
Second Small and Medium-Sized Enterprise Development Project (RRP BAN 36200) 

FINANCIAL MANAGEMENT ASSESSMENT 
 
A. Executive Summary 
 
1. The financial management assessment determines whether the entities that wilI 
implement the Second Small and Medium Enterprise Development Project (SMEDP2) including 
Small and Medium Enterprise and Special Programmes Department (SMESPD) at Bangladesh 
Bank (BB), have acceptable financial management arrangements, such as procedures for 
making payments, accounting treatment of transactions, financial reporting, audit of financial 
statements, and internal control procedures, to avoid misuse or misappropriation of funds and 
assets.1 
 
2. Overall, the financial management risk is considered moderate as the entities that will 
implement SMEDP2 have successfully undertaken the SMESPD, 2  Small and Medium 
Enterprise Development Project (SMEDP1) 3  as well as similar lines of credit from other 
development partners including the World Bank (WB) and Japan International Cooperation 
Agency (JICA). However, BB needs to further strengthen its capacity and staff for more efficient 
and effective project administration and supervision since SMEDP2 is a large size of credit lines 
and has multiple purposes of the facility, such as cluster-based loans and loans to women 
entrepreneurs. The attached technical assistance (TA) will support the strengthening of BB’s 
information technology (IT) system and IT management to address this issue. 
 
B. Risk Analysis 
 
3. The financial management internal control and risk assessment examines the proposed 
project on 2 levels. Under inherent risks, it considers risks that are inherent to projects in 
Bangladesh, to financial institutions. Under control risks, it considers risks that are unique to 
Bangladesh Bank and the subprojects (Table 1). 
 

Table 1: Financial Management Internal Control and Risk Assessment 

Risk Risk Assessment 
Risk 

Rating Risk-Mitigation Measures 

Inherent Risk 
1. Country-

Specific Risks  
The financial management 
systems of Bangladesh are 
reasonably well developed but 
there are issues related to 
inadequate policy budgeting, 
governance concerns and 
limited scrutiny of external 
audit reports. 

M Bangladesh has undertaken a number of 
initiatives to improve the quality of its 
financial management systems. 
Considering the global indicators, it is 
deemed essential to continue the effort 
of improving its performance as a key 
priority to achieve the country’s 
development aspirations. 
 
The core financial management systems 
are targeted for improvement through 
strengthening of core public institutions. 

                                                
1

 This financial management assessment draws from various sources and includes a financial management 
assessment questionnaire completed by Bangladesh Bank. The assessment is based on ADB. 2015. Technical 
Guidance Note for Financial Management Assessments. Manila. 

2
  ADB. 2004. Loans and Technical Assistance Grant for the Small and Medium Enterprise Sector Development 

Program in the People’s Republic of Bangladesh. Manila. 
3
 ADB. 2009. Loan for the Small and Medium Enterprise Development Program in the People’s Republic of 
Bangladesh. Manila. 
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Risk Risk Assessment 
Risk 

Rating Risk-Mitigation Measures 

To combat corruption, the legal 
framework under the Anti-Corruption 
Commission has been put in place with 
the support of ADB. Aiming to increase 
transparency, the Right to Information 
Act 2009 was enacted with a view 
toward facilitating greater access of 
citizens to public documents. Massive 
automation initiatives have been taken to 
reduce the number of person-to person 
interactions needed to get public 
services. 
 
A National Integrity Strategy was 
adopted in 2014 to improve the morals 
and ethics of public servants in the 
country. The Financial Reporting Act 
2015, which was approved by the 
Parliament in September 2015, is meant 
to ensure more transparency and 
accountability in financial reporting 
activities. 

2. Financial 
Sector 
Specific Risks  

Poor financial management 
practices in the banking and 
nonbank financial sector could 
undermine the stability of the 
financial system. 

M Financial institutions play a vital role of 
intermediation and serve the diverse 
financial needs of the growing economy. 
The magnitude of their role underscores 
the importance of proper financial 
management in the financial sector. A 
number of initiatives have been taken by 
Bangladesh Bank (BB) to ensure good 
financial management with particular 
focus on the accountability and 
transparency of management in the 
financial sector. The legislative 
framework related to the financial 
industry has been revised with a view 
toward helping improve governance and 
strengthening discipline in the financial 
system. Automation of the financial 
sector was a major step for the central 
bank in ensuring financial discipline. BB 
has introduced the Integrated 
Supervision System and the Foreign 
Exchange Monitoring Dashboard. In 
addition, the Integrated Export 
Monitoring System has put in place with 
the National Board of Revenue to 
intensify financial sector supervision. 
However, governance is an issue 
needing continuous scrutiny and is 
addressed regularly and whenever 
required. 
 

Overall Inherent Risk M  
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Risk Risk Assessment 
Risk 

Rating Risk-Mitigation Measures 

Control Risk 
1. Internal 

Controls 
Although BB’s risk 
management systems have 
improved over the last few 
years, they are still evolving. 

M BB has a multiyear plan to implement 
recently developed risk management 
procedures that, if effectively executed, 
will ameliorate current shortcomings. 

2. Funds Flow Fund flows are transparent. 
ADB would disburse directly to 
BB’s account which would, in 
turn, disburse directly to the 
PFIs’ accounts. 

L For use of ADB’s share of eligible 
expenditure, BB will open a dollar special 
deposit account under terms and 
conditions acceptable to ADB. The 
project director and, in his or her 
absence, an alternative official will be the 
authorized persons for issuing checks or 
payment advices and replenishment 
requests to ADB. In respect of claims on 
subloans, utilization of funds, as reported 
by the firms, would be included as 
expenses in the financial management 
reports. 

3. Accounting 
and Financial 
Reporting 

BB uses accrual accounting 
and follows the local 
accounting standards in 
Bangladesh. Subprojects are 
required to adhere to local 
accounting standards, report 
quarterly on contractual 
expenditures, and provide 
annual audited financial 
statements. 

L The accounting policies and procedures 
of the project will be governed by the 
existing BB Accounting Policy. All 
project-related transactions—i.e., all 
sources (ADB and Government of 
Bangladesh (GOB)/BB)—will be 
accounted for separately by BB following 
double-entry bookkeeping principles and 
on a cash basis. The existing software 
will be customized to meet project-
specific needs and will be installed in the 
project once the credit becomes 
effective. 

4. Internal Audit The internal audit program is 
adequate. BB retains a 
chartered accountancy to 
provide internal audit. The 
internal auditor reports to the 
audit committee quarterly. 

L BB has a relatively strong Internal Audit 
Department, which is fully independent 
of executive control. The Head of 
Internal Audit reports to the Board Audit 
Committee, which comprised 4 
independent members and an adviser, 
who joins the meeting on call, as and 
when required. BB’s Internal Audit 
Department carries out audits of projects 
funded by ADB as well as development 
partners such as the Japan International 
Cooperation Agency (JICA) and the 
World Bank at least once in year. 

5. External Audit Audits are annual and must be 
concluded within 6 months at 
the end of the fiscal year. The 
audits are done in accordance 
with Bangladeshi Accounting 
Standards. 

L The Foreign Aided Projects Audit 
Directorate (FAPAD) of the Office of the 
Controller and Auditor General will 
conduct an audit of the project’s annual 
financial statements within 6 months 
from the end of the fiscal ear. The 
Project Director (PD) will be responsible 
for audit follow-up and for taking 
remedial actions. Meetings to resolve 
audit objections must be held within 3 
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Risk Risk Assessment 
Risk 

Rating Risk-Mitigation Measures 

months of the receipt of the external 
audit report from FAPAD. Recent audits 
have not identified any material 
concerns. 

6. Staffing In general, BB has adequate 
and experienced staff with 
previous experience in ADB 
projects. However, there have 
been some recent departures 
and re-assignment of key staff 
members of BB’s SME Special 
Programmes Department 
(SMESPD) which will manage 
the Second Small and Medium 
Enterprise Development 
Project (SMEDP2). 

M BB shall ensure that the required 
financial management staff will be in 
place once the project becomes 
effective. In case of staff turnover, BB 
will ensure placement of new staff from 
BB so that financial management 
activities continue without interruption. 
 
Furthermore, SMESPD will strengthen its 
staffing in particular in the area of project 
administration and supervision. ADB will 
encourage BB that SMESPD will hire or 
reallocate at least 5 experienced full time 
staff members who will complement the 
existing project management unit in 
administering and monitoring the project. 

7. Management 
Information 
System (MIS) 

BB will be responsible for 
consolidating financial 
information, maintaining 
supporting papers, and 
preparing financial statements. 
The MIS Reports will include: 
(i) financial statements 
(sources and uses of funds, 
uses of funds by project 
activity, and the special 
account reconciliation 
statement); (ii) MIS reports will 
be submitted to ADB no later 
than 45 days after the end of 
each calendar quarter. 

M Until recently, BB was dependent on 
manual systems to track data. Although 
slightly delayed, BB is moving to a new 
integrated platform that will centralize 
data management. Support to BB’s MIS 
is provided by the World Bank, 
International Finance Corporation and—
to a limited degree—by ADB under 
SMEDP2. 

Overall Control Risk     M 
Overall Risk     M 

Source: Asian Development Bank. 

 
C. Country and Sector Financial Management Issues 
 
4. Corporate governance. Bangladesh’s corporate legal framework is based on dated UK 
legislation which has a number of contradictions between various rules and regulations 
applicable to listed companies. 4 Although shareholders do not have sufficient rights regarding 
related party transactions, choice of board member, or disclosure of control,5 the Government 
has been taking measures to improve corporate governance. The Securities and Exchange 
Commission (SEC), which supervises the markets and listed companies, issued Guidelines on 

                                                
4

 World Bank. 2009. Corporate Governance Country Assessment. Bangladesh March 2009 Report on the 
Observance of Standards and Codes (ROSC) Corporate Governance Country Assessment. Washington DC. 

5
  Key laws include the 1994 Companies Act, the 1991 Bank Companies Act, the 1969 Securities and Exchange 

Ordinance and the 1993 Securities and Exchange Commission Act. 
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Corporate Governance in 2006. BB issued prudential regulations on corporate governance for 
Banks in 2003. 
 
5. Accounting standards. Companies in Bangladesh should comply with the international 
financial reporting standards (IFRS) adopted by the Institute of Chartered Accountants of 
Bangladesh (ICAB). The director’s report shall also disclose if financial statements were 
prepared according to the IFRS. However, WB6 reported that companies follow the Bangladeshi 
Accounting Standards (BAS) set by ICAB in practice. While ICAB has been incorporating IFRS 
into BAS, some standards have not been adopted. 
 
6. Financial institution regulation. BB regulates the financial sector7 under the 1991 
Bank Companies Act and the 1993 Financial Institution Act. BB’s policy measures in 2014 
included risk management emphasis, corporate governance, stress testing, enhanced corporate 
social responsibility, green banking activities in banks, and monitoring of fraud-forgeries through 
anti-fraud internal controls. BB also revised its guidelines for CAMEL rating and aligned with 
international standards. Amendments in the Bank Company Act in 2013 resulted in more 
stringent monitoring of shares investments by scheduled banks. For proper risk management in 
banks, BB has made it mandatory to create a risk management committee at the board level. 
Banks are rated for overall risk management performance. BB has also issued guidelines on 
products and services of financial institutions in Bangladesh to outline the different product 
characteristics, products, promote sound risk management systems, and regulate the new 
customized products and services offered by financial institutions to meet the changing 
demands of customers. 
 
D. Institutional Arrangements 
 
7. The executing agency (EA) will be the Banking and Financial Institutions Division of the 
Ministry of Finance (BFID-MOF) and the implementing agency (IA) will be BB. The financial 
management of the project will be handled by BB’s SMESPD, which has also managed ADB’s 
SMEDP1 intervention. SMESPD will monitor: (i) the day-to-day implementation of the loans; (ii) 
exposure limits; (iii) administration of eligible disbursements against estimated participating 
financial institution (PFI) targets to SMEs at market interest rates 8  consistent with ADB’s 
financial intermediary loan (FIL) policy;9 and (iv) compliance with national policies and BB’s 
environmental and social safeguard framework, which ensures compliance with ADB safeguard 
policies and national norms. 
 
E. Funds Flow Arrangements 
 
8. The coursing of project loan funds will be undertaken through BB to the eligible PFIs for 
rural and nonurban SME lending. BB was deemed appropriate because of (i) BB’s ready access 
to information pertaining to the continued eligibility of the PFIs, including financial soundness 
and capabilities of PFIs for providing credit to the SME sector; (ii) the strengthening of BB’s 

                                                
6
  See footnote 4. 

7
  As of December 2014, there were 56 scheduled banks and 4 nonscheduled banks operating in Bangaldesh. The 

scheduled banks comprised: (i) 5 state private owned commercial banks, (ii) 3 specialized development banks, (iii) 
31 conventional private commercial banks, (iv) 8 Islamic Shariah-based private commercial banks, and (v) 9 
foreign commercial banks. There are 31 nonbank financial institutions consisting of: (i) 3 government owned, (ii) 10 
are joint venture, (iii) 18 are local privately owned. 

8
 As per BB’s policy, women entrepreneurs will receive the ADB funds at interest rates of not more than 10%. 

9
 ADB. 2003. Financial Intermediation Loans. Operations Manual. OM Section D6/BP. Manila (15 December). 



6 

regulatory and supervisory capacity under the WB’s Central Bank Strengthening Project10 that 
encompassed support for (a) BB reorganization and restructuring by reforming human 
resources policies, outsourcing and training, and skills upgrading of audit and other 
departments, (b) training and technical support for the payments and securities clearing and 
settlements system, and (c) financial market regulation and development; and under the 
International Monetary Fund (IMF)’s three-year Extended Credit Facility since 2013 that 
provided support for restoring macroeconomic stability and strengthening the banking sector by 
emphasizing financial sector governance to manage prudential risks; (iii) BB’s role in setting 
corporate governance standards for banks; and (iv) BB’s key role through its recently introduced 
policies to combat money laundering and terrorist financing. More recently, WB is providing 
further capacity development assistance to BB through its Financial Sector Support Project11 
which targets—among other areas—BB’s IT systems in order to strengthen the financial market 
infrastructure of Bangladesh. 
 
9. Adequate safeguards are in place to ensure appropriate use of loan funds since PFIs 
receive project funds from BB only (i) after PFIs have made disbursements to eligible SMEs, 
and (ii) PFIs present detailed evidence of these disbursements (subborrower name and 
location, disbursement amount) to BB for reimbursement purposes. 
 
F. Staffing Arrangements 
 
10. BB will use the same financial management arrangements for the project—to be 
administered by SMESPD—that are already in place from the earlier SMEDP1 intervention of 
ADB. The project director, assigned to the general manager of SMESPD, will liaise with ADB 
and all PFIs, and be responsible for the overall supervision of the project. The alternate project 
director, assigned to the deputy or assistant director from SMESPD, will oversee the budgeting, 
accounting, and reporting of all financial transactions related to implementing the project. The 
alternate project director will be assisted by a finance officer and an accounts officer from 
SMESPD. Although SMESPD has well-trained and experienced staff to administer financial 
management arrangements, monitoring and reporting could be more efficiently carried out with 
capacity development support for BB staff to make use of the IT system and IT management. 
 
11. Based on the financial management assessment and findings from ADB’s due diligence 
process, SMESPD needs to further strengthen its staff strength in particular in the area of 
project administration and supervision. ADB will encourage BB that SMESPD will hire or 
reallocate at least 5 experienced full time staff members who will complement the existing 
project management unit in administering and monitoring the project. 
 
G. Accounting Policies and Procedures and Financial Reporting 
 
12. BB and PFIs are adopting Bangladesh accounting standards that are primarily based on 
IFRS. BB has developed the capacity to apply IFRS and to effectively supervise and oversee 
financial institutions through development partners’ support (paragraph 7). PFIs will have their 
accounts and financial statements (balance sheet, income statement, and statement of sources 
and applications of funds) audited annually in accordance with sound internationally accepted 
auditing standards by independent external auditors acceptable to ADB. PFIs will submit, 

                                                
10

 World Bank. 2003. Central Bank Strengthening Project. Washington, DC. This supports implementation of BB’s 
strengthening program by providing assistance in 3 major areas: legal framework, reorganization and 
modernization, and capacity building (research department, prudential regulations and supervision functions, as 
well as the accounting and auditing functions). 

11
 World Bank. 2015. Financial Sector Support Project. Washington, DC. 
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through BB, to the EA and ADB their audited accounts and financial statements not later than 6 
months after the end of the fiscal year. PFIs will submit semiannual unaudited accounts to BB. 
 
13. Through BB, the EA will (i) maintain consistent records and accounts adequate to 
identify goods and services financed from the proceeds of the project, (ii) ensure separate 
accounts for each project loan, (iii) ensure accounts and related financial statements are audited 
annually in accordance with international accounting standards by auditors acceptable to ADB, 
and (iv) submit to ADB certified audited accounts and financial statements within 6 months after 
the end of the fiscal year. The project’s monitoring reports prepared by BB based on inputs from 
PFIs will be provided quarterly to the EA and ADB. The reports will contain (i) description of 
progress made during the period; (ii) problems and difficulties encountered and the remedial 
actions taken; (iii) social, environmental, and economic impacts; (iv) work to be carried out in the 
next period; and (v) a summary financial account for the project with expenditures to date. 
Within 3 months of the project’s completion, the EA, through BB, will furnish to ADB a project 
completion report containing a detailed evaluation of project design, costs, PFI performance, 
social and economic impacts, and other details requested by ADB. 
 
H. Information Systems 
 
14. Since BFID-MOF and BB have been undertaking similar lines of credit from numerous 
development partners (including ADB), the management organization and processing systems 
of BFID-MOF and BB can produce satisfactory financial reports. These systems also ensure the 
confidentiality, integrity, and availability of the data. However, since SMEDP2 has a large credit 
line with multiple purposes, including promotion of cluster-based loans and loans to women 
entrepreneurs, BB needs to further strengthen its information systems to facilitate reporting and 
evaluation activities by implementing a new IT system and IT management. Part of the piggy-
backed technical assistance (TA) will provide support in this regard. 
 
I. Audit Arrangements 
 
15. The project accounts will also be audited by the Office of the Comptroller and Auditor 
General. The audited project financial statements will be submitted to ADB within 6 months of 
the end of the Government’s fiscal year. In addition, the internal auditors of the participating 
PFIs shall include ADB-funded project in their annual work plan for the duration of the project, 
and shall provide details of their findings to ADB, through BB, at least annually. 
 
16. There were a few observations in the most recent audit report of the SMEDP1 
intervention dated 29 December 2014. Table 2 summarizes the observations and mentions 
mitigating measures to avoid them in the future. 
 

Table 2: Audit Observations 
Observation Mitigating Measure 

A recovered amount of Tk3.54 
billion (approximately $44 million) 
from refinancing was lying unspent 
in Bangladesh Bank (BB). 

BB has decided to use the unused amount from Small and 
Medium Enterprise Development Project (SMEDP1) as the 
Government counterpart contribution for the Second Small and 
Medium Enterprise Development Project (SMEDP2). To avoid the 
piling up of unused amounts from the refinancing activities under 
SMEDP2, it has been decided between BB and ADB that a 
recycling mechanism will be introduced for a period of 10 years 
which will allow the re-utilization of reflows from the participating 
financial institutions (PFIs). 

The condition of refinanced criteria An entirely new reporting system will be introduced in SMEDP2 
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Observation Mitigating Measure 

for loan disbursement and/or 
refinance of SMEDP1 was not 
followed by the PFIs in the case of 
women entrepreneurs.  

which will capture detailed information on the subloans provided by 
the PFIs, in particular with respect to women entrepreneurs and 
pricing data. Through such a comprehensive information system, it 
will be possible for ADB to monitor the compliance of BB and the 
PFI with the ADB onlending requirements and take corrective 
actions in case of non-compliance 

PFIs were disbursing the subloans 
at abnormally high interest rates 

An audit process will be introduced in SMEDP2—on a trial basis—
to introduce an element of price discovery. It is hoped that through 
the auction system, the onlending rates from the PFIs to the small 
and medium enterprise (SME) subborrowers will be reduced as the 
lowest possible pricing will be the determining factor for winning 
the bid. 

Source: Asian Development Bank. 

 
J. Disbursement Arrangements 
 
17. Disbursement arrangements have been described in the Project Administration Manual 
of SMEDP2. 
 
K. Supervision Plan 
 
18. To ensure responsive and timely implementation, there will be review missions and 
regular interaction between the Government, BB, and ADB. Annual performance reviews will be 
conducted by the Government, BB, and ADB. In addition, a comprehensive midterm review will 
be undertaken by the Government, BB, and ADB about 18 months after the project’s 
effectiveness that will (i) evaluate the scope, design, and implementation arrangements; (ii) 
assess implementation performance against project indicators; (iii) review and establish 
compliance with loan covenants; and (iv) identify problems and constraints and, if necessary, 
recommend changes in the design or implementation arrangements. 
 
L. Conclusion and Recommendations 
 
19. BFID-MOF, BB, and all PFIs have successfully undertaken (or are currently undertaking) 
similar lines of credit from numerous development partners (including the WB and ADB). As a 
result, the financial management capacities of the EA, BB, and the PFIs are developed to a 
satisfactory level to ensure smooth functioning of the project. However, BB needs to further 
strengthen its capacity and staff in the area of project administration and supervision with the 
development of the new IT system and IT management in order to handle the project for 
multiple purposes, such as cluster-based loans and loans to women entrepreneurs. The 
attached TA can provide a capacity development support in this area. 




