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Inherent Risks      

1. Country-
Specific Risks 

S Weak financial 
management 
Environment –while 
budget execution and 
reporting standards 
are generally sound, 
audit, planning, and 
transparency issues 
need further 
improvement.  

Vanuatu has recently started to reform 
its legal framework such as updating 
the PFEM Act in 2009 and the ERA Act 
in 2008 with the new auditor-general 
being appointed in late 2009. Vanuatu 
will continue to reform its legal 
framework and ensure that the new 
legislations are enforced. Development 
partners’ initiatives on improving the 
financial management environment and 
promoting good governance will be also 
be continuously implemented in the 
country. 
 

The Vanuatu Public Financial 
Management Performance 
Measurement Report – 2013 (PEFA 
Group) concluded that a wide range of 
interventions have carried out by the 
Ministry of Finance and Economic 
Management (MFEM), which have led to 
a sequential reform of PFM and key 
improvements. Although Government did 
not fully implement the PFM Road Map 
(2008-2013), most of the reforms were 
aligned with the Road Map but “done in a 
modest dimension compared to PFM 
Road Map targets.” However, the PEFA 
also concluded that although “there are 
on-going reforms including the 
systematic development of government 
policies and the establishment of an 
improved monitoring and evaluation 
function, the ability of most ministries to 
link their policies, plans and budgets 
remains weak.” 
 
Development partners’ initiatives on 
improving the financial management 
environment and promoting good 
governance are ongoing. 
 

M 

  Management and skill 
capacity issues– in 
common with many 
developing countries, 
there is limited 

Various externally funded projects 
include an element of training and 
capacity development in their project 
activities, which is directed towards 
upgrading, improving, and 

VPMU is established and is mandated as 
a dedicated unit to oversee and manage 
large and nationally significant 
infrastructure development projects. 
VPMU currently manages 5 major 
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experience in 
implementing ADB- 
funded projects and 
low financial 
management capacity 
within the finance 
department of the 
implementing agency. 

strengthening the performance of public 
servants holding key finance positions 
in the ministries. This proposed project 
is no exception. The government will 
establish the VPMU as a dedicated unit 
for managing large and nationally 
significant projects with allocation of 
budget and core staff. The VPMU will 
be tasked with the day-to-day 
implementation of this project. Relevant 
training and capacity building will be 
provided to MFEM, VPMU, MIPU and 
its PWD, and other relevant agencies. 
 

projects with estimated costs totaling 
approximately $230 million and has a 
staff compliment of 11. 
 
ADB and other development partners are 
providing capacity development initiatives 
across  
 

  Corruption–allegations 
of corruption and 
malfeasance have 
characterized some 
aspects of transport 
and trading in 
Vanuatu.  
 

ADB will include anticorruption 
provisions in the grant provisions and 
the bidding documents of the project, 
consistent with its commitment to good 
governance, accountability, and 
transparency. ADB will reserve the right 
to investigate, directly or through its 
agents, any alleged corrupt, fraudulent, 
collusive, or coercive practices relating 
to the project. MFEM will establish a 
grievance mechanism and committee 
to deal with any concerns arising from 
project implementation.  
 

The anticorruption provisions are 
incorporated into the project’s financing 
agreements and bidding documents and 
a grievance mechanism has been 
established to address concerns arising 
from project implementation (to date 7 
grievance cases have been initiated 
under the project and are currently being 
reviewed by an independent mediator). 
  

 

2. Entity-  
Specific Risks  

M Lack of Ni-Vanuatu  
project championship–
although MIPU has 
been involved with 
ADB projects in the 
past, these projects 
have been managed 
through a separate 
PMU. Thus, MIPU’s 

The government will establish the 
VPMU as a dedicated unit for 
managing large and nationally 
significant projects with allocation of 
budget and core staff. It will be tasked 
VPMU with the day-to-day 
implementation of this project. The 
consulting firm will assist and train the 
VPMU, to ensure that that a good 

As noted above, VPMU has been 
established. 
 
VPMU has established financial 
management procedures to meet the 
requirements of Vanuatu’s Financial 
Management Act and donor 
requirements and is generally providing 
effective financial management of its 

M 
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capacity is limited to 
servicing the 
requirements of the 
government financial 
instructions, and it is 
unable to 
accommodate the 
demands of complex 
financial management 
systems and reporting 
requirements of 
financial institutions 
such as ADB.  
 

financial management system is 
instituted and that proficient and skilled 
staff are engaged for the project. They 
will also ensure that the more rigorous 
requirements of the ADB and other 
cofinanciers are met. The government 
is expected to appoint permanent staff 
in key positions at MIPU and its PWD 
to ensure that infrastructure 
investments are implemented and 
maintained.  
 

budget and project funds. VPMU has 
established financial management 
procedures to meet the requirements of 
Vanuatu’s Financial Management Act 
and donor requirements and is generally 
providing effective financial management 
of its budget and project funds. 
 
Processing and payment of contractor 
claims are well within the contractual 
limits and the submission of audited 
PVUDP project accounts and financial 
statement (APA/AFS - all unqualified) 
has been within the timeframes stipulated 
in the project financing agreements, with 
the exception of fiscal year (FY) 2015 
APA/AFS which will be submitted by 31 
August 2016 – 3 months later than 
required. The volume of financial 
transactions (processing of contractor 
claims) has increased markedly in 2016 
as most of the projects managed by 
VPMU move from the design phase to 
the construction phase. This has resulted 
in some delays in processing contractor 
claims and delayed preparation of 
documentation required for the external 
audit of FY2015 PVUDP project 
accounts. VPMU is currently recruiting a 
second financial management assistant 
to increase its financial management 
capacity to avoid delays in processing 
contractor claims and preparation of 
documentation required for external 
audits. 
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3. Project-
Specific Risks 

M Poor procurement 
arrangements–
Vanuatu has not been 
subject recently to a 
comprehensive review 
of public procurement 
operations. Moreover, 
given the absence of 
lending operations in 
the past decade, ADB 
has little direct 
experience with 
procurement 
arrangements and 
operations. 
 
Lack of appropriate 
project management 
skills in the 
program/project 
administration staff.  

Various externally funded projects 
include an element of training in 
procurement, disbursements, and 
project management arrangements in 
their project activities. This proposed 
project is no exception. 
 
In addition, ADB will regularly conduct 
regional workshops to train staff from 
the relevant agencies in ADB 
procurement, disbursement 
arrangements, and project 
management. 
 
The VPMU to be established will be 
managed by a consulting firm 
consisting of international and national 
consultants who will have a significant 
knowledge of project management and 
be familiar with or have some 
experience in the management of 
procurement and disbursements. A 
training component in the 
implementation phase of the project will 
also provide an opportunity for staff 
engaged for the project to acquire skills 
and get exposure to procurement, 
disbursement, and project 
management.  

VPMU has built procurement capacity 
and over the last 4 years VPMU has 
managed 9 of the 11 project’s 
procurement transactions and 7 
procurements transactions under the 
ADB-financed Interisland Shipping 
Project (2 of which exceeded $10 
million).  
 
ADB, through TA9086–REG: Building 
Project Implementation Capacities can 
provide direct assistance such as 
workshops and in-house training to 
VPMU and other government agencies in 
Vanuatu in respect of procurement, 
disbursement and project However, to 
date, there have been no significant 
procurement or loan and grant 
disbursement issues. 
 
The project management capacity of 
VPMU is limited due lack of funding. 
Currently, VPMU project management 
resources consist of a single international 
project management advisor (consultant). 
However, funding for 3 national project 
manager and extension of the 
international project management advisor 
position for an additional 2 years has 
been secured and recruitment of the 
project managers is expected to be 
completed by 15 October 2016. 

M 

Overall 
Inherent Risk 
 

M M 
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Control Risks  
 
      

1. Implementing 
Entity  
 

M The organizational 
structure of MIPU is 
appropriate for 
implementing the 
operational needs of 
the project. However, 
the accounting and 
financial management 
structure is inadequate 
and needs tailoring to 
meet the project’s 
requirements.  
 
 

The VPMU will be structured to ensure 
that the appropriate staff are recruited 
in order to meet the management, 
technical, finance, accounting, and all 
other needs of the project. 
 

VPMU is established and has 11 staff 
comprising the Director, an international 
project management advisor, a financial 
management officer, a financial 
management assistant, an environmental 
and social mitigation officer, an 
environmental officer, a resettlement 
officer, an economist / monitoring and 
evaluation specialist, a communications 
and public relations officer, an executive 
secretary, and an administrative 
assistant. Recruitment of an additional 
financial management assistant and 3 
national project managers is expected to 
be completed by 31 December 2016. 

M 

2. Funds Flow  
 

M Rigorous procurement 
procedures and 
introducing direct 
payments for high 
profile contractors may 
slow down the flow of 
funds and stall project 
progress.  
 
Existing accounting 
staff in MIPU do not 
have the capacity to 
manage foreign 
exchange risk but 
those in MFEM have.  

VPMU staff and contractors will be 
provided training on their 
responsibilities and tasks as well as on 
ADB requirements to ensure that they 
perform their respective roles 
effectively and thus facilitate an efficient 
flow of funds. 
 
There will be some need for 
management of exchange risks, 
especially if overseas contractors are 
engaged for civil works contracts. The 
VPMU will engage staff who have the 
capacity to manage exchange risks. 
The project will engage financial 
management and accounting experts to 
support the VPMU.  

As noted above, VPMU has gained 
experience in procurement and loan and 
grant disbursements. In the first half of 
2016, processing of some contractor 
claims and preparation of documentation 
required for the audit of the FY 2015 
project accounts was delayed due to a 
rapid increase in the volume of contractor 
claims. To address this issue, VPMU 
plan to recruit an additional financial 
management assistant by 31 December 
2016. 
 
To date, exposure to foreign exchange 
risks has primarily been to the 
depreciation of Government of Australia 
project grant funds which are 
denominated in Australian dollars and the 
depreciation of the special drawing right 

M 
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(SDR) against the US dollar. Since the 
project was approved, the Australian 
dollar has depreciated against the US 
dollar (the notional project currency) by 
22% and the SDR by 11%. The foreign 
exchange losses amount to 
approximately $6.3 million (or 17.5% of 
the project financing at approval). The 
Vanuatu Government is unable to hedge 
the foreign exchange losses and has 
managed to ensure the project costs do 
not exceed the available financing 
through close monitoring of exchange 
rates and reduction of the project scope. 
 

3. Staffing  
 

H The organizational 
structure of existing 
accounting staff in 
MIPU is not adequate 
to serve the needs of 
the project due to lack 
of skilled staff.   

An organizational structure of the 
accounting department of the proposed 
VPMU will be set up during the project 
implementation phase. The structure 
will ensure that there is proper 
segregation of duties and that staff 
capabilities are commensurate with 
their responsibilities. The VPMU will 
recruit finance and accounting staff who 
are adequately and appropriately 
qualified and experienced for the tasks. 
Some positions may also be 
contracted. The project implementation 
specialist within VPMU will also prepare 
a training needs analysis for and 
extend the training to staff of VPMU, 
PWD and other relevant agencies.  
 

VPMU has recruited experience 
personnel, most of who have experience 
working with donor partners. VPMU’s 
financial management officer has 
accountancy qualifications and has more 
than 10 years’ experience working on 
donor-funded projects. 

M 
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  The project accounting 
and finance staff are 
currently not trained in 
ADB procedures. 
 

The VPMU, through a capacity 
development component in the 
implementation phase, will 
conduct/coordinate appropriate training 
in ADB procedures for project staff and 
VPMU staff to ensure that relevant 
skills and knowledge of ADB 
procedures are sustained after project 
completion.  
 

Training of VPMU personnel in ADB 
procedures has been undertaken and the 
knowledge transfer successful. Additional 
capacity development programs are 
available if required through ADB, 
through TA9086–REG: Building Project 
Implementation Capacities. 

 

  Lack of performance 
review process for 
staff. Sanctions for 
poor staff performance 
(including financial 
breaches) are rarely 
used. 

Work plans/written position descriptions 
with nominated core activities for 
VPMU personnel to be developed. 
Performance management process to 
be developed in order to retain and 
reward the right caliber of skilled staff. 
Project manager(s) to be informed of 
their performance responsibilities. 
 

Duty statements outlining the duties and 
responsibilities have been prepared for 
all VPMU positions. The VPMU Charter 
mandates the VPMU Steering Committee 
to (i) engage VPMU staff on a contractual 
basis and to set the contractual 
conditions, and (ii) monitor the 
performance of VPMU staff. 

 

4. Accounting 
Policies and 
Procedures  
 

M Account and bank 
reconciliations are not 
performed in a timely 
manner, which 
fundamentally 
undermines internal 
controls.  
 

The VPMU will ensure that bank 
reconciliations are done on a timely 
basis by accounting staff different from 
the person(s) making or approving 
payments.  

VPMU procedures require the Director of 
VPMU to certify claims prior to 
processing of payments by VPMU’s 
financial management personnel. To 
date, the project accounts have been 
maintained satisfactorily and all external 
audits of project accounts have been 
unqualified. 

M 

  There are no 
documented policies 
on conflict of interests 
or related party 
transactions. 

Policy on conflict of interests or related 
party transactions to be documented. 
The VPMU will be established and will 
recognize the need for segregation of 
duties to ensure that various functional 
responsibilities are performed by 
different units or persons. 
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5. Internal Audit  
 

M No Internal audit in 
place in VPMU.  
 

To mitigate any risks arising from the 
absence of an internal audit function 
within MIPU, the VPMU under MFEM 
will be provided with significant capacity 
building during the planning stage to 
ensure that the internal control 
environment within the VPMU is strong. 
Assistance to reinvigorate the internal 
audit of government financial systems 
would be prudent to mitigate any 
possible risks in revenue collection and 
expenditure associated with loan 
projects. MFEM’s internal audit may be 
introduced for the project. 
 

VPMU has established financial 
management procedures which are 
aligned with the government’s 
procedures as required under the PFEM 
Act. 

M 

6. External 
Audit  
 

M Annual audits are not 
conducted and 
completed within 6 
months from end of 
fiscal year as required 
by ADB grant 
covenants.  
 

Annual project accounts with detailed 
supporting documentation and 
reconciliations are to be produced by 
the VPMU immediately after the end of 
each fiscal year to enable external 

auditors
a 

to start their audit earlier and 
have it completed within the 6-month 
required period.  
 
The government will cause the office of 
the Auditor-General to undertake 
performance audit of PWD. Pending 
the workload of OAG staff, of project 
accounts may be outsourced to 
external auditors acceptable to ADB, 
and this may involve the tender process 
should the procurement exceed Vt 5 
million. The VPMU will decide on this in 
consultation with ADB. OAG, the 
entity’s auditor, appears eligible to 
conduct the audit. 
  

The Office of the Auditor General has 
outsourced external auditing of the 
annual project accounts to Law Partners 
Chartered Accountants. With the 
exception of the annual project accounts 
for FY2015, VPMU has submitted 
audited annual project accounts within 6 
months of the end of each fiscal year. 
 
As noted above, the external audited of 
the FY2015 project accounts is delayed 
due to the late preparation of project 
documentation required for audit (a 
consequence in the large increase in the 
volume of financial transactions by the 
VPMU financial management team in the 
first half of 2016). Submission of the 
FY2016 audited project accounts is 
expected by 30 September 2016. 

M 
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7. Reporting 
and Monitoring  
 

M Financial reports not 
provided on a timely 
basis to enable regular 
management analysis 
and corrective actions  
to be taken in time to 
address any delays 
and/or deficiencies 
occurring during 
project 
implementation.  
 

The consultant will be required to 
produce monthly financial accounts and 
reports in conformity with international 
accounting standards. 
 
Month-end deadlines will be set for staff 
performing these roles to put them on 
alert.  
 

VPMU financial management personnel 
are able to produce financial accounts 
and reports. 

M 

8. Information 
Systems  
 

M The existing integrated 
FMIS contains most 
subledgers; however, 
not all of them were 
implemented when it 
was established in 
2002. Job costing, 
inventory, 
investments, and 
borrowings subledgers 
have yet to be 
installed, as it may not 
be possible to 
integrate these with 
the original software. 
 
Software that is not 
integrated with the 
MFEM FMIS has been 
used to establish the 
asset register. The 
asset register system 
uses an 
alphanumerical-based 
code that does not 

The cost-benefit analysis will be 
prepared as to whether the whole 
system software may require 
replacement. Appropriate actions will 
be taken based on this analysis. 
 
As a result of structural differences 
between the financial system and the 
asset register system, reconciliations 
will be regularly performed by MFEM to 
ensure that the two remain in balance 
with each other. PWD will perform an 
asset audit every 6 months to ensure 
that all assets are at their respective 
locations and in working condition. 
Periodic asset checks will be also 
carried out. Procedures for reporting 
fraud, waste, and misuse of assets will 
be documented. 
 
PWD would be marginally better 
informed if there were a better 
inventory control and job costing 
system in place. However, with PWD 
contracting all larger projects out to 

The government financial management 
information system (FMIS) is based on 
the proprietary software package 
“SmartStream” which has integrated 
modules for general ledger, funds 
control, accounts payable, accounts 
receivable, purchasing, payroll/ human 
resources and assets register. MFEM is 
currently implementing a program update 
the Government Fixed Asset Register to 
a more reliable state including improved 
data capture by line agencies. MFEM has 
engaged fixed asset advisor to assist 
with the implementation of the program. 
 
VPMU is connected to the FMIS through 
the government’s wide area network. 

M 
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align with the capital 
expenditure accounts 
in MFEM’s charts of 
accounts. This leads 
to duplications of effort 
in data entry. 
 
Throughout the 
government, including 
MIPU, the 
management and 
maintenance of 
inventory records is 
weak and gene  

qualified private sector companies, it is 
unlikely that the expenditure and effort 
required can be justified. The cost-
benefits analysis of this matter will be 
undertaken by the consulting firm. 
 
Also for the project, a separate asset 
registry will be maintained by VPMU.  

Overall Control 
Risk  
 

M M 

Risk Ratings: H = high, S = substantial, M = moderate, N = negligible or low. 

ADB = Asian Development Bank; AFS = audited financial statements: APA = audited project accounts; ERA Act = Expenditure Review and Audit Act (2008); FMIS 

= financial management information system; FY = fiscal year; MFEM = Ministry of Finance and Economic Management; MIPU = Ministry of Infrastructure and 

Public Utilities; OAG = Office of the Auditor General; PEFA = public expenditure and financial accountability; PFEM Act = Public Financial and Economic 

Management (2009); PFM = public financial management; PWD = Public Works Department; VPMU = Vanuatu Project Management Unit 

 


