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Financial Management Assessment 

 

I. Introduction 
 
1. Financial Management Assessment of the Water Resources Department of Government 
of Tamil Nadu (hereafter referred to as WRD), India, the proposed executing agency was 
carried out in respect of its current activities in accordance with ADB’s Guidelines for the 
Financial Management and Analysis of Projects (2005) (the Guidelines) and the publication 
Financial Due Diligence A Methodology Note (2009) and focuses on fund flows, staffing, 
accounting policies and procedures, internal controls, financial reporting and monitoring and 
internal and external audit.. The objective was to assess the overall capacity to utilize funds 
provided for the intended purposes, and to maintain proper documentation. Accordingly, the 
assessment was designed to determine whether the executing agency’s financial management 
arrangements are adequate for recording all transactions and balances supporting the 
preparation of reliable Project Financial Statements (PFS), which could be subjected to audit to 
comply with the fiduciary requirements of ADB. This assessment borrows from previous FM 
assessments including recent country public sector financial management system assessment 
for India.1  
 
2. In addition, a detailed Financial Management and Analysis Questionnaire was 
completed based on document reviews and interviews with the Chief Engineer, Trichy (Project 
Director), Divisional Accountant at the offices of the Executive Engineer’s Offices at Thiravarur 
(proposed Project Implementing Unit 1) and the Irrigated agriculture modernization and water 
bodies restoration and management (IAMWARM) multi-disciplinary Project Unit at Chennai. A 
review of some transactions undertaken during the previous year and monthly accounts 
submitted to the Accountant General’s Offices was conducted to understand the process of 
receipt and disbursement of funds, certification of works/invoices for goods and services. The 
findings from this assessment were considered while drawing up the financial management 
arrangements and oversight for the project.  
3. The assessment indicates that, although the overall risk is assessed as Substantial, with 
the proposed mitigating measures, the financial management arrangements of WRD are 
adequate to implement the project. 
 
A. Country-Level Financial Management Assessment 
 

4. Government of India (GOI)-level – The National Institute of Public Finance & Policy 
(NIPFP)2 in 2010 upon request of the World Bank prepared a GoI-level PEFA-Based PFM 
Performance Assessment.3 While several GoI officials were interviewed for the assessment and 
a large number participated in launch workshop,4 the 2010 PEFA was not endorsed or formally 
accepted by the GoI. The EU Delegation in 2013 prepared an Annual PFM Monitoring Report, 
which assesses progress in improving the GoI’s PFM system (analytically broadly based on the 

                                                                 
1
  World Bank. 2010. PEFA Assessment. 

2
  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 the 
MoF, Planning Commission and Reserve Bank of India (RBI). The NIPFP receives annual grants from the GoI and 
State Governments, which in 2012/13 accounted for 37% of its total income. 

3 
 NIPFP (2010a): “India – Public Expenditure and Financial Accountability, Public Financial Management, 
Performance Assessment Report”, March. 

4 
 NIPFP (2010b): “Public Financial Management in India – Proceedings of a June 2010 Workshop”. (National 
Institute of Public Finance and Policy) 

http://www.adb.org/Documents/RRPs/?id=44429-013-3
http://www.adb.org/Documents/RRPs/?id=44429-013-3
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PEFA approach). While the report is not published, ADB has been provided a copy of the 
document by the EU Delegation. 
 
B. Overall and Comparative Performance of the GoI’s PFM System 
 

5. The scores of the individual Performance Indicators (PIs) of the GoI-level 2010 PEFA 
assessment 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. The GoI’s 
score in the Open Budget Index (OBI) has increased from 60% in 2008 to 68% in 2012,5 which 
is the highest in the region. 
 

Table 1: 2010 GoI-Level PEFA-based PFM Performance Assessment 

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 

Notes: 

(i) 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. 

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

6
Furthermore, it is likewise high in comparison with other 

Asian countries, cf. below. 

 

                                                                 
5
  International Budget Partnership (undated): “India, Open Budget Index 2008”; International Budget Partnership 

(undated): “India, Open Budget Index 2010”; and, International Budget Partnership (undated): “India, Open Budget 
Index 2012”. 

6
  Ibid, 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. 
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Figure 1: Overall Scores of PEFA-based PFM Performance Assessments, Asia 

 

Source: Calculation based on quantification of the PEFA PI-level scores for each of the 14 country-level reports. 

6. Policy-Based Budgeting: The 2010 PEFA assessment found this to be the weakest of 
the six PEFA dimensions. While a clear annual budget calendar exists that was generally 
adhered to and allowed sufficient time, the MoF’s budget circular did not contain expenditure 
ceilings (these were communicated after the submission of the initial round of budget estimates) 
and the budgets were approved with delay for two of three fiscal years assessed. Furthermore, 
forecasts of fiscal aggregates were not prepared on a rolling annual basis using main categories 
of economic and functional/sector classifications and the links between multi-year estimates and 
subsequent setting of annual budget ceilings was weak. 
 
7. Accounting, Recording and Reporting: The 2010 PEFA assessment report found this 
area to have a mixed performance. Information on resources received by service delivery units 
(education and health) was fully available, and accounts reconciliation generally timely and 
done regularly. However, while in-year budget reports were prepared and published monthly 
and there were no material concerns regarding data accuracy, they captured information only at 
payment stage and not commitments. Also, while the year-end financial statements were 
complete, they were available only with a time lag of 8 to 10 months, and the Indian 
Government Accounting Standards (IGAS) are not fully aligned with the Cash International 
Public Sector Accounting Standards (IPSAS) prescribed by the International Federation of 
Accounts (IFAC). 
 
II. Key Findings 

 
A. Executing Agency and Implementing Agency 
 

8. The WRD at apex level and the field units have well-defined processes in respect of 
receipt of funds, approved expenditure for works/procurement of goods and services, 
accounting, reporting, and statutory audit by the Controller and Auditor General of India. The 
state of Tamil Nadu and WRD have prior experience in handling multilateral aid and loan 
agencies’ projects and is implementing a World Bank funded project through the IAMWARM 
Multi-Disciplinary Project Unit in which the WRD has a significant share of spending. The 
IAMWARM project is spread across the state of Tamil Nadu and some of the implementation 
units are within the control of the WRD regional office at Trichy which has been designated as 
the project monitoring unit for this project.  
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B. Staffing 
 
9. The WRD is being staffed with key experienced personnel in their cadres in engineering, 
administration, and accounting functions. However the divisional accountants (head of 
accounting functions at the office of PIUs) are deputed by the Principal Accountant General’s 
(Accounts and Establishment) offices. The Principal Accountant General’s office is the 
dedicated arm of the Government of India which does the accounting functions of all the units of 
the Government (both Central Government and State Government). The divisional accountants 
functionally report to the Principle Accountant General. However, the accounting staff at PIU do 
not have experience in handling Multilateral Funding Agencies/ ADB withdrawal applications. 
 
C. Accounting Systems and Procedures 
 
10. The Government Accounting System is being followed by WRD and includes 
maintenance of books of accounts on a cash basis of accounting and the overall financial 
management system, following finance and accounting procedures as has been done in 
implementing other externally aided projects in the recent past. These actions are based on 
policies and procedures drawn from Tamil Nadu Finance Code, Tamil Nadu Treasury Code & 
Manual, Tamil Nadu Public Works Accounts Code, Tamil Nadu Budget Manual, Tamil Nadu 
Transparency in Tenders Act 1998, and Tamil Nadu Right to Information Act 2005. The 
accounting records (Cash Book) are maintained manually in the PIU. The accounting records at 
the Principle Accountant General’s offices are maintained in a computerized system. 
 
D. Budget Allocation 
 
11. An assessment of the budgetary allocations for activities of WRD in the past few years 
indicate an increase in funding and dovetailing of funds from Central schemes, multilateral 
agencies, to integrate and enhance the interventions envisaged by WRD towards increasing 
productivity and active engagement in the field. The policies and procedure of budgeting for the 
Project would involve adequate annual budget allocations by the State Government for 
implementation of the Project Finance Components under the designated project specific 
budget heads.  
 
E. Funds Flow 
 
12. The current fund flow mechanism is described below for (i) maintenance expenditure, 
(ii) Government of India/Government of India agencies (National Bank of Agriculture and Rural 
Development) funded project expenditure, and (iii) Project expenditure funded by multilateral 
agencies 
 
13. Maintenance Expenditure: Based on the budget allocation as stated above, the project 
implementation units are provided a quarterly release of funds in advance through a system 
called LOC (Letter of Credit- terminology not to be confused with UPC 500 as in trade finance 
mechanism). Under this mechanism the state finance department informs the Department of 
Treasury (the custodian of all bank accounts of the state) with a copy to the Project 
Implementation Unit providing the maximum amount up to which the Project Implementation 
Units through the controlling office that they can release the payment for works carried out. The 
Department of Treasury in turn informs the bankers to honour cheques issued by the Project 
Implementation Unit up to the maximum amount provided under the LOC. It is observed that the 
release in the last quarter is considerably delayed due to budgetary constraints and the total 
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LOC could be less than the annual approved budget. Furthermore, the time taken from raising a 
request for funds until the receipt is funds is lengthy due to the long chain of hierarchy. 
 
14. Government of India/Government of India agencies funded project expenditure: 
The above stated process is followed in all respects other than the periodicity of releases which 
in this case is monthly and not quarterly. It is also observed that there were no constraints in 
release of funds as the funds have been earmarked. 
 
15. Multilateral Agencies funded projects (e.g. World Bank funded IAMWARM project): 
The funding for this project has been on reimbursement basis. The Government of Tamil Nadu 
spends the money through its annual budgetary allocation mechanism and claims 
reimbursement from the World Bank through the Government of India. The process of release 
of funds from the department of finance to the PIU remains the same as the other modes of 
funding stated above.  
 
F. Internal Audit 
 
16. There is no internal audit function at WRD. A private audit firm shall be engaged to 
undertake internal audit of the project in accordance with best practice issued by the Institute of 
Internal Auditors / Indian Institute of Public Auditors 
 

G. External Audit 
 
17. The Statutory audit of Government of Tamil Nadu is conducted by the Controller and 
Auditor General (C&AG) of India through their offices in Chennai which includes annual and 
propriety audits. The C&AG is a constitutional body and is independent of the Executive. Based 
on publicly available information the audit of the accounts for the state of Tamil Nadu has been 
completed for the year ended 31st March 2013. 
 
H. Financial Management and Budgetary Control 
 
18. During 2011-12, expenditure of Rs123,755.97 Crores against the total grants and 
appropriations of Rs140,235.43 Crores resulting in savings of Rs16,479.46 Crores. These 
overall savings were the net result of savings of Rs17,212.75 Crores offset by excess 
expenditure of Rs733.29 Crores.  
 
I. Financial Reporting 
 
19. Some departmental officers failed to ensure adherence to the terms of conditions 
relating to timely submission of utilisation certificates and annual accounts by grantee 
institutions. 
 
20. The project financial statements are also audited by the above agency in respect of the 
World Bank funded project. The experience in IAMWARM project indicates that the said process 
is completed within 210 days from the completion of the accounting year whereas ADB would 
require the same to be completed in 180 days from the completion of accounting year.  
 
21. WRD has prior experience in implementation of externally aided projects (through the 
IAMWARM Multi-Disciplinary Project Monitoring Unit). The Project Monitoring Unit for this 
project will need to provide a similar organizational structure, personnel, skills financial 
management system and procedures to implement this project. In particular, a dedicated full 
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time financial accountant should be assigned to the PMU and training shall be provided on ADB 
disbursement procedures. 
 
III. Risk Analysis 

 
22. We have carried out a Risk Analysis of the WRD and the risk description, risk 
assessment and risk mitigation measures are presented in the matrix below: 

 

Risk Description Risk 
Assessment 

Mitigating Measure 

A. Fund Flow and Budget 
WRD and GOTN have undertaken 
various other multilateral agencies 
projects mainly through the 
reimbursement method of seeking 
funds. The overall allocation for the 
project is carried out through the 
annual allocation of Budgetary 
resources. Delays are faced in 
release of allocated budget. 
In respect of Government of 
India/Multilateral agencies funded 
project no delays are reported and 
hence no mitigation is suggested. 
Allocation for operations and 
maintenance is often inadequate. 

L GOTN commitment obtained on 2% of 
capital expenditure allocation for 
operations and maintenance budget 

B. Organization and Staffing 
The present staff at the WRD are 
qualified and trained to undertake 
the accounting function. There are 
enough resources at the execution 
and supervisory levels to maintain 
adequate internal controls and 
segregation of duties. The head of 
accounting function is deputed from 
the Principal Accountant General’s 
office maintaining independence of 
accounting function. However, the 
staff at the EEs offices which were 
subject to review are not trained to 
handle the reimbursement 
procedures of CAAA and ADB. 

M To address this WRD shall organise 
to take on deputation, resources from 
the Project Management Unit of 
IAMWARM project (a World Bank 
funded project which will close in June 
2015) or train their staff on 
reimbursement procedure of ADB. 

C. Accounting Policies and 
Procedures 

Government Accounting System is 
being followed by WRD and 
includes maintenance of books of 
accounts on a cash basis of 
accounting and the overall financial 
management system, following 

M WRD shall undertake to get such 
resources on deputation from 
IAMWRM project or train their 
personnel at PMU of IAMWARM 
project. 
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finance and accounting procedures 
as has been done in implementing 
other externally aided projects in 
the recent past. There is a centrally 
established chart of accounts at 
Pan India level which is followed by 
WRD leading to an effective 
consolidation of the overall financial 
results. The present staff at the 
project implementation/monitoring 
unit level is not trained to provide 
project financial statements 
required by ADB. 

 

D. Internal Audit:  
There is no internal audit system of 
the expenditure in WRD though the 
external auditor (Controller and 
Auditor General) carries out 
propriety audit as a part of Annual 
audit process 

S WRD shall appoint an external audit 
firm to carry out internal audit of the 
project expenditure. 

E. External Audit:  
Delays have been observed in 
submission of annual audited 
project financial statements in 
respect of past Multilateral funded 
projects 

M WRD shall ensure that the unaudited 
accounts are compiled by 30th June of 
every year and in coordination with 
Principal Accountant General’s office 
(centralised accounting agency for the 
government accounts) thereafter 
follow up with the Controller and 
Auditor General Audit for timely 
completion of project financial 
statements 

F. Internal Controls: 
The internal controls are 
considered satisfactory  

L No mitigation measures suggested 

G. IT Systems:  
The primary books are maintained 
in a manual system and the later on 
recorded in a centralised place in a 
data base. This leads to 
reconciliation required between two 
sets of records 

 At this time, considered adequate, 
although  this is being addressed 
separately under a World Bank  
Project 

L = low, M = moderate, S = significant.  
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IV. Project Financial Management Systems 
 
23. Following are the financial management arrangements proposed to be established for 
timely implementation of the project:  
 
A. Staffing 
 

24. The PMU will be staffed at the Project Directorate level with a divisional accountant, with 
the requisite experience and qualifications, who will be assigned with the responsibility for 
oversight of financial management of the program during implementation. It is also proposed 
that the divisional accountants at the PIU’s will report to the divisional accountant who will 
responsible for the following activities: (i) coordination of all financial management requirements 
of the program, (ii) preparation of project financial statements (iii) preparing financial progress 
and monitoring reports, (iv) follow up with the State Finance Department for the release of 
funds, (v) preparation and submission of withdrawal applications to Controller of Audit and Aid 
Accounts (CAAA) of the Ministry of Finance for reimbursement from ADB in coordination with 
the state finance department, (vi) operationalization of MIS based financial management system 
in the project directorate and field divisions, and (vii) overseeing the work of the internal auditors 
and coordinating the work of external auditors. It is recommended that the divisional accountant 
of the PMU be deputed from the MDPU as they have prior experience in handling the 
requirements of multilateral funding agencies. The day to day accounting function at the PIU 1 
will be conducted by the existing divisional accountants and his staff. A separate PIU 2 will be 
set up with necessary accounting staff to undertake the functions of preparation of project 2 and 
3. Proposed organization chart is provided in Annexure A. 
 
B. Budget 
 

25. Budget Line Item in GOT Budget: The project will be pre-financed by the Government 
of Tamil Nadu through a dedicated budget head, separately identifiable line item under the 
Major Head no. 4701-03-434-PA-1604 Mitigation of Impact of Climate Change in Cauvery Delta 
for the ADB project in the Demand for Grants of the State Water Resources Department (WRD). 
Funds allocated under this budget head for the Financial Year 2016-17 are based on the 
projected expenditure for the program for 2017-17. This budget head will be distinct from other 
budget lines under this Major Head. This exercise of establishment of a distinct budget head is 
initiated as part of the budget exercise for the current financial year which commences in mid-
2015 for the Financial Year 2016-17. The budget submitted shall include both ADB’s share and 
counterpart (State) contribution agreed to finance approved activities planned under the project. 
Upon approval of budget by the State legislature, the State Finance Department would release 
funds under this subhead to the project management to allow these agencies to effect need 
based draw down of funds to finance approved project activities.  
 
C. Fund Flow Arrangements 
 

26. The fund flow arrangements for the project will be on reimbursement basis from the ADB 
loan proceeds. In accordance with the existing government procedures, the State Finance 
Department issues LOC to the PIU on a monthly basis and/ or more frequently based on the 
expenditure incurred by the project for the purposes of making available the loan proceeds 
along with the counterpart funding. 
 
27. The detailed fund flow arrangements are given in the following figure.  
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Figure 2. Detailed Fund Flow Arrangements 

 

 

28. Asset Inventory Management: The WRD has a system of recording of Asset/Inventory 
management on an ongoing basis and also a physical verification mechanism at the end of the 
financial year. The system will be further enhanced by the internal audit system being 
suggested for the project. The internal auditor will provide assurance by undertaking a physical 
verification of assets/inventory on a periodic basis. The internal auditor shall draw the 
assistance and reports of Project Supervision Consultants and PIU engineers on the technical 
quality, effective use and durability of the assets established and incorporate the findings in its 
consolidated report. The internal auditor will regularly review the records and documentation 
maintained by PIUs and will seek to link these with the physical assets created. 
 
29. Bank Account Operations: The dual signatory system with one person being 
mandatory from Accounts function which is in practice currently will be extended to the 
payments being made under the program. The Bank Accounts are reconciled on a monthly 
basis and is certified by an independent Treasury Department of the Government of Tamil 
Nadu.  
 
30. Segregation of Duties: There is an appropriate mechanism through various 
Government Orders providing for appropriate segregation of duties between estimating, 
ordering, receiving, certification of invoices and payments  
 
D. Finance Accounting and Auditing Requirements 
 

31. WRD will ensure the following: 
(i) A separate head of account is created for purpose of recording the expenditure 

incurred relating to the project; 
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(ii) PMU shall separately prepare and submit audited project financial statements to 
ADB in the English language within 6 months of the end of the fiscal year; 

(iii) Project financial statements shall include at a minimum, a statement of receipts 
and payments with accompanying notes and schedules. These shall be prepared 
to ensure maximum alignment to international accounting standards7 and 
Government of India financial regulations; 

(iv) Prepare and submit to ADB, annual contract awards and disbursement 
projections at least one month before the start of each calendar year; and 

(v) Record in a transparent manner all funds received from Government of Tamil 
Nadu and ADB.  

 
32. Internal Audit arrangements: The internal audit of the project will be conducted by an 
independent auditing firm recruited by WRD under agreed terms of reference. The objective of 
the internal audit is to strengthen the internal control framework and provide project 
management with timely fiduciary assurance that: (i) the financial management, the 
procurement systems and the internal control procedures as applicable to the activities under 
the project are being adhered to by the PMU, PIOs and the support entities; and (ii) the financial 
information being submitted to and by the PMU is in agreement with the financial records, and 
can be relied upon to support the disbursements made by the ADB as reimbursement of eligible 
expenditures. The internal auditor will submit a quarterly internal audit report to the Steering 
Committee. An executive summary of the key findings of the internal audit will also be submitted 
with the internal audit report for sharing the same with ADB, for the latter’s information.  
 
33. External Auditor Arrangements: Project financial statements shall be subject to audit 
by the Controller and Auditor General of India (C&AG). The audit shall be conducted audited in 
accordance with the International Standards of Supreme Audit Institutions, as appropriate, the 
guidelines and procedures set out by the CAG of India supplemented by the terms of reference 
for the external audit of ADB funded projects which have been agreed to between the Controller 
and Auditor General of India and ADB in September 2013. The annual audit report will include 
an audit opinions which cover (i) whether the project financial statements present a true and fair 
view or are presented fairly, in all material respects, in accordance with the applicable financial 
reporting framework; (ii) whether loan and grant proceeds were used only for the purposes of 
the project or not; (iii) the level of compliance for each financial covenant contained in the legal 
agreements for the project; (iv) use of the imprest fund procedure; and (v) the use of the 
statement of expenditure procedure certifying to the eligibility of those expenditures claimed 
under SOE procedures, and proper use of the SOE and imprest procedures in accordance with 
ADB’s Loan Disbursement Handbook and the project documents. If the auditor identifies any 
internal control weaknesses, a management letter shall also be issued. 
 
34. To ensure the timely submission of audited project financial statements, WRD shall 
formally request the CAG to include this project audits in their yearly work plan through the 
DEA, at the time of loan negotiations. In addition, unaudited project financial statements should 
be submitted for audit within 3 months of the end of the fiscal year. 
  

                                                                 
7
  Cash Basis International Public Sector Accounting Standards 
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35. The Government of Tamil Nadu has been made aware of ADB’s policy on delayed 
submission, and the requirements for satisfactory and acceptable quality of the audited financial 
statements.8 
 
36. Public disclosure of the project financial statements, including the audit report on the 
project financial statements, will be guided by ADB’s Public Communications Policy (2011). 
After review, ADB will disclose the project financial statements for the project and the opinion of 
the auditors on the financial statements within 30 days of the date of their receipt by posting 
them on ADB’s website. The Audit Management Letter (if any) will not be disclosed. 
 
 
Annexure.  Financial Management Assessment Questionnaire (available upon request) 

                                                                 
8
  ADB approach on delayed submission of audited project financial statements:  

• When audited project financial statements are not received within 6 months after the due date, ADB will withhold 
processing of requests for new contract awards and disbursement such as new replenishment of imprest accounts, 
processing f new reimbursement, and issuance of commitment letters. ADB will inform the executing agency of 
ADB’s actions: and II) advice that the loan may be suspended if the audit documents are not received within the 
next six months. 

• When audited project financial statements have not been received within 12 months after the due date, ADB may 
suspend the loan. 


