on the results parameters as previously agreed. When a 
loan becomes effective, a loan account will be opened in ADB’s books in the name of the 
borrower and the loan amount is credited to that account. All disbursements under the loan will 
be carried out in accordance with ADB’s Loan Disbursement Handbook (2007, as amended 
from time to time). Proposed fund flowmechanismis illustrated in the diagram Figure 1below. 
This is similar to the fund flow mechanism followed by MPRDC.  
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40. ADB disburses loan proceeds to the GOI account in the Reserve Bank of India. GOI will 
make funds available to Government of Madhya Pradesh (GOMP), in the ratio of 70:30 
debt:equity.GOMP will make the funds available to MPUDC – PMUthrough budgetary 
allocations, for project expenditure comprising of ADB loan portion andGOMP share The PIUs 
will receive allocation of funds from the PMU.The disbursement procedure will be the same 
throughout the Project and will be available in the PAM. Expected lending and on ending 
arrangements are illustrated in the diagram below. 
 

 
 
41. MPUDC-PMU is responsible for (i) requesting budgetary allocations for counterpart 
funds, (ii) collecting supporting documents, and (iii) preparing and sending withdrawal 
applications to ADB. Although funds will be disbursed by ADB to the GOI, head of the PMU, will 
prepare the withdrawal applicationsfor the ADB loan portion of project expenditures 
incurred.Expenditures are consolidated and reviewed by the PMU (with inputs from PIUs) and 
reimbursement claims submitted to ADB are also supported by unaudited expenditure 
statements. 
 
42. Before the submission of the first withdrawal application, India should submit to ADB 
sufficient evidence of the authority of the person(s) who will sign the withdrawal applications on 
behalf of the borrower, together with the authenticated specimen signatures of each authorized 
person. The minimum value per withdrawal application is $100,000, unless otherwise approved 
by ADB. MPUDC is to consolidate details which will facilitate claims related to project 
expenditure categories as per Loan Agreement. Withdrawal applications and supporting 
documents will demonstrate, among other things that the project expenditures have if fact been 
incurred on the basis of which claim becomes eligible. 
 
43. Financial AccountingConsolidation of all financial information shall be performed by 
the MPUDC-PMU. Accounting information shall be sought from each PIUs in the prescribed 
formats on monthly basis. 
 
44. Current practice at the UADD-PMU for ongoing ADB funded projects is that monthly 
accounting information is consolidated in PMU in “Tally” accounting software. After entering 
these data, expenditure details for the month, previous 6months and cumulative up to the 
current month is generated and forwarded to the monitoring section. 
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45. This information is used by the monitoring section to prepare the package wise details of 
physical and financial progress. Physical progress details are entered online in the software 
developed for Project Performance Monitoring System (PPMS) at PIU level. Physical and 
financial progress details are collated and a combined report is generated on quarterly basis by 
monitoring section.  
 
46. Besides above, other reports as and when required are prepared in MS Excel using the 
information generated from PPMS and additional data collated through interactions with the 
PIUs and other staff. These systems will be tailored based on the financial 
accountingrequirements for MPUDC as a state owned enterprise. 
 
47. Financial Reporting ProjectFinancial statements shall be prepared by MPUDC in 
accordance with the accrual basis of accounting in line with the requirements of the Companies 
Ordinance. This would include a balance sheet, income and expenditure statement, cash flow 
statement and adequate notes to the financial statements.It is expected that MPUDC’s own 
financial statements shall provide adequate distinguishable information about the sources 
and uses of funds under the MPUSIP.For the Project, one set of audited project financial 
statements shall be submitted by the PMU at MPUDC to ADB annually within six months of the 
financial year end. These shall be prepared in accordance with the standardized terms of 
reference agreed between ADB and CAG.15 
 
48. The audited MPUDC financial statements along with the Audit Report and Management 
Letters shall be submitted to ADB within 6 months of the end of the fiscal year, i.e., by 30 
September of each year.  
 
49. Accordingly, these project financial statements shall be subject to disclosure on ADBs 
website. 
 
 
50. The first set of project financial statements to be submitted to ADB covers the fiscal year 
ending 31 March2017. As stipulated in the Project Agreement the accounts are to be submitted 
up to sixmonths after the end of the fiscal year. 
 
51. Internal Audit: Internal audit function will be outsourced by MPUDC to a professional 
accounting firm in the medium term, reporting to an independent Audit Committee of the BoD of 
MPUDC. It is expected that Internal Audit will report to the BoD of MPUDC at least 
semiannually, and is expected to be adequately independent, competently staffed, perform risk 
based internal audit in line with internationally recognized internal auditing principles. Atleast 
one member of the Internal Audit function should be a member of a recognized professional 
body of Internal Auditors. 
 
52. Local Fund Audit Department (LFAD) conducts the audit of ULBs, and will continue to do 
so.  
 
53. External Audit: MPUDC Board of Directors has passed a resolution for requesting the 
CAG to appoint a Chartered Accountancy firm as its Statutory Auditor to audit the MPUDC 
statutory financial statements.For the Project it is expected that project level financial 
statements will be prepared and audited by a CAG empanelled auditor. A copy of the 
auditedproject financial statements along with a management letter from the auditors shall be 

                                                
15

http://finmin.nic.in/the_ministry/dept_eco_affairs/MI/16-Audit-TOR.pdf 
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submitted to ADB within 6 months of the end of the fiscal year. In addition to the statutory audit 
report which provides reasonable assurance as to whether the Project financial statements 
present a true and fair view of the receipts and expenditures, or are presented fairly, in all 
material respects, in accordance with the applicable financial reporting framework., the auditor 
will also provide positive audit assurance as to whether (i) loan proceeds have been used for 
intended purposes, and whether (ii) financial loan covenants under the loan agreement have 
been complied with, if any. 
 
54. ADB would need a review of actions taken on the recommendations presented in the 
previous audit report on the progress made. 
 
55. Management Letter - Serious issues affecting the auditor’s opinion as to whether the 
financial statements give a true and fair view, should be referred to in the audit opinion itself. Matters 
that are not material and do not affect the true and fair representation of the project financial 
statements should not be referred to in the audit opinion and included therein. A separate 
management letter may be issued for this purpose. The auditor may wish to re-iterate serious issues 
already identified in the audit report, in his management letter clearly indicating that the weaknesses 
identified during this course of examination though not material but are included in this management 
letter are relevant for further improvement in overall operations of the entity. Auditors are 
encouraged to clearly segregate the management letter, and mark the management letter as 
‘confidential’, to enable its easy separation from the audit opinion and project financial statements, 
and prevent inadvertent disclosure of the management letter along with the APFS. 
 
56. In the three ULBs CAG’s audit has been completed up to 31st March 2014 (Kothri, 
Khajuraho and Rajnagar),upto 31st March 2013 in Bainsdehi and Sagar, and 31st March 2007 in 
Katangi.Number of outstanding audit issues (paras) are 11 in Kothri, 22 in Khajuraho, 8 in 
Bainsdehi, 12 in Katangi, and 103 in Sagar. Compliance reports are prepared and submitted for 
disposal of audit paras and remedial actions taken. Under the project, MPUDC will monitor the 
timely availability of audited financial statements by ULBs as well as timely resolution of audit 
para’s. A copy of the ULBs audited financial statements shall also be submitted to ADB during 
periodic review missions. 
 
57. Information Systems: Present information system is mostly manual. In Sagar Nagar 
Nigam, Accounting information is generated in computerized accounting software named 
“Tally”.  
 
58. PPMS will be maintained online at PMU and PIUs level through use of a customized 
software. Physical progress details will be entered at PIUs and PMU. Physical and Financial 
Report provides the details package wise providing information. Other reports as and when 
required shall be prepared in MS Excel and MS Office. 

 
A. Governance and Anticorruption 

59. MPUDC will ensure that (i) the Project is carried out in compliance with all applicable 
GOI anticorruption regulations; (ii) all PMU and PIU staff actively participate in the training in 
GOI’s anticorruption regulations and (iii) a website is developed and maintained to disclose the 
audited annual project accounts, project progress, and procurement activities. 
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V. MPUDC ASSESSMENT 

60. MPUDC has been incorporated as a company limited by shares under the Companies 
Act, 2013 on April 27, 2015. MPUDC’s main objectives include, among others, to provide 
technical, financial and any other assistance to Government of Madhya Pradesh, Urban Local 
Bodies, etc. for development and implementation of projects and schemes in the urban sector.  
 
61. MPUDC would be managed by a Board of Directors, MPUDC’s authorised share capital 
as also its paid up capital is Rs1 crore. The Board of Directors comprises of the Heads of the 
Finance, Panchayat & Rural Development, Urban Development & Environment, Water 
Resource, Public Health & Engineering, Public Works Departments of the GOMP. GOMP has 
indicated that Commissioner, UADD, would hold additional charge as the Managing Director of 
MPUDC. MPUDC is in the process of recruiting senior executives like Urban Finance expert, 
Project Engineering expert, Legal Procurement and Contract Management expert and other 
administrative personnel. Apart from these personnel, it is expected that the existing PMU for 
ADB Loans 2046 – IND and 2456 – IND, would be brought into the fold of MPUDC for 
supporting MPUSIP.PMU has been set up within the UDHD.  
 
62. MPUDC is proposed to be modelled on the lines of Madhya Pradesh Road Development 
Corporation (MPRDC), which is the implementing agency for the Core Road Network (CRN) as 
also the roads being built with ADB funding. MPUDC would channel funding available from 
various stakeholders (GOMP, ULBs, ADB, etc.) for implementing the various urban projects in 
the state of Madhya Pradesh. The funding for the Projectwould flow from the stakeholders to the 
Contractors/consultants through an escrow account opened and managed by MPUDC for the 
Project. Projectassets would however be created in the books of theULBs directly and not in the 
books of the MPUDC, and recorded as an asset in trust by MPUDC. MPUDC would only act as 
the implementer of the projectand the trustee for the funds of the stakeholders flowing through 
itsprojectescrow account. Consequently, MPUDC would neither be a borrowing nor lending 
agency, but only be a project implementing agency. GOMP had earlier proposed to route the 
funds through the Madhya Pradesh Urban Infrastructure Fund (MPUIF), which fund was 
proposed to be managed by MPUDC. It is likely that this Fund will be discontinued. However, it 
is now proposed that thestakeholder funds would directly flow to the ULBs through MPUDC and 
result in creation of assets directly in the ULBs.  
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A. ULB Assessment 

Table 4: Detailed Financial Management Assessment of sixsample Project ULBs (Kothri, 
Bainsdehi, Khajuraho, Rajnagar, Katangi, and Sagar) is given below 

Particulars Summarized Response Remarks 

Implementing 
Agency 

 Legal Status: All urban local bodies (ULBs) 
are constituted under Madhya Pradesh 
Municipal Act of 1961.  

 Similar Project Experience: No prior 
experience. 

 Reporting requirements: Monthly 
Accounts, Demand Collection Balance 
(DCB) Statement and Annual Financial 
Statement. 
Directorate of Urban Administration & 
Development (UAD) of GOMP 

 Independent Governing Body: Yes. 
Municipal Council / Board comprising of 
elected members has the powers.  

 

 Lacks experience handling 
similar funded project. 

 ULBs staff lacks experience, 
technical knowledge to 
undertake large sized 
projects 

Funds Flow 
Arrangement
s 

 No previous experience of ADB 
disbursements. 

 Counterpart funding will be provided for in the 
GOMP's and ULBs' annual budgets. 

 

Past experience of ULBs in 
carrying out developmental 
works was non-availability of 
funds on timely basis. 

Staffing 
 

 Present staff is not trained in or familiar with 
ADB procedure and are recruited through 
Madhya Pradesh Municipal Services. 

 Staffing adequate for present level of 
operations. 

 All present ULB staff is permanent and are 
transferable within ULBs. 

 
ULB AO Accountant Others 

Kothri  Yes – 1 Yes -2 

Bainsdehi
1
  AC 1 Yes -3 

Khajuraho
2
  Yes – 1 Yes -3 

Katangi  AC 1 1 

Rajnagar  Yes 1 0 

Sagar  1 Yes 1 6 

AO – Accounts Officer 
AC – Accounts Clerk 
1
 One accountant position is vacant at present. 

2
 One Accounts Officer position is vacant at 

present.  
 
All the ULBs were of the firm view that one 
Chartered Accountant is needed to fully 
implement the accrual based double entry 
accounting system. 
 

 Present staffing at ULBs not 
adequate, not properly 
qualified, trained and lacks 
ability and capacity to handle 
a project of this size. 

 Vacant positions to be filled 
up on priority basis; 

 Training and capacity 
building is to be provided. 

 Recruitment of one chartered 
accountant with 5 years’ of 
post qualification experience 
for implementation of double 
entry accounting system and 
for project. 

 

Accounting 
Policies and 
Procedures 

 ULBs - Cash based accounting system except 
Sagar Nagar Nigam wherein Tally accounting 
software has already been implemented and 
financial statements for the FY 2015 prepared 

 The State has initiated the 
process of conversion to 
double entry accounting 
system in all ULBs through 
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Particulars Summarized Response Remarks 

and generated. E Nagar Palika is already 
under implementation in Sagar. 

 Controls are in place for the authorization / 
approvals, recording of transactions, 
payments and recording of payments in cash 
book in accordance with the budget heads 
approved; 

 Accounting records are retained on a 
permanent basis as per requirement. 

the E Nagarpalika software 
developed at Bhopal. 

 

Segregation 
of Duties 

Adequate internal checks and controls are in 
place with respect to authorisation, recording of 
transaction, custody of assets, order, receipt 
&accounting of goods and services etc. 
 

 

Budgeting 
System 

 Accounts Officer (in Sagar), Accountant in 
other ULBs, with help from other sections, is 
responsible for the preparation of the annual 
budget. Chief Municipal Officer (CMO) is 
responsible for presentation of the budget 
before Municipal Council / Board, for 
approval. 

 Explanatory notes to the budget provide 
sufficient details. Financial ceilings prescribed 
in the budget are adhered to. All variations or 
excess expenditure over budget requires prior 
approval. 

 Adequate procedures to plan and budget 
developmental activities. 

 

 

Payment 
Systems 

 Procedures in respect of payments of 
invoices, bills etc. are adequate. 

 Audit, by Local Fund Audit Department, is 
carried out ensuring all the internal checks 
and controls compliances.  

 All invoices, bills etc are stamped paid (except 
in the case of Kothri) and duly checked, 
reviewed and approved prior to payment. In 
Kothri, the signature of the payee is obtained 
on the voucher. 
 

 

Policies And 
Procedures 

 Cash basis of accounting being followed 
excepting Sagar Nagar Nigam wherein 
accrual based double entry accounting 
system is already implemented. 

 Accounting rules & standards as laid down by 
the Madhya Pradesh Municipal Accounts 
Manual (MPMAM) is being followed. 

 Government orders, circulars etc supplement 
the accounting rules. 

 The extant rules define conflict of interest and 
related party transactions and provide 
adequate safeguards. 

 

The State has initiated the 
process of conversion to double 
entry accounting system in all 
ULBs through the E Nagarpalika 
software developed at Bhopal. 
DEAS to be implemented fully.  
 

Cash and  Municipal Commissioner is the sole authority Schedule of powers to be 
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Particulars Summarized Response Remarks 

Bank in Sagar and in other ULBs, CMO – Single 
authorized signatory for payments uptoRs. 
3,000 and joint authorized signatories – CMO 
and Chairperson beyond Rs. 3,000. 

 Cash book generally up to date, 
receipts/deposits & payments generally 
recorded on timely basis; 

 Bank reconciliation statements are prepared 
and cash is reconciled regularly. In Bainsdehi 
and Katangi, bank reconciliation is not being 
done regularly and is pending for years 
together.   

designed for PIUs for the 
Project. 

Safeguard 
over Assets 

 Physical control over assets is provided by the 
existing systems & procedures through 
maintenance of register. 

 Financial records for assets are not being 
maintained. 

 Physical verification and reconciliation with 
the register carried out across the ULBs.  

 Assets, excepting vehicles, are not insured. 
 

Fixed Asset register containing 
details of assets with values to 
be maintained at Accounts 
Section 

Other Offices 
and 
Implementing 
Entities 
 

 No other office of the ULB existing, hence not 
applicable. 

 

Other  Advice for reporting of frauds etc to 
appropriate authority under the project 
specified. 

 

Internal Audit  At present no in-house internal audit. 
However, Audit by Local Fund Audit 
department is being carried for compliance 
with internal checks, controls and rules. 
Status of Local Fund Audit and number of 
outstanding paras is given in the table below: 

 

ULB Audit Status Outstanding 
Paras 

Kothri FY 2013 100 

Bainsdehi FY 2014 293 

Khajuraho FY 2013 454 

Katangi FY 2013 391 

Rajnagar FY 2014 
 

Sagar FY 2015 526 

   
 

Action plan for clearance of 
outstanding audit paras be 
developed, adopted and 
implemented. 

External 
Audit 

 Accountant General (Audit)'s office carries out 
the audit on annual basis. 

 Audit reports issued.  

 No major observations (“A” category paras). 

 Separate audit of project financial statements 
proposed. 

 Status of AG’s Audit and number of 

 Action plan for clearance of 
outstanding audit paras be 
developed, adopted and 
implemented. 

 Separate audit of project 
financial in accordance with 
the accepted auditing 
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Particulars Summarized Response Remarks 

outstanding paras is given in the table below: 
 

ULB Audit 
Status 

Outstanding 
Audit Paras 

Kothri FY 2014 11 

Bainsdehi FY 2013 8 

Khajuraho FY 2014 22 

Katangi FY 2007 12 

Rajnagar FY 2014 
 

Sagar FY 2013 103 

   
 

standards proposed. 

Reporting & 
Monitoring 

 Present reporting system inadequate to meet 
project reporting requirements, with only 
financial figures being reported against the 
budget allotments. 

The State has initiated the 
process of conversion to double 
entry accounting system in all 
ULBs through the E Nagarpalika 
software developed at Bhopal. 
DEAS to be implemented fully. 
 

Information 
Systems 

 No. Process of computerisation of accounting 
records in the initial stages except in Sagar 
where Tally accounting software has been 
installed and staff trained. 

 Present system not adequate to generate 
project financial reports. 

 Inadequate training of present staff of ULBs. 

 Inadequate safeguard of the confidentiality, 
integrity and availability of data. 
 

Same as above 

ADB = Asian Development Bank, CMO = Chief Municipal Officer, DCB = Demand Collection Balance, GOMP = 
Government of Madhya Pradesh, MPMAM = Madhya Pradesh Municipal Accounts Manual, ULB = urban local 
body. 
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B. Financial Management Action Plan 

Table 5: Financial Management Action Plan 

 Risk-Mitigation Measures Responsibility Target Date 

1.  Covenant adequacy and timeliness of budget allocation, and counterpart 
funding in the loan agreement. Budget allocations to MPUDC for the Project to 
be monitored as part of regular performance reporting.  

UDHD Prior to Loan agreement 

2.  Deployment of full time dedicated Project Director and Engineer-in-Chief for 
the ADB PMU 

UDHD, MPUDC Prior to Loan agreement 

3 Establishment of 8 PIUs with dedicated full time qualified and experienced staff MPUDC Dec. 2016 

4. Induction of one qualified Chartered Accountant on a full time and other 
sanctioned accounts and finance staff for the Project by [March 2017]. 

MPUDC, PMU March 2017 

5. Support for implementation of governance reforms to be met by ULBs, based 
on AMRUT Guidelines 
(i) Adoption of accrual basis of accounting by 64 ULBs by [Dec 2018] (ii) 
Creation of ULB website, (iii) publication of annual financial statements (iv) 
adopt volumetric tariff in 100% ULBs by [Dec 2018]. (v) Achieve 90% billing 
and 90% collection against water charges in 50% ULBs by [Dec 2022] 

UDHD, ULBs Dec. 2018 

6. Tariff Awareness Campaigns after 2018, when citizens can be demonstrated 
improved services. 

UDHD, ULBs Dec. 2019 

9.  MPUDC will prepare a business plan duly including the budget allocations for 
the Project counter-part funding on an annual basis and obtains timely 
allocation from GoMP. 

MPUDC December every year 

10. MPUDC shall appoint a qualified and experienced internal auditor to conduct 
internal audit and report to the Board of Directors in accordance with the 
requirements of the Companies Act, 2013. 
Internal Audit for the Project to be initially outsourced to independent 
Chartered Accountancy firm with scope of work supplemented by inputs from 
ADB. 

MPUDC March 2017 

11. First set of statutory audited financial statements of MPUDC for the FY 2017 
shall be submitted by September 30, 2017. 

MPUDC September 30, 2017 

12 
 

Establishment of a computerized financial accounting and reporting system, 
along with adequate capacity building is required. 

MPUDC 
 
 

March 31, 2018 

13 Ensure LFAD audit is brought up to date and subsequent years audits are 
completed within 6 months of the end of the fiscal year 
 
Clearance and compliance of outstanding audit paras of both Local Fund Audit 
(LFA) and CAG audit in ULBs in accordance with time bound action plan. 

ULBs March 31, 2018 

GoMP = Government of Madhya Pradesh; UDHD = Urban Development and Housing Department, GoMP; MPUDC = Madhya 
Pradesh Urban Development Company Limited; PMU = project management unit; PIU = project implementation unit; ULB = urban 
local body; CAG = Comptroller and Auditor General of India; LFAD = Local Fund Audit Department, GoMP; DBO = Design, Build 
and Operate; AMRUT = Atal Mission for Rejuvenation and Urban Transformation; MIS = management information systems.
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Appendix 1: Project Management Organization Structure 
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Madhya Pradesh Urban Services Improvement Project 
 

Appendix 2: PROJECT MANAGEMENT UNIT – ORGANIZATION CHART 
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 PRO 
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        Officer   Engineer Planner  
Receptionist     Computer Prog.                  Word       
         Processor     Electrical/Mech. APO /Civil Engg.(8 Nos.) 
     Law Officer    Account Officer (2)        Engineer   
    

  Training Coordinator  Assistant Account Officer  Word Processor   Administrative Assistant Word  
  Accountants (2)       Technical/Administrative Proces  

  
 
 
 

Word Processor  (2)       
Word Processor 

        Word Processor 
Peon 

 
 (1)    (2)          (3)          (4)       (5)          (6) 
Technical    F.A.   PD Secretariat   Soft Sector  DPD(T) DPD(A) 
    Admin (Postage) 
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Appendix 3: Financial Management Maturity Rating Criteria for Executing/ Implementing Agencies – MPUDC (Project UDAY) 
PMU 

 
Scoring Guidelines: (i) Many are subjective and professional judgment to be exercised (ii) Overall Rating : 0-40% = High Risk, 40 – 60% = Substantial Risk, 
60% – 75 % =  Moderate, 75% – 100% = Low, (iii)  For low risk, at a minimum must meet criteria’s 1b, 1d, 2b, 4b, and 5a, else automatically at least moderate 

 
Assigned 

Total 
Score 

Obtained 
Comments 

1. Accounting and Financial Reporting (Total 20 points)    

 
a. Accrual Basis of Accounting applied  2 0 See Note 1  

 
b. Computerized FMIS  4 2 See Note 2 

 
c. Monthly financial statements can be closed within 15 – 30  days  4 3 See Note 3 

 
d. 

Financial statement prepared in accordance with acceptable 
financial reporting  framework   

 4 4 See Note 4 

 
e. Qualified Chartered Accountant  in the  Accounts Department  4 4 See Note 5 

 
f. Financial Management & Accounting Manual in place  2 2 See Note 6 

2. Budgeting and Financial Sustainability  (Total 20 points) 
   

 
a. Bottom-up budgeting on annual basis with variance analysis  5 4 See Note 7 

 
b. Long term and short term budgets prepared  5 2 See Note 8   

 
c. Adequate Budget Allocation/ Releases  5 4 

 
 d. Absorption Capacity   5 3  

3. Internal Audit (Total 15 points)  
   

 
a. Existence of an effective IA Department  3 0 See Note 9 

 
b. Internal Audit Reports to Audit Committee (at least 2x a year)  3 0 

 

 
c. Qualified IA department heads  3 0 

 

 
d. Risk based Internal Audit  Manual   3 0 

 

 
e. Evidence that IA Reports are taken seriously / followed up on  3 0 

 
4. External Audit (Total 15 points) 

   

 
a. 

Audited financial statements issued within 6-9 months of fiscal 
year end 

 5 5 See Note 10 

 
b. Competent independent external auditor  5 5 

Done by independent firm of Chartered 
Accountant 

 
c. 

Limited audit observations / no serious issue repeated for more 
than 2 years 

 5 5 
 

5. Internal Controls (Total 20 points)   
  

 
a. IC commensurate to business (as assessed by auditor or ADB)  10 8 See Note 11 

 
b. Fixed Assets Register in place  5 4 See Note 12 
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Assigned 

Total 
Score 

Obtained 
Comments 

 
d. 

Adequately trained  Staff in place (limited vacancies, low turnover 
OR adequate experience / qualifications) 

 5 3 See Note 13 

6. Governance / Tone at the top (Total 10 points) 
   

 
a. No alleged reports of misconduct in the media  5 5 

 

 
b. Active and effective Governing Body/ Chief Executive  5 5 See Note 14 

 
     

  
TOTAL     100.00 68 

 
Notes: 
 

1. A double entry accounting system is followed and Tally software in place, although cash basis of accounting is still used 
2. Accounting reports are generated using the Tally accounting software. MIS reports from the Financial Management System are also generated (this is still 

being modified and improved upon). MIS reports from Project Monitoring System are also being generated.  
3. Reports from PIUs are supposed to be sent before 5

th
 day of each month for the preceding month. This is done.  

4. Financial statements will be prepared to Indian accounting standards 
5. No qualified chartered accountant at present placed in the PMU. However, proposed post (as sanctioned for this project) includes one Municipal Finance 

Officer having a qualification of Chartered Accountant. 
6. A comprehensive accounts manual detailing the accounting policies, procedures, entries etc. was compiled and adopted by the PMU under phase 1. This 

will be updated and along with the General Finance and Accounts Rules, GoI and circulars issued from time to time are used and applied. 
7. Budget is not constrained by the availability of funds. Variance analysis done. 
8. Annual budgets are prepared keeping in view the requirements. No medium or long term budget is prepared. 
9. No internal audit department. No internal audit done either internally or outsourced. 
10. There is no backlog in external audit.  
11. Manual and rules are in place and are being followed.  
12. Fixed Assets registers are properly maintained and is upto date. 
13. Present staff is well versed with ADB procedures. However, new staff proposed to be inducted will require training, either in house or under Projects 

conducted by ADB. 
14. Normally Empowered Committee meets four (minimum) times in a year. 
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Appendix 4: Financial Management Maturity Rating Criteria for– Six16(5 Municipal Councils and one Municipal Corporation) 
 
Scoring Guidelines: (i) Many are subjective and professional judgment to be exercised (ii) Overall Rating : 0-40% = High Risk, 40 – 60% = Substantial Risk, 
60% – 75 % =  Moderate, 75% – 100% = Low, (iii)  For low risk, at a minimum must meet criteria’s 1b, 1d, 2b, 4b, and 5a, else automatically at least moderate 

 
Assigned 

Total 
Score 

Obtained 
Comments 

1. Accounting and Financial Reporting (Total 20 points)    

 
a. Accrual Basis of Accounting applied  2 1 See Note 1 

 
b. Computerized FMIS  4 0 See Note 2 

 
c. Monthly financial statements can be closed within 15 – 30  days  4 4 See Note 3 

 
d. 

Financial statement prepared in accordance with acceptable financial 
reporting  framework   

 4 4 See Note 4 

 
e. Qualified Chartered Accountant  in the  Accounts Department  4 0 See Note 5 

 
f. Financial Management & Accounting Manual in place  2 2 See Note 6 

2. Budgeting and Financial Sustainability  (Total 20 points) 
   

 
a. Bottom-up budgeting on annual basis with variance analysis  5 3 See Note 7 

 
b. Long term and short term budgets prepared  5 2 See Note 8 

 
c. Adequate Budget Allocation/ Releases 5 3 See Note 9 

 d. Absorption Capacity  5 2 See Note 10 

3. Internal Audit (Total 15 points)  
   

 
a. Existence of an effective IA Department  3 2 See Note 11 

 
b. Internal Audit Reports to Audit Committee (at least 2x a year)  3 1 See Note 12 

 
c. Qualified IA department heads  3 2 Experienced 

 
d. Risk based Internal Audit Manual   3 0 See Note 13 

 
e. Evidence that IA Reports are taken seriously / followed up on  3 3 Yes 

4. External Audit (Total 15 points) 
   

 
a. Audited financial statements issued within 6-9 months of fiscal year end  5 3 See Note 14 

 
b. Competent independent external auditor  5 5 See Note 15 

 
c. 

Limited audit observations / no serious issue repeated for more than 2 
years 

 5 3 See Note 16 

5. Internal Controls (Total 20 points)   
  

 
a. IC commensurate to business (as assessed by auditor or ADB)  10 5 See Note 17 

 
b. Fixed Assets Register in place  5 1 See Note 18 

 
d. 

Adequately trained Staff in place (limited vacancies, low turnover OR 
adequate experience / qualifications) 

 5 3 
 

6. Governance / Tone at the top (Total 10 points) 
   

 
a. No alleged reports of misconduct in the media  5 5 

 
                                                
16

Kothri, Bainsdehi, Khajuraho, Rajnagar, Katangi, and Sagar ULBs 
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Assigned 

Total 
Score 

Obtained 
Comments 

 
b. Active and effective Governing Body/ Chief Executive  5 5 

 

 
     

  
TOTAL     100.00 59 

 
 

Overall risk assessed as substantial for all sixULBs. 

Notes: 
1. FiveULBs follow cash based accounting system in place. Sagar Nagar Nigam follows accrual based accounting system and Tally accounting software 

has been installed and financial statements generated upto FY 2015 under this system. All ULBs are following the Madhya Pradesh Municipal Accounts 
Manual, however yet to switch over to accrual based double entry accounting system. However, this issue is proposed to be addressed once the 
implementation of E-Nagar Palika across ULBs is completed.  

2. FiveULBs have manual records in place. Sagar ULB maintains computerized records. Once the E-Nagar Palika is fully implemented this issue will be 
resolved. 

3. Monthly financial statement prepared. These statements are prepared based on the Cash Book, Chief Municipal Officer (CMO) Ledger; Grants register, 
Withholding tax and other deductions register, Cheque issue register, provident fund register and other registers maintained by the accounts section. 

4. Financial statements are prepared based on the Municipalities Act and the Accounting Manual. 
5. There is no qualified Chartered Accountant in the Accounts Department. 
6. Yes. Municipal Accounts Manual adopted at GOMP level is rolled out to all ULBs in State and these sixULBs as well.  
7. Variance analysis is done only at the year end. 
8. Only annual budget is prepared. 
9. There have been delays in release of funds. 
10. In Sagar MC which is the largest amongst the project towns, the actuals are at much variance with the budgets. Past three years’ budget analysis shows 

that the actual receipts are only an average of 51.8% of budgets and actual payments are only an average of 43.3%. SMC has as on month of review 
outstanding loans (Rs. 415.3 million) and liabilities Rs. 341.2 million) amounting to Rs. 756.3 million. Loans (from Housing and Development Company) 
are to be repaid by August 2019 and are borrowed with an interest rate of 12.5% per annum. At the moment the loan instalments are being paid by UAD 
and recovered from the grants due to ULB. This and the low collection efficiency ratios are affecting the liquidity position of the ULB. 

11. Internal audit is done by State Audit Directorate in all sixULBs. In Kothri, Khajuraho, and Katangi the internal audit is done till 31st March 2013. In 
Bainsdehi and Rajnagar the internal audit is done upto 31

st
 March 2014. In Sagar MC the internal audit is done upto 31

st
 March 2015. 

12. Audit report is submitted to the State government  
13. Risk based Internal Audit Manual is not in place. 
14. There have been delays in the conduct of audit at Katangi. CAG audit is completed upto FY 2013-14in Kothri, Khajuraho and Rajnagar,in Bainsdehiand 

Sagar upto FY 2012-13, and Katangi upto FY 2007 (FY 2002 and 2007).  
15. Audit is done by Auditor General’s office. 
16. There are delays in compliance to audit observations at ULB level. 
17. The internal control is maintained according to municipal manual and government financial rules. 
18. Fixed asset register is maintained for quantity only, no value. 
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Appendix 5: Reforms Milestones and Timelines for MPUSIP 128 Towns (based on AMRUT 
guidelines) 

 

S.No. Type Milestones Implementation 
Timeline 

1 E- Governance Digital ULBs 
1. Creation of ULB website 
2. Publication of e-newsletter 

Digital India Initiatives 
3. Support Digital India (ductin to be done on 

PPP mode or by the ULB itself) 

 
6 months 
6 months 

 
6 months 

Coverage with E-MAAS (from the date of hosting 
the software) 

 Registration of Birth, Death and Marriage, 

 Water and Sewerage Charges, 

 Grievance Redressal, 

 Property Tax, 

 Advertisement Tax, 

 Issuance of Licenses, 

 Building Permissions, 

 Mutations, 

 Payroll, 

 Pension, 

 e-procurement, 

 Personnel Staff management and 

 Project management 

24 months 

2 Constitution and 
professionalization 
of municipal cadre 

1. Establishment of municipal cadre. 
2. Cadre linked training. 
3. Policy for engagement of interns in ULBs and 

implementation. 
4. The State will prepare a Policy for Right-

sizing the number municipal functionaries 
depending on, say, population of ULB, 
generation of internal resources, and 
expenditures on salaries 

24 months 
24 months 
12 months 

 
36 months 

3 Augmenting 
double entry 
accounting 

1. Complete migration to double entry 
accounting system and obtaining an audit 
certificate to the effect from FY 2012-13 
onwards. 

2. Appointment of internal auditor. 
3. Publication of annual financial statements on 

website 

12 months 
 
 
 

24 months 
Every year 

4 Urban Planning 
and City Level 
Plans 

1. Preparation of Master Plan using GIS. 
2. Preparation of Service Level Improvement 

Plans (SLIP), State Annual Action Plans 
(SAAP). 

3. Establish Urban Development Authorities 
4. Make action plan to progressively increase 

Green cover in cities to 15% in 5 years. 
5. Develop at least one Children Park every 

year in MPUSIP cities. 
6. Establish a system for maintaining of Parks, 

playground and recreational areas relying on 
People Public Private Partnerships (PPPP) 
model. 

48 months 
6 months 

 
 

36 months 
6 months 

 
 

Every year 
 

12 months 
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S.No. Type Milestones Implementation 
Timeline 

7. Make a State level policy to implement 
parameters given in National Mission for 
Sustainable Habitat. 

 
24 months 

5 Devolution of 
funds and 
functions 

1. Ensure transfer of 14
th
 FC devolution to 

ULBs. 
2. Appointment of State Finance Commission 

(SFC) and making decisions. 
3. Implementation of SFC recommendations 

within timeline. 
4. Transfer of all 18 functions to ULBs. 

6 months 
 

12 months 
 

18 months 
 

12 months 

6 Review of Building 
by-laws 

1. Revision of building bye laws periodically. 
2. State to formulate a policy and action plan for 

having a solar roof top in all buildings having 
an area greater than 500 square meters and 
all public buildings. 

3. State to formulate a policy and action plan for 
having Rain harvesting structures in all 
commercial, public holdings and new 
buildings on plots of 300 sq. meters and 
above. 

4. Create a single window clearance for all 
approvals to give building permissions. 

12 months 
12-24 months 

 
 
 

12-24 months 
 
 
 
 

12 months 

7 Set up financial 
intermediary at 
state level 

1. Establish and operationalize financial 
intermediary – pool finance, access external 
funds, float municipal bonds. 

12-18 months 

8 (a) 

Municipal tax and 
fees improvement 

1. Atleast 90% coverage. 
2. At least 90% collection. 
3. Make a policy to, periodically revise property 

tax, levy charges and other fees. 
4. Post Demand Collection Book (DCB) of tax 

details on the website. 
5. Achieve full potential of advertisement 

revenues by making a policy for destination 
specific potential having dynamic pricing 
module 

12 months 

8 (b) 

Improvement in 
levy and collection 
of user charges 

1. Adopt a policy on user charges for individual 
and institutional assessments in which a 
differential rate is charged for water use and 
adequate safeguards are included to take 
care of the interests of the vulnerable. 

2. Make action plan to reduce water losses to 
less than 20% and publish on website. 

3. Separate accounts for user charges. 
4. At least 90% billing 
5. At least 90% collection 

12 months 

9 Credit Rating 1. Complete the credit rating of the ULBs 18 months 

10 Energy and Water 
audit 

1. Energy (Street Lights) and Water Audit 
(including non revenue water or losses 
audit). 

2. Making STPs and WTPs more energy 
efficient. 

3. Optimize energy consumption in street lights 
by using energy efficient lights and 

12 months 
 
 

12 months 
 

12 months 
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S.No. Type Milestones Implementation 
Timeline 

increasing reliance on renewable energy. 
4. Give incentives for green buildings (e.g. 

rebate in property tax or charges connected 
to building permission/ development 
charges). 

 
24 months 

 

11 Swachh Bharat 
Mission 

1. Eliminate open defecation. 
2. Waste Collection (100%). 
3. Transportation of Waste (100%). 
4. Scientific disposal (100%). 

36 months 

ULB = urban local body. 
Note: Selected Reforms Milestones from above AMRUT guidelines have been incorporated into Project Acton Plan 
for MPUSIP towns 
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Appendix 6: E Nagar Palika – Rollout of computerised municipal administration system 
across ULBs in Madhya Pradesh 

 
After successful piloting of Municipal Administration System (MAS) at Bhopal MC, it was 
decided to roll out similar software across the State. To cover all 377 ULBs in the State and 20 
additional ULBs which might get created in the Project time i.e. 7 years. 
 
Contract awarded to M/s UST Global on 26 Feb 2015.  
 
Features: 

(i) Centralised, web based, integrated, SAR ERP based solution; 
(ii) Integration with GIS, ABPAS (automatic building plan approval system); 
(iii) Hindi language interface; 
(iv) Hosted at State data centre; 
(v) All ULBs connected through SWAN; and 
(vi) All citizens to interact thru internet /WEB. 

 
Citizen Related Services: 

(i) Property Tax; 
(ii) Water Charges; 
(iii) Birth & Death; 
(iv) Commercial License; 
(v) Marriage Registration; 
(vi) User charges; 
(vii) Building Permission; and 
(viii) Grievance. 

 
ULB Functions 

(i) HR/Payroll; 
(ii) Financial Accounts (including AR/AP/GL/Treasury/Asset/ etc.), Fund 

management (budget management); 
(iii) Court case management; 
(iv) Material management (Procurement, Inventory management); 
(v) Fleet management; and 
(vi) Project system. 

 
Project Plan: 

(i) System study and preparation of AS IS, TO BE, Development and test run – By 
November 2015; 

(ii) Implementation at Key Locations – Indore, Gwalior, Satna, Berasia, Ujjain, 
Budhani – By March 2016; 

(iii) Roll out to rest of ULBs in MP – By March 2017; and 
(iv) Support and Maintenance – Till March 2022 (5Years). 

 
Critical Success Factors 

(i) Central Project Office; 
(ii) Nodal Officer in each ULBs for project coordination and as Single Point of 

Contact; 
(iii) Core team for each module comprising of representatives from following ULBs – 

Indore, Gwalior, Hoshangabad, Berasia, Satna, Ujjain, Budhani; 
(iv) Timely approval of documents by Department; 
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(v) Training; 
(vi) General awareness of the Project amongst ULB employees for their interest and 

involvement in the Project; and 
(vii) To complete Data capturing exercise – 

(a) Property information through surveys, chart of accounts and budget 
preparations; 

(b) Single entry to double entry accounting; and 
(c) Finalization of last year balance sheets. 

 


