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I. PROJECT DESCRIPTION 

 

A. Rationale 
 

1. Given the severe problems of economic management in Papua New Guinea (PNG), the 
government asked the Asian Development Bank (ADB) to take a lead role in assisting with 
public sector reform, including public sector financial management reform, which was identified 
as a significant problem. Sound government financial management practices and procedures 
were to result in better identification of development targets, improved formulation of policies 
and programs to achieve the targets, and more efficient implementation of government 
activities. The project was to support the government’s development program, which was in line 
with ADB’s operational strategy for PNG, and had the overriding priority of strengthening 
development administration and improving governance.1   
 
B. Expected Impact 
 
2. The project was to help reverse the ongoing deterioration of public financial 
management, which was having severe adverse effects on overall economic management. By 
                                                 
1  ADB. 1999. Report and Recommendation of the President to the Board of Directors: Proposed Loan to Papua New 

Guinea for the Financial Management Project. Manila.  
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providing better and timely information, the project was to reduce waste and improve efficiency 
of the implementation of government activities, and to sharpen the targeting of government 
activities to priority areas.2 The benefits of better targeting and more efficient operations were to 
extend across the economy.  
 
3. The impact on poverty was expected to result from better targeting of resources and 
improved efficiency of service delivery. By improving transparency and accountability, the 
project was to increase the resources available for services in general, including poverty 
reduction.  
 
C. Objectives or Expected Outcomes 
 
4. The overall project objective was to establish strong public sector financial management 
infrastructure to provide an effective basis for broader economic, governance, and public sector 
reform. Specific objectives were to improve (i) planning, budgeting, and monitoring to enable 
better prioritization of government efforts and improve fiscal control; (ii) accounting and control 
of funds to enhance transparency, reduce wastage, and improve efficiency; and (iii) financial 
resources to enable more timely and efficient implementation of aid-funded programs. It also 
was to help implement year 2000 (Y2K) remedial programs.3 
 
D. Components and Outputs 
 
5. The project had the following components: (i) improving national and provincial planning 
and budgeting systems with a focus on the use of resource forecasts in planning and budgeting, 
technical efficiency, prioritization of activities, and greater transparency; (ii) improving budget 
execution and accounting systems; (iii) implementing information technology systems and a 
government enterprise network—provision of equipment and technical support for the 
reestablishment of a government-wide internet-based network and implementation of a sound 
information technology structure, and remedial programs in selected public organizations to 
ensure that information technology structures were Y2K compliant; (iv) providing training and 
human resource management—national and provincial training and technical support on 
planning, budgeting, and accounting system improvements under (i) and (ii), and analyzing 
public financial management practices and human resource development needs; and  
(v) providing change and program management—provision of a full-time program manager and 
deputy program manager, office accommodation, office equipment, and service vehicles to 
support the project and the financial management improvement program (FMIP); and 
management-related training and workshops for managers, treasurers, procurement officers, 
and other government staff.4   
 
E. Provision of Inputs 

 
6. The total cost of the project was estimated at $46.9 million, of which $25.8 was to be 
sourced from the ADB’s ordinary capital resources. Australian Agency for International 
Development (AusAID) and United Nations Development Programme (UNDP) were to provide 
parallel cofinancing on a grant basis, with an expected amount of $12.0 million and $0.5 million, 
respectively. The government was expected to finance $8.6 million. The actual funding was 
higher at $60.3 million due to the increase in the cost of software and equipment for the 

                                                 
2 This validation notes that no specific indicators were identified in the report and recommendation of the President 

for the expected impact. The indicators developed for the project mainly focused on process and performance 
indicators (footnote1 Appendix 9.). 

3  The validation notes that no specific indicators were identified in the RRP for the expected outcomes. 
4  The expected outputs of each component are specified in the logical framework of the RRP (footnote 1).  
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government enterprise network, the cost of software for the financial management system, and 
project management costs. As a result, AusAID increased its contribution for the training 
component by $10.9 million, and the government increased its contribution by $2.4 million to 
cover consultancy inputs in 2007–2008.5 
 
F. Implementation Arrangements 
 
7. The original executing agency was the Department of Treasury and Planning. When the 
Department of Finance (DOF) was established, the responsibility of project execution was 
transferred to it. The secretary of DOF acted as chairman of the project steering committee and 
was responsible for overall project coordination, planning, organization, and implementation. 
The implementation responsibility was placed largely on two teams of consultants. The first was 
a project management team that reported directly to the secretary of DOF. This team was led by 
two local consultants who were both DOF employees on leave of absence, with one 
concurrently serving as the project manager and manager for the FMIP. The second team 
comprised consultants from an international firm, under the supervision of the deputy project 
manager who was also an international consultant. This arrangement resulted in a project 
management structure with mixed lines of responsibility between the FMIP and the project itself, 
few checks and balances, and limited oversight by either the government or ADB (footnote 5, 
paras. 24–28). In effect, actual implementation was undertaken by a group of consultants who 
were operationally separated from the agency executing the project.  
 
8. Compliance with some of the loan covenants was delayed. Government approval of the 
FMIP strategic framework was delayed by almost 2 years, resulting in delayed implementation. 
There was also a delay of about 9 months in reducing the imprest account to $1 million as 
specified in another loan covenant.6 The covenant on counterpart funds was partially complied 
with as the funds were sometimes provided late and underfunding was about 18%. In 1999, 
ADB approved an advisory technical assistance (TA) for $0.5 million to help the government 
prepare a strategic framework for public sector financial management.7 The objective of the TA 
was to help the government advance the ongoing process of improving financial management—
building on the broad directions established in the FMIP by refining the strategic framework for 
implementing the program and the ADB project. The government endorsed the general strategic 
framework during TA implementation.8  
 

II. EVALUATION OF PERFORMANCE AND RATINGS  
 
A. Relevance of Design and Formulation 

9. At appraisal, the project was in line with the priorities of the government and ADB to 
improve governance through better public financial management. PNG’s 1996 Medium-Term 
Development Strategy articulated a coherent and disciplined approach to development 
management, including improvement in public sector service delivery. ADB’s 1998 country 
operational strategy placed good governance at the top of the policy agenda for PNG, with 

                                                 
5  ADB. 2010. Completion Report: Financial Management Project in Papua New Guinea. Manila. 
6  Schedule 3, para. 8(a) in the loan agreement specifies that the initial amount to be deposited into the imprest 

account will not exceed $2.5 million and that the maximum amount should be reduced to not more than $1 million 
by 30 June 2000. The amount was reduced to $1 million only in April 2001 (Footnote 5, main text, para. 29, and 
Footnote 1, main text, para. 74).  

7  ADB. 1999. Technical Assistance to Papua New Guinea for the Financial Management Strategic Framework. 
Manila.  

8  The TA completion report rated the TA generally successful. ADB. 2001. Technical Assistance Completion Report: 
Financial Management Strategic Framework in Papua New Guinea. Manila (TA 3240). 
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emphasis on stronger financial management. The project was also designed to ensure Y2K 
compliance for its computer software, especially for financial management.  
 
10. The concept of upgrading the planning and budgeting system (component 1) and 
improving budget execution and accounting systems (component 2) was reasonable and 
relevant. The idea was to determine the needs of various users and then to obtain the required 
software as ready-made packages. This was a feasible approach to the realization of the 
concept. However, during the third year (2003) of implementation, a decision was made to 
combine components 1 and 2, and to fund the development of an integrated software package 
that could cover all activities under these two components. This introduced a huge risk to the 
project in that the use of such an integrated system for public sector financial management was 
rare even in developed countries, and required technical sophistication in the development and 
operations phase that was nonexistent in PNG. The implementation consultants had identified 
the risks to this integrated financial management system (footnote 5, Appendix 4). Nonetheless, 
the decision was made to opt for this system. This change in project design resulted in 
implementation delays, and adversely affected project outputs and outcomes. It reduced the 
relevance of the project. In view of this, this validation rates the project partly relevant.  
 
B. Effectiveness in Achieving Project Outcome 

11. The main thrust of the project was to establish a financial management system that 
meets the needs of the government for better planning and budgeting, and budget expenditure 
and accounting. The appraisal expectation was that national computer systems would be 
functioning by 2001 and provincial systems by July 2002 (footnote 1, Appendix 1). However, 
these expected outputs were not achieved. At project completion, the integrated financial 
management package was not operating. The outputs of the two components were limited only 
to the preparatory activities needed to establish an improved financial management system 
(footnote 5, para. 13). 
 
12. The expected outcome for component 3 of Y2K compliance for computer systems within 
the public financial management sector was achieved. The PCR views that given the urgency of 
this component it could have been achieved at the government’s own expense or through a 
grant-funded TA. The training component contributed to improving financial skills and academic 
qualifications of the agencies concerned in the project. However, AusAID and UNDP provided 
most of the training. This validation agrees with the PCR that the training was less relevant in 
that no new or improved financial management system was in place through which the training 
could be applied. This validation concurs with the ineffective rating of the PCR. 
 
C. Efficiency of Resource Use in Achieving Outputs and Outcomes  

13. The process of implementation is rated inefficient. The project had long delays with 
almost all funds fully expended with very limited results. The approval of the strategic framework 
was delayed, resulting in delay in the recruitment of consultants required for implementation. 
The decision to opt for an integrated software package significantly affected the quality of 
implementation and outcomes. It stalled the progress of the development of the envisaged 
financial management system. The use of funds was also inefficient as resources used did not 
achieve the project’s main expected outputs and outcome. At completion, the project did not 
have a financial management system in place. This validation agrees with the inefficient rating 
of the PCR. 
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D. Preliminary Assessment of Sustainability 

14. The project is unlikely sustainable. No financial management system is in place to 
sustain project investments. A revamped financial management system would likely put in place 
an operating system either in the short or medium term. However, the realization of this system 
will largely depend on the efforts of the government and its capacity to improve its financial 
management infrastructure. Compliance to Y2K is likely sustainable beyond the project life. 
Training of staff is less likely sustainable as no new improved financial management system is 
in place through which the skills and knowledge acquired can be fully utilized. 
 
E. Impact 

15. This validation agrees with the PCR that the positive impacts of the project were the 
achievement of Y2K compliance and to some extent the improvement of staff skills. The project 
had no impact on the efficiency and transparency of the public financial system since the 
envisaged new financial management system was not realized. Consequently, the project had 
no impact on poverty. Overall, this validation rates the project’s impact negligible.  
   

III. OTHER PERFORMANCE ASSESSMENTS 
 
A. Performance of the Borrower and Executing Agency 
 
16. The PCR’s assessment of DOF performance as partly satisfactory is generous given the 
resources spent and nonrealization of expected outputs. While most covenants were met, 
decisions and actions taken by DOF caused project delays (see para 8). The decision to opt for 
integrated software complicated the implementation process, led to inefficient use of funds, and 
resulted in the main expected outputs not being realized. Also, when the Department of 
Treasury and Planning was split into three separate agencies, no clear and adequate provisions 
were made for the involvement of the three agencies in the project (i.e., departments of finance, 
treasury, and national planning and monitoring). This validation rates DOF’s performance 
unsatisfactory. 
 
B. Performance of the Asian Development Bank 

 
17. ADB fielded 13 review missions, 1 midterm review mission, and 1 project completion 
review mission. The design formulated at appraisal was reasonable and relevant but the change 
to an integrated financial management software package introduced risks in implementation and 
resulted in failure to achieve the main expected outputs. This validation agrees that the shift to 
an integrated system should have been considered a major change in scope requiring approval 
of ADB Management, instead of a minor change. The high risks identified by consultants to be 
associated with an integrated system were not given serious consideration by ADB (footnote 5, 
Appendix 4). As a result, the envisaged outputs and outcomes were not realized. This validation 
rates ADB’s performance unsatisfactory 

 
C. Others  
 
18. Audited financial statements were submitted but sometimes late. Quarterly progress 
reports were submitted, mostly as scheduled. 
  



 6

IV. OVERALL ASSESSMENT, LESSONS, AND RECOMMENDATIONS 
 

A. Overall Assessment  
 
19. The objective of developing a financial management system that more effectively meets 
the needs of the government was not achieved. The decision of DOF to adopt an integrated 
financial management system without having sufficient institutional and technical capacity 
introduced risks that adversely affected project implementation. Delays were experienced, funds 
were inefficiently used, and main outputs expected from the project were not realized. Overall, 
this validation concurs with the PCR rating of unsuccessful for the overall project.9   
 

Overall Ratings 

Criteria PCR IED Review Reason for Disagreement/Comments 
Relevance Less relevant Partly relevant  
Effectiveness in achieving 
outcome 

Ineffective Ineffective  

Efficiency in achieving 
outcome and outputs 

Inefficient Inefficient  

Preliminary assessment of 
sustainability 

Less likely Unlikely The project had almost no outcomes to 
sustain. No financial management system 
was in place at project completion. 

Borrower and executing 
agency 

Partly 
satisfactory 

Unsatisfactory Decisions and actions taken by the 
executing agency caused project delays 
and non-achievement of main expected 
outputs. 

Performance of ADB Partly 
satisfactory 

Unsatisfactory The ADB mission did not undertake 
necessary actions to prevent the project 
from failing.   

Impact Not rated Negligible The envisaged financial management 
system was not realized at project 
completion. 

Overall assessment Unsuccessful Unsuccessful  
Quality of PCR  Satisfactory  
ADB = Asian Development Bank, IED = Independent Evaluation Department, PCR = project completion report.  
Source: PCR and evaluation team 
 
B. Identification of Lessons 

 
20. The lessons are based on findings of the PCR. These include (i) the need to examine 
and assess carefully the full impact of a change in scope, taking into account technical 
implications; (ii) ADB supervision and staff skills should match the project’s technical complexity, 
such as in the area of public financial management systems; and (iii) other modalities such as a 
combination of TA and program lending or sector development program may have been a more 
appropriate approach to foster improvements in the public financial management system. In 
addition, experience with the project draws out the importance of existing institutional capacity 
for carrying out changes in the technical aspects of the project design. The risks associated with 
a change in scope should be fully considered to prevent project failure.  

 
C. Recommendations for Follow-ups 

 
21. The PCR notes that as of February 2010, none of the budgeting and accounting 
components had been rolled out. Assuming that these will eventually be rolled out, identifying 
                                                 
9  The overall weighted average score rating is 0.2, which is equivalent to an unsuccessful overall rating.  
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the capacity and limitations of the systems for these components will require 1 to 2 years. The 
PCR therefore recommends that any further ADB support for public financial management in 
PNG should wait until the use and effectiveness of the software package has been assessed. 
This recommendation is sound and reasonable.  
 
22. In countries such as PNG where reforms are slow and difficult to implement, this 
validation supports the recommendation that ADB must continue engaging in partnerships with 
these countries by extending long-term support to capacity development and systems in key 
agencies. For public financial management, support should be measurable and have realistic 
targets over long engagement timelines.  
 

V. OTHER CONSIDERATIONS AND FOLLOW-UP 
 
A. Monitoring and Evaluation Design, Implementation, and Utilization 

 
23. An initial set of indicators was developed to measure project activities and achievements 
(footnote 1, Appendix 9). Impact indicators and monitoring procedures were to be refined as 
part of the development of the FMIP strategic framework. The performance monitoring and 
evaluation system developed for the project was not put to full use as the project’s main 
expected outputs were not realized.  
 
B. Comments on Project Completion Report Quality 
 
24. The quality of the PCR is satisfactory. It follows the PCR guidelines (Project 
Administration Instructions No. 6.07) and is clear and concise.10 The reasons for failure to 
achieve the main outputs expected from the project were adequately discussed. It provided 
sufficient evidence to support the performance ratings. The lessons and recommendations were 
drawn from the PCR findings. The actual achievements vis-à-vis performance targets were 
clearly summarized in Appendix 1 of the PCR. The risks to the integrated financial management 
system were clearly presented in Appendix 4. 
 
C. Data Sources for Validation 

 
25. Data sources include mission back-to-office reports, the PCR, report and 
recommendation of the President, TA completion report, TA proposal, minutes of the 
management review meeting, project progress reports, and midterm review report. 

 
D. Recommendation for Independent Evaluation Department Follow-Up 
 
26. Undertaking a project performance evaluation report is unnecessary in that the expected 
main outputs were not realized and overall project performance was clearly below expectations. 
 
 
 
 
  

                                                 
10  ADB. 2009. Project Completion Report for Sovereign Operations. Project Administration Instructions. Manila. 
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REGIONAL DEPARTMENT’S RESPONSE TO THE PROJECT COMPLETION REPORT 
VALIDATION REPORT 

 
 
On 8 September 2011, Director, Independent Evaluation Division 2, Independent Evaluation 
Department (IED), received the following comments from the Urban, Social Development and 
Public Management Division, Pacific Department: 
 

While we are in principal agreeing with your assessment, we note the main deviation 
from the project completion report which is a down-grading of the executing agency and 
Asian Development Bank’s performance. This remains a matter of perception and can 
be debated.  
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