
Visakhapatnam–Chennai Industrial Corridor Development Program (RRP IND 48434) 

FINANCIAL MANAGEMENT ASSESSMENT 
 

A. Executive Summary 
 

1. A financial management assessment (FMA) was conducted in accordance with 
Asian Development Bank (ADB) 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 was conducted for the project 
management unit (PMU) representing the executing agency, i.e., Department of Industries and 
Commerce and Greater Visakhapatnam Municipal Corporation (GVMC), Andhra Pradesh 
Industrial Infrastructure Corporation Limited (APIIC), Transmission Corporation of Andhra 
Pradesh Limited (APTransco), and Andhra Pradesh Road Development Corporation 
(APRDC), all as project implementing units (PIUs). The financial management was assessed 
with focus 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. 

 
2. The PMU will act as the coordinating agency between the Directorate of Industries and 
the PIUs in implementing the project. The PMU has only been set up recently and recruitment of 
additional staff is in progress. The PMU will be supported by the project management 
consultants in developing an institutional set-up appropriate for the implementation of the project.  
 
3. The PIUs are well experienced in implementing projects for their entities. They have 
experienced technical, financial, and administrative staff to manage the affairs of the entity, as 
well as adequate fund management capability, accounting system, and other systems and 
procedures. 
 
4. However, the following are the risk factors that may affect the project impact and 
sustainability:  
 

(i) Lack of experience of the PMU and some PIUs in managing externally-assisted 
projects; 

(ii) Lack of key staff in PMU, including a financial management specialist; and 
(iii) Delay in the resolution of audit issues.  

 
5. Despite the highlighted risks, and with the ongoing actions by PMU and PIUs in 
addressing the issues, and the risk mitigation measures proposed, the financial management 
arrangements are considered satisfactory. The overall risk assessment for the project is 
Moderate. The action plan to reduce risks includes: 
 

(i) Capacity building of PMU and PIU staff in program accounting, reporting and 
policies, procedures of ADB, and in managing imprest account; 

(ii) Recruitment of adequate experienced staff in PMU including a financial 
management specialist; and 

(iii) Commitment of GoAP and PIUs to improve their internal audit processes by 
providing adequate audit resources, where required, to complete audit of PIUs in 
time.  
 
 
 

http://www.adb.org/Documents/RRPs/?id=48434-002-3
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B. Project Description 
 

6. The VCICDP will complement the ongoing efforts of the GoAP to enhance industrial 
growth and create high quality jobs.1 The program comprises (i) a policy-based loan (PBL) to 
support policy reforms, and institutional development in the state’s industrial sector; and (ii) a 
multitranche financing facility (MFF) for priority infrastructure projects in the Visakhapatnam–
Chennai Industrial Corridor (VCIC). The PBL of $125.0 million will have two tranches of $62.5 
million each. The MFF of $500.0 million (total $715 million including GoAP funds) will have two 
tranches. 

 
C. Country and Sector Financial Management Issues  

                        
7. Using existing diagnostics and available reviews, this chapter provides a country-level 
FMA focusing on the overall public financial management (PFM) set-up of the Government of 
India and its functioning vis-à-vis public expenditure management (PEM) outcomes, taking into 
account the state-level as and where possible based on available information. 

 
9. Relatively, few PFM assessments have been prepared for India in recent years:  
 

(i) Government-level – The National Institute of Public Finance and Policy 2 
(NIPFP) in 2010 upon request of the World Bank prepared the performance 
assessment3 of GoI-level. 

(ii) State-level – Although state level assessments exist for some other states 
(Jharkhand, Maharashtra, etc.), there is no statewide PFM assessment for 
Andhra Pradesh. 

 
10. These diagnostics and reviews provide the basis for the following country-level FMA and 
have been supplemented with further information and data as referenced.  
 
11. Overall and comparative performance of the government’s PFM system: The scores 
of the individual performance indicators of the government-level 2010 public expenditure and 
financial accountability (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. 
 

Table 1: 2010 Government-level PEFA-based PFM Performance Assessment 
 

PFM Performance Dimension 

Calculated Ratings 

Rating 
Numerical 

Scores 
Equivalent PEFA 

Ratings 
Credibility of the budget 2.67 B Medium 
Comprehensiveness and transparency 3.58 A Low 

                                                           

1   ADB. 2010. Support for South Asia Regional Economic Cooperation. Manila (TA 7491-REG); and ADB. 2012. 
Enhancing Economic Analysis and South-South Learning. Manila (TA 8254-REG). The VCICDP was prepared 
through resources from TA 7491-REG and TA 8254-REG.   

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”. 
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PFM Performance Dimension 

Calculated Ratings 

Rating 
Numerical 

Scores 
Equivalent PEFA 

Ratings 
Policy-based budgeting 1.75 C High 
Predictability and control in budget execution 2.44 C+ High 
Accounting, recording, and reporting 3.00 B Medium 
External scrutiny and audit 2.33 C High 

Calculated Overall Score 2.75 B Medium 
PEFA = public expenditure and financial accountability, PFM = public financial management.  
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. 
 

12. The PFM dimension with the highest score is ‘comprehensiveness and transparency’, 
while the lowest is for ‘policy-based budgeting’. Also, the dimensions for ‘predictability and 
control in budget execution’, ‘accounting, recording, and reporting’, and ‘external scrutiny and 
audit’ all have relatively high scores.4  

 
13. The overall score for India (2.75) with a medium-level of fiduciary risk is relatively high in 
an international context, given that the worldwide average PEFA overall score for 57 countries 
was 2.33 in 2009, and also higher than the average for lower-middle-income economies (2.41, 
footnote 4).  

 
D. Overview of Andhra Pradesh Financial Management System 
 
14. GoAP has undertaken steps towards reducing fiscal deficits and accelerating economic 
growth. Some of the important steps taken include the passing of the Fiscal Responsibility and 
Budget Management Act (2005), and adopting the fiscal correction path. GoAP has rationalized 
the taxes for stamps, registration, and motor vehicles by bringing down the rates which have 
resulted in better compliance and collections. Computerization and e-Governance initiatives of 
GoAP are also increasing transparency and streamlining record keeping and other procedures, 
consistent with the Right to Information Act (2005) passed by the government. GoAP is the first 
state to initiate the process of e-procurement and about 90% of its procurement is done 
electronically. 

 
15. Based on the audit of the GoAP finances, the comptroller and audit general of India 
(CAG) has commented that GoAP has been achieving the fiscal reform targets every year in 
post FRBM legislation period. GoAP registered revenue surplus for the eighth consecutive year 
in 2013-2014 and the fiscal deficit was within the ceiling prescribed in the FRBM Act. Total 
liabilities were brought down to 26.67% of gross state domestic product against a ceiling of 
28.20% prescribed in FRBM Act for 2013-2014.  
 
E. Greater Visakhapatnam Municipal Corporation (GVMC) 

 
16. Project implementing unit. GVMC is an urban local body and was incorporated under 
the Visakhapatnam Municipal Corporation Act (1979). Having been formed as Visakhapatnam 
Municipal Corporation, it was renamed as GVMC in 2005 after merging some more areas into it. 
It is managed by a corporation consisting of elected corporators. 

                                                           

4  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.  
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17. Major experience of managing externally financed projects. While GVMC has not 
implemented any externally-financed projects, it has implemented many projects utilizing its own 
funds as well as grants from GoAP and Government of India.  

 
18. Funds flow arrangements: GVMC has its own sources of revenue, primarily through 
property tax, water charges, as well as loans or grants from GoAP and central government for 
various projects. Loan funds, received from the Government of India to GoAP, would be passed 
on to GVMC.   
 
19. Staffing. GVMC’s finance and accounts department is adequately staffed and is headed 
by the Additional Commissioner (Finance). He is assisted by the Financial Advisor and Accounts 
Officer and two accounts officers, who are in turn supported by 14 other accounting staff.  
 
20. Accounting policy and procedures. GVMC follows the double entry accrual basis of 
accounting and the accounting standards stipulated in the Andhra Pradesh Municipal Accounts 
Manual. All accounting is integrated through the centralized e-Governance system based on the 
National Municipal accounts. 

 
21. Segregation of duties. The municipal system ensures adequate segregation of duties. 
While the engineering and administrative departments are responsible for ordering and 
receiving, the finance and accounts department is responsible for payment. 

 
22. Budgeting system. Departments prepare their respective budgets and forward the same 
to the finance department, which consolidates and presents it to the Municipal Corporation for 
approval. Responsibility of preparing budget is in the standing committee with the assistance of 
financial advisor and accounts officer and approval is by the corporation.  

 
23. Payments. Payments are made against invoices submitted after approval of the pre-
audit department, headed by the examiner of accounts. In GVMC, the examiner of accounts and 
Additional Commissioner are the authorized signatories for operating the bank accounts. 

 
24. Policies and Procedures. GVMC follows the accrual basis of accounting and adheres to 
the Andhra Pradesh Municipal Accounts Manual. Any changes in the accounting policies could 
be done only at GoAP-level.  

 
25. Cash and Bank. Most of the receipts of GVMC are online and very few checks are 
received. The bank reconciliation is done monthly. All payments are made on Real Time Gross 
Settlement, which makes direct payment from the Bank without the issue of checks. 

 
26. Safeguard over Assets. While record of fixed assets of GVMC is held by the Town 
Planning department, stocks details are monitored by the engineering and concerned 
departments. Assets are self-insured by GVMC, except motor vehicles, which are insured as per 
the provisions of the Motor Vehicles Act. 
27. Other offices and implementing entities. The implementation of the project would be 
done only by the Head Office. Consequently, the project oversight mechanism is robust. 

 
28. Contract management and accounting. GVMC maintains all records, including 
accounting records, contract wise which enables GVMC to monitor effectively.  
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29. Others. GoAP has constituted a Lokayukta (Anti-corruption ombudsman). All acts 
involving outright corruption or lack of integrity of any public servant can be brought to the notice 
of the Lokayukta which will investigate the matter and take action. Complaints can also be made 
to the Anti-Corruption Bureau of GoAP. 

 
30. Internal audit. There is no internal audit department in the entity. However, all 
transactions have to undergo a pre-audit conducted by the examiner of accounts before being 
implemented. A number of comments by State Audit Department, which conducts annual audit, 
pertain to inadequate internal control systems of GVMC. 

 
31. Reporting and monitoring. Financial statements are prepared on monthly and annual 
basis using automated accounting systems. Financial statements and supporting schedules are 
prepared according to the Andhra Pradesh Municipal Accounts Manual. 

 
32. Information Systems. GVMC has integrated enterprise resource planning (ERP) 
systems as part of the centralized e–Suvidha project of GoAP which endeavors to implement 
computerization of all urban local bodies (ULB) in GoAP. 

 
G.  Andhra Pradesh Industrial Infrastructure Corporation (APIIC) 

 
33. Project implementing unit. APIIC was formed in 1973 for the development of industrial 
infrastructure in GoAP. APIIC is also developing sector focused parks like apparel, food, and 
leather. With the bifurcation of the erstwhile GoAP into Telengana and Andhra Pradesh on 2 
June 2014, APIIC was also bifurcated. APIIC is managed by the Board of Directors with the Vice 
Chairman and Managing Director as the administrative head.   

 
34. Experience of managing externally financed projects. While APIIC has not 
implemented any externally-financed projects, it has developed many industrial clusters in the 
state for the establishment of industries, utilizing its own funds as well as borrowed funds.  

 
35. Funds flow arrangements. APIIC has its own sources of revenue, primarily through sale 
of developed lands. Such an activity has helped APIIC generate adequate surplus for financing 
counterpart funds. Loan funds, received from the Government of India to GoAP, would be 
passed on to APIIC.   

 
36. Staffing. APIIC has adequate staff in all departments, including finance and accounts 
department, to execute various projects. The finance department is headed by the Chief General 
Manager (Finance), who is assisted by a General Manager (Finance), Deputy General Managers 
(Finance), Managers (Finance), Assistant Manager (Accounts) and other staff.  

 
37. Accounting policy and procedures. APIIC follows the double entry accrual basis of 
accounting as stipulated by the Companies Act, 2013 and the Generally Accepted Accounting 
Principles (GAAP) applicable in India as stipulated by the Ministry of Corporate Affairs. 

 
38. Segregation of duties. APIIC has a robust organization structure including a well- 
defined system of segregation of duties and responsibilities.  

 
39. Budgeting system. Respective departments prepare their budgets and forward the 
same to the Finance department, which consolidates and presents it to the Board of Directors for 
approval. Budget is prepared in detail for all significant activities and provides benchmark for 
budget variance analysis. Approval for variances is required before the expenditure.  
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40. Payments. Payments are made against invoices submitted for payments after due 
verification. APIIC has a detailed delegated authority regarding check signing powers. 

 
41. Policies and procedures. APIIC follows the accrual basis of accounting. The employees 
are governed by Conduct, Discipline and Appeal Rules, 1974. The Accounts are to be 
maintained as per Accounts Manual and engineering works are carried out as per Engineering 
manual. The allotment of land/shed is governed by APIIC Industrial Parks Allotment Regulations, 
2015. The Corporation is also vested with powers of Local Authority in all the industrial areas 
developed by APIIC.  

 
42. Cash and bank. For payments up to Rs10 lakhs, two managers (Finance) would need to 
sign. For payments above Rs10 lakhs, one manager (F) needs to sign along with general 
manager (F) or chief general manager (F). In zonal offices, the zonal manager needs to sign 
along with manager (F). No cash is accepted from external parties. Limited cash payments are 
made through imprest payments. Bank reconciliation is conducted on a monthly basis. Cash on 
hand is physically verified on a daily basis. Only tax payments are made online and all other 
payments are made by cheques. Authorized signatories for online payments have passwords. 

 
43. Safeguard over assets. APIIC maintains a fixed asset register to exercise control and 
safeguard over assets. However, internal auditors have made certain audit observations 
indicating that verification and reconciliation of fixed assets are not satisfactory. All vehicles and 
office assets are insured. 

 
44. Other offices and implementing units. Zonal offices are responsible for implementation 
of the projects. Each zonal office has project and accounting staff required to implement 
projects. Based on the requirement of zonal offices, imprest amounts are provided to the zonal 
managers. All imprest accounts are reconciled every month. 

 
45. Contract management and accounting. Every contract is given with a work code and 
all activities are tracked. Accounting for each contract is also done separately.  

 
46. Internal audit. APIIC’s internal audit department consists of regular and retired officers 
of the corporation. Internal audit of head office as also the zonal offices has been outsourced to 
practicing chartered accountants from financial year 2014-2015. Internal audit is conducted as 
per the APIIC Internal Audit Manual 1993. Some of the key observations of the internal auditors 
relate to: (a) fixed asset registers not being properly maintained; and (b) several occasions of 
delayed remittance of taxes delayed filing of returns, in some of the zonal offices. 

 
47. External audit. The external audit is conducted by a statutory auditor appointed by the 
CAG. M/s Jawahar & Associates, Hyderabad, are the current statutory auditors of APIIC. The 
audit of 2014-2015 is yet to finalized as the terms of reorganization of APIIC after the state 
bifurcation has not been finalized and is currently awaiting GoAP approval. After the completion 
of audit by the statutory auditor, CAG also conducts its own review.  

 
48. Reporting and monitoring. Financial statements are prepared on monthly and annual 
basis using automated accounting systems. Financial statements and supporting schedules are 
prepared according to the GAPP. The financial statements are prepared with the help of ERP, 
tally and oracle e-Business suite. 
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49. Information systems. APIIC’s ERP system is under implementation on a gradual basis. 
Initially the accounts department package would be implemented followed by other departments. 
Then all departments would be integrated.  
 
H. Andhra Pradesh Road Development Corporation (APRDC) 

 
50. Project implementing unit. APRDC was formed in 1998 by the Andhra Pradesh Road 
Development Corporation Act. With the bifurcation of the erstwhile state into Telangana and 
Andhra Pradesh on 2 June 2 2014, APRDC has also been bifurcated. APRDC is part of the 
Roads & Buildings Department (R&BD) and managed by a governing body with the Governor of 
GoAP as the Chairman, and the Managing Director as the administrative head.  

 
51. Experience of managing externally financed projects. APRDC is currently managing 
the implementation of the World Bank-funded Andhra Pradesh Road Sector Project involving a 
total investment of Rs3,145 crores. Earlier, APRDC managed the Andhra Pradesh State 
Highways Project in the amount of Rs1,996 crores and was completed in 2004.  

 
52. Funds flow arrangements. R&BD, based on its requirements, gets the appropriate 
budgetary allocation from GoAP to execute various road projects. Loan funds, which would be 
received by GoAP from GoI, would then be passed on to R&BD through budgetary allocations. 
APRDC, being the project implementing agency, advises the pay and accounts officers of GoAP 
in the respective districts where the project is being implemented to make payments from the 
government treasury.  

 
53. Staffing. APRDC has adequate staff in all departments including finance and accounts 
department to execute various projects. The finance and accounts department is headed by the 
finance manager, who is assisted by the divisional accounts officer and other staff. 

 
54. Accounting policy and procedures. APRDC follows the double entry accrual basis of 
accounting and the GAAP applicable in India. All accounting entries for project are made in the 
books of GoAP.  

 
55. Segregation of duties. APRDC has a robust organization structure including a well- 
defined system of segregation of duties and responsibilities. Segregation of duties is maintained 
in all aspects as part of accounting system. 
56. Budgeting system. APRDC follows an annual budget exercise wherein each 
department prepares its budget and forwards the same to the finance department, which 
consolidates and presents it to the state assembly for approval. The general manager and 
managing director are responsible for budget of APRDC. Budget is prepared in detail for all 
significant activities and provides benchmark for budget variance analysis.    

 
57. Payments. Payments are made against invoices submitted after due verification. 
APRDC forwards the certified bills to the pay and account officer of GoAP for making payment to 
the contractors or consultants. All payments are made through the district treasury.  

 
58. Policies and procedures. APRDC prepares its financial statements in accordance with 
GAAP under the historical cost convention on the accrual basis and materially comply with the 
mandatory accounting standards as specified in the Companies Rules (2006). APRDC, being a 
corporation set up by GoAP, follows the GoAP rules for discharge of its functions. Decision 
making in APRDC is governed by Andhra Pradesh Public Works Department (PWD) code, 
Andhra Pradesh financial code and Andhra Pradesh accounts code.  
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59. Cash and bank. Payment for project expenditure is done through pay and accounts 
officer, Government Treasury. For its own expenditure, APRDC maintains account with State 
Bank of India or State Bank of Hyderabad, for which the managing director is the sole signatory 
for cheques. For APRDC, cash and bank are reconciled regularly on a monthly or quarterly 
basis.  

 
60. Safeguard over assets.  APRDC maintains a fixed asset register to exercise control and 
safeguard over its own assets. As per APRDC policy, assets are not insured. 

 
61. Other offices and implementing units. There are 19 divisions in 13 districts which 
implement projects. They are headed by the Executive Engineer officers. Divisional accounts 
officers are responsible for the accounting and financial management at the 19 divisions. 

 
62. Contract management and accounting. Every contract is given with a work code and 
all activities are tracked. Accounting for each contract is also done separately.  

 
63. Internal audit. Pre-audit is done by pay and accounts officer before the payment for the 
work bills is released from the state treasury. However, APRDC is currently in the process of 
appointing an internal auditor to audit the entity accounts as also the project accounts.  

 
64. External audit. The external audit is conducted by a statutory auditor appointed by 
GoAP. M/s Mahesh and Virendar & Sriram are the current statutory auditors of APRDC. The 
audit for 2014-2015 is currently in progress (the first after the bifurcation of APRDC due to the 
State reorganization) and is expected to be completed shortly. Audit for financial years up to 
2013-2014 as also from April 1 to June 1, 2014 (up to the date of bifurcation) has been 
completed.  

 
65. Reporting and monitoring. Monthly, quarterly, and annual progress reports are 
prepared for implementing units and sent to external financing agencies. Monthly financial 
statements are prepared using tally accounting software and the reports are being used for 
monitoring and making decisions in day to day operation of APRDC. 

 
66. Information systems: APRDC’s financial management system has been computerized. 
Project expenditure and financial data are maintained by the software developed by GOAP. 

 
I. Transmission Corporation of Andhra Pradesh Limited (APTransco) 

 
67. Project Implementing Unit. APTransco is a company incorporated under the 
Companies Act (1956). It was formed in 1998 to plan, construct, and maintain electricity 
transmission network in the state. With the bifurcation of the erstwhile State into Telengana and 
Andhra Pradesh on 2 June 2014, APTransco was also bifurcated. It is managed by the Board of 
Directors with the Chairman and Managing Director as the administrative head.  

 
68. Experience of managing externally financed projects. While APTransco has not 
implemented any ADB-financed projects, it has implemented some projects funded by World 
Bank, JICA, and JBIC.  

 
69. Funds flow arrangements. APTransco has a robust revenue profile through receipt of 
transmission charges for transmitting electricity through its system. Such an activity has helped 
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APTransco generate adequate surplus for financing counterpart funds. Loan funds, received by 
the Government of India to GoAP would then be passed on to APTransco.  
 
70. Staffing. APTransco has adequate staff in all departments including finance and 
accounts department to execute various projects. The finance and account department is 
headed by the Finance Director, who is assisted by account officers, manager, and other staff. 

 
71. Accounting policy and procedures. APTransco’s annual financial statements are 
prepared as per the Electricity Rules (1985) and also as per accounting standards by the 
Institute of Chartered Accountants of India. APTransco follows the double entry accrual basis of 
accounting, and bank reconciliation is completed every month. 

 
72. Segregation of duties. APTransco has a robust organization structure including a well-
defined system of segregation of duties and responsibilities. APTransco’s rules, regulations, 
instructions, manual, and records for discharging functions are the guiding force for its 
administrative functions. 

 
73. Budgeting system. Budget is prepared in detail for all significant activities and provides 
benchmark for budget variance analysis. Functional heads in the level of chief engineer will 
prepare the budget and it will be approved at the level of the Board of Directors.  

 
74. Payments. Payments are made against invoices submitted after due verification. There 
are more than 18 accounting units which have authorized signatories for operating bank 
accounts. The authorization is specifically given to the officers at the level of assistant accounts 
officers to senior accounts officers or superintending engineers. 

 
75. Policies and procedures. APTransco is governed by the Electricity Act (2003), 
Electricity Reforms Act (1998), Electricity Duty Act (1939), Indian Electricity Rules (1956), and 
Energy Conservation Act (2001). APTransco’s operations are governed by APERC orders and 
guidelines, APSEB operation guidelines, and terms and conditions of supply. 

 
76. Cash and Bank. Bank account would be opened in any of the banks with whom 
APTransco has relationship. 

 
77. Safeguard over assets.  APTransco maintains a fixed asset register to exercise control 
and safeguard over the assets. Periodic reconciling the assets with the register is conducted. 

 
78. Other offices and implementing units. Project implementation is done at various 
offices and the office heads are responsible for implementation of the projects.  

 
79. Contract management and accounting. Every contract is given with a work code and 
all activities are tracked. Accounting for each contract is also done separately.  

 
80. Internal audit. APTransco has appointed external independent chartered accountants 
for conducting internal audit. The internal audit reports are considered by the management and 
the audit committee of Board of Directors of APTransco for review. The statutory auditors, in 
their audit report for 2013-2014, have opened that there are adequate internal control 
procedures commensurate with the size of the company and the nature of its business on the 
purchase of inventories, fixed assets, and sale of goods/services.  
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81. External audit. The external audit is conducted by the statutory auditor appointed by the 
CAG. M/s S. Daga and Associates is the current statutory auditors of APTransco. Normally, the 
audit reports are submitted within the stipulated deadline prescribed by the Companies Act 
(1956). Subsequent to the bifurcation of APTransco in June 2014, the accounts for 2014-2015 is 
yet to be finalized and consequently, audit of 2014-2015 accounts is also delayed. It is expected 
to be completed shortly. After the completion of audit by the statutory auditor, CAG also 
conducts its own review.  

 
82. External audit. While APTransco has implemented several projects funded by World 
Bank, JBIC, and JICA, it has not implemented any ADB assisted projects.  

 
83. Reporting and monitoring. Financial statements are prepared on monthly and annual 
basis using automated accounting systems. Financial statements and supporting schedules are 
prepared according to the GAAP. The financial statements are prepared with the help of ERP 
software. APTransco’s ERP systems are well-integrated consisting of project management, 
finance, material, maintenance, human resources, and payroll modules. 

 
84. Information Systems. APTransco’s ERP system is under implementation on a gradual 
basis. ERP for six departments has been completed and the implementation for the rest of the 
company is under process.  

 
J. Risk Assessment 
 
85. The FMA has considered two types of risks; (i) inherent risks; i.e., risks outside the direct 
control of PMU and PIUs’ financial management, and (ii) control risks; i.e., risks concerning the 
internal functioning and control of PMU and PIUs’ finance and accounting divisions. The 
following key risks and mitigation measures have been identified: 
 

Table 2: Risk Assessment 
 

Risk Description Risk Assessment Risk-Mitigation Measures 
Inherent Risk 
1. Country-specific  
risks (India) 

LOW 
While significant headway is being made with 
reduction in fiscal deficits and e-governance 
initiatives, the internal audit functions remain 
weak at the state level.  

              
Strengthen internal audit at 
the PIU level. 

2. Entity-specific  
risks (Directorate of 
Industries) 

MODERATE 
(i) In its audit, CAG has pointed out several 
inadequacies in the GOAP financial 
management and reporting, including (a) 
unrealistic budget assumptions, (b) weakness 
in expenditure monitoring and control, (c) poor 
internal control in some Departments, (d) poor 
program implementation, (e) weak expenditure 
monitoring systems and (f) non reconciliation of 
expenditure and receipts. 
 
(ii) DOI has limited capacity to handle the 
budgeting, accounting, internal controls, and 
reporting functions. However, the PIUs have 
adequate experience in managing and 
implementing projects, and some of them have 

 
(i) GoAP is taking several 
steps to address the issues 
raised by the CAG, including 
e-Governance. 
 
(ii) Andhra Pradesh is a new 
state. PMU also has just 
been set up and needs to be 
staffed adequately with 
experienced personnel. 
While some PIUs have 
experience in managing 
externally assisted projects, 
PMU needs to have 
experienced staff to manage 
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Risk Description Risk Assessment Risk-Mitigation Measures 
also accessed external assistance from World 
Bank, JICA, and JBIC. Fund flow is not an 
issue as it follows the reimbursement method.  

the entire process with ADB, 
GoI, GoAP, and PIUs. 

 
 
Overall 
inherent risk 

 
 

MODERATE 
Implementing projects in a multi sector is a challenge for the new GoAP. PMU 
is also a new entity yet to be staffed adequately. Absorption of funds to create 
infrastructure in energy, roads, water supply, sewerage, etc. is a critical factor 
in the success of the program.  

Control Risk 
1.  Implementing    
Entity 

LOW 
Whereas implementing agency’s capacity in 
managing a multi-sector program is 
inadequate, the PIUs have adequate capacity 
and their financial management is satisfactory. 
The PIUs have a structured and competent 
financial management and accounts 
department. Proper controls are in place 
concerning their business operations.  

 
Not applicable 

2. Funds Flow MODERATE  
GoAP’s DOI and Finance Department and the 
PIUs will manage overall project funds. 
Reimbursement mechanism along with a 
project imprest account will be used to cover 
various payments. Each PIU will have its own 
project account. However, neither the PMU nor 
the PIUs have any experience of managing 
ADB funds. 

 
Capacity building needs to 
be provided for adhering to 
ADB’s policies and 
procedures as also in 
management of imprest 
account. 

3. Staffing MODERATE 
The PIUs’ finance and accounts departments 
are adequately staffed with competent and 
experienced personnel. However, the PMU 
needs to be adequately staffed with 
experienced staff including a financial 
management specialist to take care of 
coordination issues with the PIUs, especially 
relating to fund transfers, submission of 
reimbursement claims, etc. 

 
PMU needs to be staffed 
adequately with experienced 
personnel. 

4. Accounting 
Policies and 
Procedures 
 

LOW 
Policies and procedures are well documented. 
While GVMC uses Andhra Pradesh Municipal 
Accounts Manual, other implementing 
agencies follow the Generally Accepted 
Accounting Principles (GAAP) and accounting 
standards as applicable. 

 
Not applicable 

5. Internal Audit MODERATE 
The Director of State Audit which conducts 
annual audit also does internal audit of 
GVMC’s internal processes. AP Transco and 
APIIC have appointed external Chartered 
Accountants to do internal audit whereas 
APRDC is in the process of appointing an 
external chartered accountant to conduct its 

 
GVMC and APIIC need to 
improve their internal 
processes. And, GVMC 
needs to appoint a separate 
internal auditor to give more 
focused attention on 
adhering to internal 
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Risk Description Risk Assessment Risk-Mitigation Measures 
internal audit. The external auditors of GVMC 
and APIIC have indicated that the internal 
control systems of GVMC and APIIC need 
strengthening. 

processes. APRDC also 
needs to appoint an internal 
auditor. 

6. Reporting and  
    Monitoring 

MODERATE 
Comprehensive monthly and quarterly FM 
reporting systems are in place for all PIUs. 
Routine reports are produced from the 
Accounting System – others are prepared on 
spreadsheets with figures extracted from the 
accounting system. 

 
Need to fully computerize 
accounting systems 

7. Information 
    Systems 

LOW 
AP Transco has a comprehensive enterprise 
resource planning system including financial 
accounts. GVMC uses the e-Suvidha system 
for its information system. APRDC also uses 
the Bills Monitoring System of GoAP. APIIC is 
in the process of introducing ERP. 

 
Not applicable 

Overall 
Control Risk 

MODERATE 
Some financial management risks, flaws, and imperfections are recognized, 
but all of them are not high. However, delays in the finalization of audit reports 
for the past years are found with substantial risks and these need to be tackled 
with adequate provision of resources.  

 
K. Financial Management System: Strengths and Weaknesses 
 
86. Strengths. A significant strength of the financial management system in all PIUs is that 
they have computerized both the management information system and the accounting system.    

 
87. Weaknesses: The significant weaknesses of the FM system are as follows: 
 

Table 3: Weakness and Resolution 
 

Significant Weaknesses Resolution 
Only APRDC and APTransco have experience in 
implementing externally-aided projects. 

As none of the PIUs have experience in 
implementing ADB assisted projects, training of 
staff in program accounting, reporting and 
policies, and procedures of ADB is essential. 

PMU has just been set up and adequate staff 
including a financial management specialist is yet 
to recruited. 

To recruit a financial management specialist with 
experience in ADB funding.  

GVMC and APIIC do not have adequate internal 
control systems, while APRDC also does not have 
an internal audit wing. 

GVMC and APIIC need to improve their internal 
control by appointed qualified staff; APRDC is to 
appoint an internal auditor. 

Except for APTransco, audits of PIUs’ annual 
accounts are generally delayed and take more 
than one year. In the case of 2014-2015, audit of 
some of the PIUs (APIIC, APRDC, APTransco) 
has been delayed due to the bifurcation of Andhra 
Pradesh into Telengana and Andhra Pradesh.  

Commitment from GoAP that yearly audit of all 
PIUs to be completed by 6 months from the 
closure of fiscal year in future. Commitment from 
GoAP to finalize the accounts for 2014-2015 for 
APTransco, APIIC, and APRDC within a mutually 
agreed deadline with ADB. 
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