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RISK ASSESSMENT AND RISK MANAGEMENT PLAN (SUMMARY)1 
 
A. Introduction 
 
1. An assessment of risks pertaining to public financial management (PFM), procurement, 
and corruption was carried out in accordance with the Asian Development Bank (ADB) Second 
Governance and Anticorruption Action Plan (GACAP II), at the country and sector levels.2 The 
energy and urban (water supply and sanitation) sectors included in this assessment were 
selected because they constitute more than half of ADB’s portfolio in India and together cover a 
variety of common issues relevant to risk management across sectors.  
 
B. Public Finance Management 
 
2. Overall, the PFM system at the national level in India is strong due to (i) a well-organized 
and systematic approach to budget formulation; (ii) the high level of fiscal transparency; (iii) the 
comprehensive recording and management of cash balances, debt, and guarantees by the 
Government of India; and (iv) the timely external audit by the comptroller and auditor general of 
India of PFM systems. 
 
3. PFM systems at the sector level are generally strong; however, some areas need 
attention. The main risk is that of financial distress of utilities—resulting from the low cost 
recovery of public services owing to non-economic tariff setting and the untimely tariff revision 

by regulators, and high technical and commercial losses.
3  

 
4. A related risk arises from the weak accounting and reporting systems of some executing 
agencies. Despite the prescription of standard accounting practices (double entry accounting) 
by the central government authorities, some states and/or utilities still follow different practices, 
while others are in the process of switching from a single entry to double entry system. The use 
of diverse accounting practices makes the evaluation and comparison of financial positions 
difficult, leading to inaccurate financial planning. In the case of ADB-funded projects, the 
provision of training and capacity building for executing agencies has been found to be effective 
for ensuring accurate accounting and reporting according to ADB standards and procedures. 
 
C. Procurement 
 
5. The procurement performance of the central government ministries and departments 
has been generally satisfactory, and much procurement is carried out efficiently using fair and 
reasonable procedures. The introduction of e-procurement has further helped introduce greater 
transparency and efficiency into the procurement process. Furthermore, the Public Procurement 
Bill, 2012 pending in parliament seeks to create a fair, transparent, and competitive environment 
to ensure the procurement of quality works, goods, and services at least cost. 
 
6. At the state and local body level, the ability of some executing agencies to carry out 
efficient and transparent procurement is generally not as strong as at the central level. This is 
mainly due to the lack of dedicated procurement staff and the lack of standard procurement 
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procedures. Many executing agencies lack a dedicated procurement cell. Further, procurement 
staff are limited in number and not necessarily well versed in modern procurement approaches. 
This shortage of skilled and dedicated procurement staff poses a risk to efficient procurement by 
executing agencies.  
 
7. In terms of ADB projects, a lack of understanding of ADB’s procurement procedures, 
guidelines, and quality control requirements, and the lack of technical capacity to manage 
procurement can hinder effective project execution. However ADB’s response in terms of 
training and capacity building has helped considerably. In particular, efforts at institutionalizing 
training and capacity building have had large payoffs. Some of these are described in para. 12.  
 
D. Vulnerability to Corruption 
 
8. Certain high-profile cases involving irregularities in procurement and allocation of 
permits and/or licenses have led to a public perception that the extent of corruption has 
increased, and that this is partly due to ineffective checks and balances in implementing India's 
economic reforms. In reality, reforms (such as the abolition of industrial licensing and import 
licensing in the 1990s) have helped reduce opportunities for corruption. Rapid economic growth, 
however, has resulted in a sharp increase in the value of many scarce resources (e.g., minerals 
or land). As long as the allocation of these resources involves discretion and lacks 
transparency, the likelihood of corruption increases. Moreover, recent legislation (e.g., the Right 
to Information Act, 2005) and the strengthening of the government's own institutional apparatus 
(such as in-depth external audit) have brought attention to the issue of corruption, leading to a 
perception that corruption has increased. 
 
9. The government is adopting a multi-faceted approach to address corruption. It is (i) 
introducing greater transparency in public procurement processes; (ii) simplifying the 
procedures for delivery of public services by making them citizen‐friendly and time‐bound (e.g., 
Citizens for Time-Bound Delivery of Goods and Services and Redressal of their Grievances Bill, 
2011); (iii) introducing systems for allocating scarce resources through competitive auctions; (iv) 
introducing transparent and non‐discretionary procedures (e.g., the Right to Fair Compensation 
and Transparency in Land Acquisition, Rehabilitation and Resettlement Bill 2012); and (v) 
introducing tools for monitoring the delivery of public and/or welfare services under various 
schemes and programmes (the Unique Identification Project). The government is 
simultaneously strengthening institutional mechanisms to deal with corruption after it occurs. 
Examples include the Lokpal and Lokayukta Bill, 2011, the Judicial Standards and 
Accountability Bill, 2012 and the Whistleblowers Protection Bill, 2012. 
  
10.  At the sector level, vulnerability to corruption may arise from the loopholes in the 
implementation of projects, the lack of standard procedures for PFM and procurement, and the 
unethical practices of some project staff. Although ADB projects strictly adhere to the the ADB 
Anticorruption Policy (1998, as amended to date), the lack of understanding of ADB PFM and 
procurement systems by project staff can create difficulties. 
 
E. ADB Practices and Procedures 
 
11. To mitigate the risks mentioned above, the following practices are followed when 
delivering ADB assistance. Regular discussions, dialogue, and meetings—especially the 
tripartite review meetings (TPRMs) involving ADB, India’s Department of Economic Affairs 
(DEA) (Ministry of Finance, Government of India), and executing agencies—ensure that ADB 
assistance is well aligned with the government’s risk mitigation initiatives and strategy, and 
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addresses the structural, institutional, and/or operational limitations of the executing agencies.4 
The joint ADB–DEA Project Readiness Checklist and TPRMs are highly successful initiatives for 
quality assurance and timely resolution of potential bottlenecks. A remarkable evolution of 
TPRMs has been the Pipeline-TPRM, initiated in 2013, which uses the Project Readiness 
Checklist to formulate time-bound actions to ensure readiness in pipeline projects. DEA’s 
Screening Committee helps gauge the level of commitment by prospective executing authorities 
of ADB projects, and ensures ADB projects contain elements of the “Innovation Impulse with 
Investment” approach—innovation, capacity building, risk mitigation, and knowledge sharing 
and transfer.  
 
12. Capacity building and institutional restructuring have been important, and effective 
elements of ADB assistance to India. A Capacity Development Resource Center (CDRC) has 
been established at ADB’s India Resident Mission in New Delhi that collaborates with leading 
experts and national training institutes to develop and deliver training courses for executing 
agencies. Topics include sectoral and structural issues, including (i) ADB procedures on 
procurement, consultant selection, disbursement and safeguards; (ii) project implementation 
topics such as detailed project report preparation, pre-construction activities, and contract and 
construction management; and (iii) thematic topics, such as municipal accounting reforms. To 
date CDRC has trained about 3,000 government officials from various executing agencies.5 
  
13. ADB’s assistance has helped executing agencies in various sectors develop efficient 
and transparent PFM and procurement systems. In line with the government’s initiatives to 
tackle sector-specific risks, ADB’s projects support the deployment of new technology and the 
application of good practices in service delivery—for instance, through the use of electronic 
metering for water and power supply and feeder separation initiatives. Recently, ADB has 
approved standard terms of reference for audits by India’s comptroller and auditor general of all 
ADB-funded sovereign projects in India. The terms of reference are expected to increase the 
financial reporting uniformity of ADB-assisted projects. Further, ADB's Procurement Guidelines 
(2010, as amended from time to time), including the use of international competitive bidding and 
standard bidding documents, ensure that processes are streamlined and easily managed. 
 
14. ADB’s sector-level assistance has supported government’s efforts to reduce the 
vulnerability to corruption. For instance, the theft of electricity is being tackled through support 
for reform initiatives, which include (i) matching of feeder loads and meters; (ii) supporting 
unbundling of utilities in order to facilitate the comparison of financial performance and the 
disaggregation of costs and revenues by utility functions; and (iii) promoting and enforcing 
consumer interests through transparent decision-making.  
  
15. The number of staff members at the resident mission has increased considerably since 
2010, making the implementation of projects smoother and more efficient.6 Furthermore, the 
outposting of a procurement expert from the Operations Services and Financial Management 
Department has strengthened supervision.  
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