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INTRODUCTION: COMPOSITION AND MEETINGS OF THE AUDIT AND RISK COMMITTEE
1.
This annual report covers the activities of the Audit and Risk Committee (ARC) of the
Board from 1 July 2020 to 30 June 2021. During this period, the ARC met 11 times and covered
23 agenda items. The composition of the Committee during this period is in Appendix 1 and the
updated Terms of Reference (TOR) of the Committee approved in June 2021 is in Appendix 3.
The ARC was formerly known as the Audit Committee of the Board (ACB), its new name (ARC)
became effective upon approval of the TOR.
2.
During the year, five Committee members’ terms expired, and vacancies were filled
promptly to ensure a quorum for all meetings.
3.
The ARC met with staff of the Asian Development Bank (ADB) from the Controller’s
Department (CTL), Office of Risk Management (ORM), Office of the Auditor General (OAG),
Office of Anticorruption and Integrity (OAI), Corporate Services Department (CSD), and
Information Technology Department (ITD), as well as the Bank’s external auditor (Deloitte &
Touche LLP Singapore). In addition, the Treasury Department (TD) and the Private Sector
Operations Department (PSOD) regularly attended relevant sessions and contributed to the
discussions. The work program of the Committee can be found in Appendix 2.
I.

THE CHAIR’S VIEW: ACCOMPLISHMENTS OF THE AUDIT AND RISK COMMITTEE
The Year That Was—From ACB to ARC and Efficiencies Implemented

4.
As the pandemic took a turn towards new and highly transmissible variants in 2021, Manila
continued to experience several iterations of a lockdown. To ensure the safety and security of the
ADB community, staff were placed on an extended work-from-home (WFH) arrangement. The
ARC and the Secretariat continued to work hard throughout the year. Building upon the significant
gains of the previous year, major progress was achieved on important agenda items, including
the introduction of efficiency and effectiveness measures. To wit:
5.
After a lengthy and thorough process, the updated TOR was finally approved by the Board
of Directors. First started in 2019 by then Chair, Pierre Emmanuel Beluche and the previous
composition, the TOR was endorsed to the Board in June 2020. This project was then taken up
by subsequent Chair, ED Warotai Kosolpisitkul and Committee members, and endorsed in toto
through a second memorandum to the Board. The Committee and I continued the work during
my term as Chair. The updated TOR was approved by the Board of Directors on 22 June 2021.
6.
I congratulate all Committee members—those from previous compositions as well as
current members for all of their hard work. We also especially thank the ARC Secretariat, the
Office of the Secretary, and the Office of the General Counsel for keeping up the momentum and
working tirelessly on the Rules of Procedure and TOR to get these documents approved by the
Board of Directors.
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7.
In addition, the Committee’s request for an Audit on Vacancy-Driven Promotions was
completed by OAG with very good results and recommendations. The Committee intends to
request an update from Budget, People, and Management Systems Department (BPMSD) after
a year’s time.
8.
The Committee also discussed OAG’s Audit of ITD’s Digital Agenda 2030. This was a joint
meeting/discussion with the Budget Committee of the Board. The audit assessed the overall
project and governance of Digital Agenda 2030, and its implementation with a focus on project
management controls, reporting, and benefits measurement.
9.
The Committee discussed with ITD the safety and security of the Bank’s IT infrastructure,
with special reference to cybersecurity. We also requested that CSD incorporate input from ITD
in their bi-annual updates to the ARC on organizational resilience and business continuity, and
include the Director General, ITD in their meetings with the Committee.
10.
In a move to streamline processes, incorporate efficiencies, and ensure that we utilize
Committee time and that of staff wisely, I requested the Secretariat to have all ARC materials
migrated onto SharePoint. The Secretariat has created a specific SharePoint site for ARC to
facilitate access to presentations, agenda items and TORs—both previous and the recently
approved. This is of value not only to ARC members but also members of all Board suites.
11.
Given that all Committee meetings are virtual, with members and staff joining from
different geographic regions, we requested all departments concerned to submit pre-recorded
presentations ahead of Committee meetings to enable us to use our time more efficiently and
effectively. ARC was the first Committee to introduce this practice.
12.
Along the same efficiency theme, we requested OAI to shift their presentations/updates
to the ARC from a quarterly schedule to a bi-annual basis, with written reports to be provided as
needed to the Committee. Moreover, OAG has also revised and streamlined its communications
with ARC and the Office of the Secretary.
13.
All of the abovementioned innovations are meant to enhance the work of the Committee
and staff/offices involved along efficiency lines.
14.
Finally, regarding Priority Topics for Follow Up as recommended by the previous
composition of the ARC (2019-2020), I am pleased to report that much have been accomplished
by this Committee. ARC has looked into topics in the context of the comprehensive response to
the coronavirus disease (COVID-19) such as the Capital Adequacy Framework, LIBOR reform,
Current Expected Credit Loss (CECL), and the Exposure Exchange Program, in addition to staff
safety, security and the capacity to deliver on internal and external audits.
15.
The events and conditions of 2020 were unprecedented with the COVID-19 pandemic
upending all of our lives. Yet, throughout 2020 and 2021, the ARC and staff from CTL, ORM,
OAG, OAI, CSD, ITD and the Secretariat have worked very hard across different regions and time
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zones. While challenges remain, our mission is clearer than ever with our eyes on the great prize
—an Asia and Pacific that is prosperous, inclusive, resilient and sustainable.
II. THE FINANCIAL STATEMENTS
16.
The Committee met and discussed ADB's 2020 financial statements and the external
auditor’s report with staff from the Controller’s Department and the external auditor, Deloitte and
Touche, on 12 and 15 March 2021. The Committee reviewed the external auditor’s opinions,
appropriateness of accounting principles applied to the financial statements and related
disclosures, and management’s report, including the external auditor’s opinion on internal
controls over financial reporting (ICFR).
17.
The Committee noted that the external auditor expressed a clean opinion on the financial
statements and the ICFR for the ordinary capital resources (OCR) and eight Special Funds. The
Committee noted that the production of the financial statements and external audits were carried
out well while working from home due to the prolonged pandemic situation in 2020–2021.
18.
The financial position of the OCR remained sound as reflected in the balance sheet. ADB’s
effective and rapid COVID-19 support for Asia and the Pacific resulted in record high
commitments and disbursements in 2020, and the strong lending operations resulted in the
continued growth of the OCR balance sheet. The Committee also noted that the new loan loss
provisioning policy (current expected credit loss), which became effective on 1 January 2020, was
successfully implemented through close collaboration with several departments.
19.
The Committee also noted that OCR in 2020 reported a net income of $1,372 million
($1,554 million in 2019) and allocable net income of $1,132 million ($1,069 million in 2019). While
the increased lending operations in 2020 led to the additional income from loans, the volatile
interest rate environment contributed to lower income from liquidity investments. In addition, the
adoption of the new loan loss provisioning policy, coupled with changes in the macroeconomic
forecast and credit rating of ADB’s borrowers, increased provisions for credit losses in 2020. The
increase in allocable net income in 2020 was mainly due to the realized gains from divestments
of equity investments.
20.
The Committee recommended to the Board of Directors (BOD) that the 2020 annual
financial statements be submitted to the Board of Governors for approval. The BOD approved the
statements, and the Board of Governors approved them and the OCR net income allocation
during the May 2021 Annual Meeting.
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III. INTERNAL AUDIT
21.

The ARC reviewed the following reports of the Office of the Auditor General (OAG):
(i)
(ii)

A.

OAG’s bi-annual reports for the periods ending 30 June 2020 and
31 December 2020; and,
OAG’s 2021 Internal Audit Work Program.

Office of the Auditor General’s Bi-annual Reports

22.
OAG delivered the 2020 work program with the conclusion of 16 engagements. The 2020
internal audit work program had 19 engagements, comprising 14 new audits, four new advisories,
and one carryover audit from the 2019 work program. From the 2020 work program, two audits
and one advisory were moved over to the 2021 work program. All OAG staff have been working
from home since March 2020, when the COVID-19 pandemic began in the Philippines. OAG’s
internal audit teams have adjusted well to remote auditing, but inevitably they had to extend the
time allotted for audit field work in consideration of the priorities of the audit clients and
stakeholders.
23.
Moreover, on behalf of the Committee, OAG also reviewed the non-audit service
proposals submitted by Deloitte, the external auditor, for potential conflicts of interest and ensured
that the non-audit contracts awarded to Deloitte in 2020 did not exceed the mandatory limit set
by the Committee.
B.

OAG’s 2021 Internal Audit Work Program and Progress to Date

24.
The Committee noted OAG’s 2021 Work Program which outlined OAG’s assurance and
advisory services for the said year. OAG incorporated all of the recommendations of the
Committee during the discussion on the tentative assurance and advisory engagements last 24
February 2021. The final proposal focused on key risks and emerging issues for ADB and the
program seeks to strengthen ADB’s governance and system of internal controls for the
achievement of Strategy 2030.
25.
The 2021 work program consists of 15 assurance services and four advisories. Three of
these engagements are carryovers from 2020. The Committee endorsed the work program for
2021, with the provision that in the event there are issues arising from OAG’s ability to conduct
their work due to the pandemic, OAG will come back to the Committee and indicate where the
adjustments can be made, including with regard to resources. The Committee also discussed
how OAG will explore ways to switch to a three-year rolling work program from next year to
replace its current annual work programming.
26.
OAG has managed the work program dynamically as the business environment has been
in flux. OAG has continuously monitored changes in the risk landscape and updated its work
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program to direct limited resources to the topics and business processes where OAG can add the
most value.
27.
The Committee also welcomed the proactive and engaging new Auditor General who
joined ADB from February 2021. She has closely studied the areas which can be enhanced to
add value across the organization. In addition to the work program, OAG has undertaken to
strengthen its practice in five areas, based on feedback and suggestions received from ARC
members, Management and OAG staff. These are:
(i)
(ii)
(iii)
(iv)

(v)

Analyzing control issues at the system level beyond compliance checking
Facilitating sustainable solutions to address the root cause of problems
Enhancing the quality of action plans and maintaining rigorous follow-up on the
implementation of actions
Sharpening messages in audit reports, including proactively reaching out to
stakeholders to disseminate lessons learned from assurance and advisory
services; and
Fostering coordination with risk and other oversight functions by leveraging risk
intelligence gathered by ORM in prioritizing OAG’s risk coverage and
strengthening OAG’s independence and governance. OAG also codified
communications protocols with stakeholders to strengthen OAG’s governance
structures.

28.
The Chair and members noted the positive work plans and initiatives from OAG including
the clear linkage with Strategy 2030.

IV. ENGAGEMENT WITH THE EXTERNAL AUDITOR
29.
The Committee met with the External Auditor–the team of Deloitte & Touche LLP,
Singapore–three times and reviewed the following reports which they submitted:
(i)
(ii)
(iii)
A.

Interim Update on 2020 Attestation and Statutory Audit
Report on the 2020 Audit of ADB, and
2021 Audit Service Plan and Accomplishments in 2020

Interim Update on 2020 Attestation and Statutory Audit

30.
The External Auditor reported that no significant deficiencies were identified during the
interim internal control testing. They emphasized that Management has been fully supportive of
the whole process.
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B.

Report on the 2020 Audit of ADB

31.
The Committee acknowledged the External Auditor’s report on the audit of ADB for the
financial year ending on 31 December 2020. Deloitte performed an audit of ADB’s financial
statements to ensure that these are in accordance with the United States Generally Accepted
Accounting Principles (U.S. GAAP) and opined that ADB’s internal control over financial reporting
was effective.
32.
The Committee also noted that ADB has updated its relevant accounting policies in
relation to various accounting standards effective for annual periods beginning on or after
1 January 2020. The External Auditor concluded that ADB’s accounting policies are appropriate,
adequately disclosed, and consistently applied by Management.
C.

2021 Audit Service Plan and Accomplishments in 2020

33.
The Committee also noted that the external auditor, Deloitte & Touche, reported on the
2021 audit service plan, including overall audit approach, risk assessment procedures, and impact
of COVID-19 on audit. The 2021 audit is scheduled to be concluded in March 2022.
V. RISK MANAGEMENT OVERVIEW
34.
The ARC reviewed ORM’s quarterly presentations on key risk developments.
It noted that the credit quality of ADB’s operations and treasury portfolios remained broadly stable
during the period as policy responses and external financial support to DMCs reduced the impact
of the COVID-19 crisis. Interest rate risk measured by Value-at-Risk declined mainly driven by a
decrease of interest rate volatility and shorter treasury portfolio duration. Downside risks, including
an uncertain macro environment as well as elevated and/or emerging operational risks amid the
prolonged pandemic, remain. However, based on scenario analysis of ADB’s risk bearing
capacity, ADB remains well capitalized and able to absorb stress and support planned operations.
35.
The Committee also acknowledged the completion of execution of a pilot Exposure
Exchange Agreement with the Inter-American Development Bank in December 2020. The $1
billion pilot exchange is modest in relation to ADB’s overall operations, but has a positive impact
on capital utilization and lending capacity and has also strengthened the Bank’s collaboration with
other MDBs.
36.
In addition, ORM commenced quarterly reporting of ADB’s alternative reference rate
transition readiness to the ARC. All critical transition activities to ensure LIBOR transition
readiness are on track.
37.
The Committee appreciated the insightful and timely work of ORM in updating ARC
members on the Bank’s risk profile including all of its recommendations.
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VI. ANTI-CORRUPTION AND INTEGRITY
38.
The COVID-19 pandemic brought about challenges to OAI’s operations, including
difficulties in accessing documents and contacting people. OAI therefore utilized various
measures to address these issues, such as the enhanced use of its online case management
system, retainer firms, virtual meetings, and in-country staff support to assess complaints and
conduct investigations. OAI also pivoted to the Special Proactive Integrity Review, a new product
which has enabled OAI to refocus on emerging risks and recommend mitigating measures in
COVID-19 projects without the level of field work required under the regular Proactive Integrity
Reviews.
39.
Despite the challenges, OAI upholds its zero tolerance for corruption. OAI assessed 368
complaints. Further investigations were required on 115 complaints, while 253 complaints were
closed. OAI closed 52 external investigations, resulting in the debarment of 92 firms and 28
individuals for violating ADB’s Anticorruption Policy (1998, as amended to date). OAI completed
27 investigations related to alleged misconduct by ADB staff, which resulted in 19 cases being
referred to BPMSD for appropriate disciplinary action.
40.
OAI established a Quick Response Team to coordinate OAI’s analysis of and response to
integrity risks in Asia Pacific Vaccine Access Facility projects. OAI provided advice and
recommendations to identify and mitigate risks at the development phase of 15 Asia Pacific
Vaccine Access Facility projects. An ongoing challenge is the resistance from some vaccine
suppliers to accept ADB’s anticorruption clauses in contracts. OAI continues to support ADB’s
negotiations with these suppliers.
41.
Due to the increased impact of major sanctions regimes on ADB operations, OAI analyzes
cases of individuals and entities that are flagged through the sanctions screening process. The
screening is part of the bank-wide Sanctions Controls Framework being developed to assist in
managing risks posed by major sanctions regimes to ADB operations including obligations
relating to UN and ADB sanctions.
42.
OAI stood at the center of ADB’s renewed call for concerted action against corruption and
illicit financial flows. OAI continued to conduct due diligence on ADB-financed projects and
entities, and provide advisory support on tax integrity, anti-money laundering and combating the
financing of terrorism, anticorruption, and other integrity risks. OAI strengthened its online
knowledge-sharing efforts to deliver expert and practical advice on fighting corruption at a time of
crisis and safeguarding integrity in COVID-19 response and recovery efforts with 5,485
participants from ADB, member countries, and development partners attending an array of OAI
outreach knowledge sessions.
43.
The Committee acknowledged OAI’s hard work and its efforts in delivering on its targets
despite the pandemic, and in keeping the ARC abreast of its work and initiatives.
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VII. BUSINESS CONTINUITY AND DISASTER PREPAREDNESS
44.
Major Challenges: CSD has been at the forefront of the safety and security response to
a number of substantive challenges during the reporting period. These have included: the
ongoing COVID-19 pandemic; the most recent global spike in cases largely associated with the
delta variant; the introduction of the ADB COVID-19 Care Program and dedicated Isolation
Facility; increased daily checks by the embedded ISOS doctors of international staff who have
returned to the country as well as reported positive cases amongst staff; and, the plethora of
advisories released regarding the Quarantine status of urban areas and provinces in the
Philippines as well as domestic and international travel restrictions. Also, requiring significant
attention has been ongoing conflicts within or between some member countries as well as the
substantial deterioration of the security situation in a number of others.
45.
People: In relation to enhancing the resilience of ADB personnel, webinars have been
conducted on: Reducing Risks While Working Remotely; Safe Travels; Wellness at Work; ADB’s
Resiliency Journey; and Responding to Domestic Violence: Practical Tips for Survivors and
Allies. Additionally, the Fire Safety and Prevention e-learning course was launched and a further
six sessions on Individual and Family Preparedness (for both COVID-19 and other crises) have
been conducted.
46.
Processes: Significant work is underway on the Study on the Reduction of Concentration
Risk (SCR) with scoping exercises conducted with BPMSD, CTL, ORM, PPFD, PSOD and TD
during the reporting period.
47.
Premises, Technology and Communications: The Enhanced Access Control Project is
fast approaching completion. The reporting period saw associated works in the main office
building and the ADB Avenue Gate completed as well as the Guadix Gate reconstruction. The
Bank Drive Gate was recently opened and the MRT gate will be completed imminently. Support
has been provided to all 45 Field Offices (FOs) in respect to their re-occupancy guidelines and 40
FOs have now received their Iridium satellite phones and BGAN units. To enhance HQ
Emergency Communications capacity in extreme situations, an independent cellular (Global
System for Mobile Communications or GSM) network is in the process of being stood up.
48.
The Committee noted the agile and timely response of CSD and the many initiatives it has
been pursuing to keep staff and HQ safe and sound in the midst of the pandemic.

VIII.

AUDIT AND RISK COMMITTEE WORK PROGRAM 2021–2022

49.
For the next reporting period (1 July 2021–30 June 2022), the ARC will include the
following priority topics in its work program: staff welfare or staff well-being, LIBOR, CECL,
Exposure Exchange Program, Cybersecurity and Digital Agenda implementation, and Capital
Adequacy Framework and Staff Retirement Plan.
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IX. RECOMMENDATION TO THE BOARD
50.
The ARC recommends that this annual report be publicly disclosed after its consideration
by the ADB Board of Directors.
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Appendix 1

COMPOSITION OF THE AUDIT COMMITTEE OF THE BOARD
July 2020–June 2021
Chair
Kris Panday
Warotai Kosolpisitkul
Pierre-Emmanuel Beluche
Members
Takahiro Yasui
Sergio Lugaresi
Sameer Kumar Khare
John Hurley
Warotai Kosolpisitkul

Country
Canada
Thailand
France
Country
Japan
Italy
India
United States
Thailand

Colin Huerter
Jason Chung
Takeshi Kurihara

United States
United States
Japan

Period
20 January–30 June 2021
3 August 2020–19 January 2021
1–31 July 2020
Period
3 August 2020–30 June 2021
1 October 2020–30 June 2021
21 October 2020–30 June 2021
1 March–30 June 2021
1 July 2020–2 August 2020
20 January–30 June 2021
1–28 February 2021
1 July 2020–19 January 2021
1–31 July 2020

Appendix 2
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AUDIT COMMITTEE OF THE BOARD
WORK PROGRAM FOR 2020–2021
Date

Hotseater

Agenda Items

8 September 2020

CTL

• Quarterly Financial Statements as of 30 June 2021

29 September 2020

ORM

• Risk Management quarterly presentation as of 30 June 2021

OAG

• OAG’s Bi-Annual Report as of 30 June 2021

OAI

• Update on Business Continuity and Disaster Risk Management

OAS

• Quarterly update from the Office of Anticorruption and Integrity as of
30 June 2021

CTL

• Quarterly Financial Statements as of 30 September 2021, and Update
on 2020 Assertion on internal controls over financial reporting

External
Auditor

• External Auditor's Interim Update on 2021 Attestation and Statutory
Audit

13 October 2020

2 December 2020

8 December 2020

ORM

• Risk Management quarterly presentation as of 30 September 2021

OAI

• Quarterly update from Office of Anticorruption and Integrity as of 30
September 2021

24 February 2021

OAG

• Tentative 2021 Internal Audit Work Program
• Executive session on priority topic Audit on vacancy-driven promotions
• Executive session on TOR

12 March 2021

OAS

• Update on Business Continuity and Disaster Risk Management

CTL

• Working Session on Financial Statements, and 2021 Assertion and
Attestation on internal control framework

15 March 2021

External
Auditor
OAI

24 March 2021

9 June 2021

• Quarterly update from the Office of Anticorruption and Integrity as of
31 December 2021, and Office of Anticorruption and Integrity 2021
Annual Report

ORM

• Risk Management Quarterly Presentation as of 31 December 2021

OAG

• OAG’s Bi-Annual Report as of 31 December 2021, and 2021 Internal
Audit Work Program

CTL

• Quarterly Financial Statements as of 31 March 2021

External
Auditor
23 June 2021

• Report on the 2021 Audit of the Asian Development Bank

ORM

• External Auditor’s 2021 Audit Service Plan and Accomplishments in
2021
• Risk Management quarterly presentation as of 31 March 2021

ITD

• Cybersecurity

ACB

• Reflection on the 2021-2022 ACB Year and Ideas for Work Plan 20212022

ACB = Audit Committee of the Board, CTL = Controller's Department, ITD = Information Technology Department, OAG = Office
of the Auditor General, OAI = Office of Anticorruption and Integrity, OAS = Office of Administrative Services, ORM = Office of
Risk Management, TOR = Terms of Reference.

12

Appendix 2

(i) Priority Topics to Follow Up:
• Capital Adequacy Framework and financial model in the context of the

Comprehensive Response to COVID-19

• Financial Statements and Treasury Reports in the context of COVID-19
• COVID-19 related issues: staff security, capacity to deliver on internal and
•
•
•
•
•
•
•
•

external audits
Audit on vacancy-driven promotions
SRP
LIBOR reform due in 2021
Diversification of Financing Terms on 1 January 2021
Recruitment issues and associated risks
Exchanges of Exposures Agreement
Debt Service Suspension Initiative and related international developments
Trust Funds

(ii) Committee-Specific Initiative:
• Approval of the final draft ACB TOR (proposal by ACB for Board approval)

Appendix 3
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Appendix 3

Appendix 3
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