
Road Network Upgrading Sector Project (RRP TIM 46260) 

FINANCIAL MANAGEMENT ASSESSMENT 
 
A. Introduction 
 
1. This Financial Management Assessment (FMA) has been prepared in accordance with 
ADB’s Guidelines for the Financial Management and Analysis of Projects1 and the publication 
Financial Due Diligence, A Methodology Note.2 The FMA considers the Ministry of Public Works 
(MPW) and the National Directorate for Roads Bridges and Flood Control (DRBFC) as the 
implementing agency, respectively for the proposed Road Network Upgrading Sector Project 
(the project – RNUSP). The FMA includes review of the accounting and reporting system, 
internal and external auditing arrangements, fund disbursement procedures, and information 
systems. The instrument used for the assessment was Asian Development Bank’s (ADB) 
financial management assessment questionnaire (FMAQ). This FMA incorporates the Financial 
Management Internal Control and Risk Management Assessment required by the Guidelines. 
The completed FMAQ for  DRBFC is in Table 1. 
 
2. This assessment is updated from that prepared for the same ministry in connection with 
the District Capitals Water Supply during the TA preparation in June 2011, and reflects 
subsequent developments and agreements and changes. Preparation activities included 
reviewing documents, interviewing counterparts and consultants, and discussing issues with 
stakeholders. Mitigating actions were identified together with counterparts. In December 2007 
and October 2009, ADB prepared the FMA for the Urban Water Supply and Sanitation Sector 
Project3 and the Road Network Development Sector Project,4 respectively. 
 
B. Project Description 
 
3. It is proposed that ADB help finance the project through an Ordinary Capital Resources 
Loan of $40 million and an Asian Development Fund (ADF) loan in an amount up to the 
equivalent to $10 million over a 6-year implementation period. The total project cost is 
approximately $123.35 million. The Government of Timor-Leste (GoTL) will partly finance civil 
works, materials, equipment, and taxes and will finance all costs for resettlement. 
 
4. The Council for the Administration of the Infrastructure Fund (CAFI) is the executing 
agency. The MPW is the implementing agency. MPW as the IA will oversee the implementation 
of the project. As the implementing agency, MPW, through its DRBFC and Project Management 
Unit (PMU), will implement the  infrastructure components of the project, hire implementation 
consultants, as required, maintain an existing PMU which will be responsible for the day-to-day 
implememtation of the project, including (i) preparation of an overall implementation plan and 
annual budgets; (ii) overall interagency coordination; (iii) management of the bidding processes; 
(iv) management of the capacity development activities; (v) project financial management; (vi) 
project safeguards plan implementation; (vii) consolidation, review, and submission of regular 
progress and financial reports to ADB and the MPW; and (viii) monitoring and evaluation of 
project outputs and results. While the PMU will provide assistance, award of major procurement 

                                                
1
  ADB. 2005. Financial Management and Analysis of Projects. Manila. Refer to page 14 of Knowledge Management 
Addendum for more information on the Financial Management Assessment. 

2
 ADB. 2009. Financial Due Diligence, A Methodology Note. Manila. Refer to page 3 for more information on the 
Financial Management Assessment. 

3
 Ministry of Infrastructure, Government of Timor-Leste. 2007. Proposed Urban Water Supply and Sanitation Sector 
Project Final Report. Dili. Supplementary Appendix K, The assessment was prepared by GHD Consulting Services. 

4
  ADB. 2009. Report and Recommendation of the President to the Board of Directors: Proposed Asian Development 

Fund Grant to the Democratic Republic of Timor-Leste for the Road Network Development Sector Project. Manila.   
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and consulting contracts will formally be the responsibility of the government’s central 
Procurement Commission.  
 
C. Country-level Issues 
 
5. Country issues that potentially impact the financial management of the proposed project 
include a weak public financial management (PFM) environment and management and skills 
capacity issues.  
 

1. Public Financial Management (PFM) Environment 
 
6. Country PFM arrangements were assessed in 2009 using the Public Expenditure 
Financial Accountability (PEFA) PFM Performance Measurement Framework.5 The assessment 
noted that in the last 4 years (2007–2010), GoTL has achieved progress in strengthening PFM 
systems. In particular, gains were made in the comprehensiveness of fiscal information, fiscal 
transparency, funding predictability, and timeliness and quality of bank reconciliation and 
financial statements. Despite these improvements, substantial weaknesses in the PFM system 
elsewhere remain weak which diminished the relative strength of the Ministry of Finance (MOF). 
Budget planning and implementation capacity of line ministries are still weak, internal audit is 
almost non-existent, budget coverage is incomplete, and an independent external auditor is 
missing.  Multi-year budgeting, development of sectoral investment strategies, orderliness of the 
budget process, and procurement remain a concern with regard to the overall effectiveness of 
the public financial management.6  

 
7. Recognizing the weaknesses of the current public financial management system, GoTL 
has sought measures to gradually promote decentralization of non-core financial management 
functions from the MOF to line ministries, as capacity within these agencies is increasing 
(footnote 4). 
 

2. Management and Skills Capacity 
 
8. Common with many developing member countries (DMCs), Timor-Leste has a shortage 
of skills in general management, financial management, financial analysis, and management 
accounting. In particular, few accounts staff possess practical skills beyond basic bookkeeping.  
 
D. Financial Management in the Ministry of Public Works 

  
9. MPW has been involved with a number of ADB-funded projects but has never 
undertaken the financial management responsibility for any of these projects. Financial 
management, monitoring and control, reporting, and external audit has always been done by 
project management units established as the agreed implementation arrangements with the 
ADB and other donor partners. Hence, there is no transfer of technology or skills from these 
projects to the finance staff in the ministry, either in project implementation or financial 
management. 

                                                
5
 Under the PEFA framework, performance is assessed in relation to eight dimensions of public financial 

management: (i) credibility of the budget; (ii) comprehensiveness and transparency; (iii) degree to which the budget 
is prepared with due regard to government policy; (iv) predictability and control in budget execution; (v) accounting, 
recording, and reporting; (vi) external scrutiny and audit operations; (vii) appropriateness of development partner 
practices in country; and (viii) intergovernmental fiscal relationships. 

6
 Democratic Republic of Timor-Leste. 2010. Public Financial Management Performance Report. Dili; International 

Monetary Fund. Fiscal Affairs Department.  
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10. MPW has been the EA and IA for a number of past ADB infrastructure projects including 
the ongoing Road Sector Development Sector Project (footnote 4). However, given weaknesses 
in capacity faced within MPW with respect to financial management, current and past projects 
have been managed through PMUs created within the ministry. At the same time, ADB has 
worked with MPW to strengthen MPW's financial management capacity through the technical 
assistance on Infrastructure Project Management.7 
 
11. The fiscal year (FY) for the central government is from 1 January to 31 December. For 
MPW and other central ministries and departments, GoTL has a highly centralized payments 
and payroll system located in the MOF. MOF installed a financial management and information 
system (FMIS) called as ‘Free Balance’ financial software. All transactions are processed by 
MOF Treasury staff. Accounting and reporting is done on a cash basis and consolidated 
financial statements are produced by MOF. Access to the Free Balance system by line 
ministries is provided by a network but enables them to read only the data in respect of 
transactions that the MOF Treasury Directorate has actually input. Payroll is managed by a 
separate system known as ‘CHRIS’ which also currently represents the personnel management 
system for the GoTL.  
 
12. All procurement was managed by Procurement Services of MOF until late 2006, when 
authority for managing transactions involving less than US$100,000 was delegated to six line 
Ministries including MPW. In 2011, the government introduced a procurement Commission, 
which is currently supported by an external procurement agancy, Charles Kendall of the United 
Kingdom. The PMU will, in close consultation with ADB, prpeare all bidding documents and 
requestes for proposals. The bidding processes will be managed by the procurement 
Commission, in consultation with MPW and the PMU where necessary. Such transactions are 
subject to ADB’s prior review and the procurement Commission will seek ADB’s endorsement 
prior to any contract award.   
 
13. The Directorate of Roads, Bridges and Flood Control (DRBFC) of MPW does not have 
its own finance and accounting unit. This function is undertaken by the ministry’s centralized 
Directorate of Corporate Services. While the finance staff members have good working 
experience on public service dating back to Indonesian occupation, formal qualifications in 
finance or accounting are lacking. In an effort to address gaps in financial management 
capacity, MOF has been providing training to finance staff of line ministries, especially on how to 
use the government's computerized financial management information system (FMIS).  
 
14. Since 2008, GoTL has been operating on a purely cash basis. Previously, a modified 
cash system was used where planned obligations in the accounts were recorded as expenditure 
as if they were contractual commitments or purchase orders when no such documentation had 

been prepared. Under the new system, the government has now ceased the practice of carrying 

over funds from previous years' budgets which have been unspent. This new system represents 
a move towards achieving better compliance with international accounting standards. While 
MPW accounting systems are generally sufficient to handle basic government accounting 
procedures, the accounting staffs do not have experience preparing financial statements or 
reports that conform to international accounting standards.  
 
15. MPW has no internal audit division. Internal audit function is lodged at the Office of the 
Inspector General. Currently, only Treasury and Customs have active internal audit units. There 
is no internal audit process established within MPW, since similar to other line ministries, this 

                                                
7
 ADB. 2007. Technical Assistance to Timor-Leste for Infrastructure Project Management. Manila. 
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agency only has limited financial autonomy and spending has been monitored through 
numerous controls. However, with greater devolution of financial management powers to line 
ministries, there is a greater need for an effective internal auditing system. 
 
16. MPW will engage independent external auditors acceptable to ADB to audit the project 
accounts annually. MPW will submit to ADB certified copies of audited annual project accounts 
as well as the auditor’s report in English within 6 months of each financial year-end during 
implementation. 
 
17. MPW has limited financial autonomy with regard to financing and procurement which 
requires prior approval of MOF or the CAFI (in the case of projects involving funding from the 
Infrastructure Fund including this project). MPW is responsible for preparing an annual action 
plan (AAP) to feed into budget preparation which is intended to serve as a link between the 
Strategic Development Plan and annual budget. Budgets are prepared for all major activities so 
that budget allocations may be compared with actual expenditures. Progress against the AAP is 
recorded in Quarterly Reporting Matrices. MPW is required to submit financial statements for 
MOF to prepare consolidated government financial statements. The finance department also 
prepares monthly financial reports which are submitted to the management within MPW to 
assist planning and decision-making activities. 
  
18. MPW will prepare project reports. The project reports will be prepared using an Excel-
based electronic spreadsheet and will be submitted on a monthly, quarterly, and annual bases. 
The reports will highlight the physical and financial progress of projects being undertaken. For 
this project, MPW will prepare and submit to ADB quarterly progress reports for individual 
projects, which will include: (i) a narrative description of progress made during the reporting 
period, (ii) changes in the implementation schedule, (iii) problems or difficulties encountered, 
and (iv) activities to be undertaken in the next reporting period. MPW will prepare and submit to 
ADB a project completion report within 3 months of the completion of the project, and an 
investment project completion report after completion of all subproject components under the 
proposed project. 
 
19. MOF uses computerized financial management information system software known as 
Free Balance, which was introduced by the United Nations Transitional Administration of East 
Timor (UNATET). Until recently, appropriations, the General Ledger, Procurement, and Assets 
modules were included in the system. The payroll system was also integrated into Free 
Balance, which has reduced the need to input the same data several times, reducing the 
likelihood of errors. Also, in order to improve line ministry capacity to utilize Free Balance, in 
addition to staff training, the FMIS is being made more user-friendly, for example, by creating a 
Tetum language option. 
 
20. Only MOF can fully utilize Free Balance, since other ministries including MPW have only 
read-only access to the system. This means that line ministries are required to maintain shadow 
ledgers to record financial transactions, which are not reconciled with MOF data. As a result, the 
current system does not allow the complete tracking of line ministry transactions. MOF is 
currently in the process of expanding access to FMIS which will allow line ministries to directly 
input data into the system which is expected to improve audit trails, increase monitoring of 
expenditure and revenue performance, improve cash management and control of error and 
fraud through an increased ability to analyze expenditure trends. However, until the MPW 
computer system is fully integrated into the government network, it will not be possible for 
finance staff to have complete access to Free Balance, and duplicate records will have to be 
maintained in Excel. Restricted access also limits the ability of management within MPW to gain 
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full access to financial statements which would assist with planning and decision-making 
processes.  
 
E. Risk Analysis 
 
21. A Financial Management Internal Control and Risk Management Assessment was 
conducted (footnote 1). The risk-assessment approach is based largely on International 
Standard on Auditing 400: Risk Assessment and Internal Control. The following risk 
assessment is based on the existing public financial management environment in the country 
and in MPW and DRBFC, relying on existing staff and finance and accounting policies, 
procedures, and practices. The risk mitigation measures consider the factors which will 
significantly reduce or eliminate the risks identified. 
 

1. Inherent Risk 
 
22. Inherent Risk is the susceptibility of the project financial management system to factors 
arising from the environment in which it operates, such as country rules and regulations and 
the entity working environment (assuming absence of any counter checks or internal controls). 
 

Risk Type 
Risk 

Assessment
8
 

Risk Description Risk Mitigation Measures 

1. Country- 
Specific 
Risks 

S Weak public financial 
management 
 
 
 
 
 
 
 
 
 

Lack of professionally 
qualified finance staff within 
government ministries 

A Public Expenditure Financial 
Accountability study has been 
undertaken in 2009 which 
identified areas of weakness and 
recommended strategies and 
means of strengthening public 
financial management. A positive 
response to this would help in 
strengthening the financial 
management environment. 
 

The proposed project will include 
on-the-job training and capacity 
development which aims at 
upgrading and improving skills of 
finance staff in the DRBFC. 
 

2. Entity-
Specific 
Risks 

S Institutional capacity: There 
are insufficient resident 
skills, expertise and depth of 
experience for timely and 
successful implementation. 
 
 
 
 
 

Implementation capacity: 
ADB and other DPs past 
development projects were 
mainly supported by 

A Project Management Unit 
(PMU) is already established in 
DRBFC supported by consultants 
with considerable prior experience 
of managing ADB-financed 
projects. MPW and DRBFC will be 
required to provide counterpart 
staff and technology transfer will 
be ensured. 
 

ADB is providing capacity 
development TA independently of 
the Project including assistance 
with a ministry wide capacity 

                                                
8
 H = High, S = Substantial, M = Moderate, N = Negligible or Low. 
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Risk Type 
Risk 

Assessment
8
 

Risk Description Risk Mitigation Measures 

construction supervision 
consultants and the situation 
still exists. MPW and 
DRBFC have never been 
involved in financial 
management of projects, 
accounting, financial 
reporting and audit. The 
financial management 
capacity is limited to 
processing recurrent and 
personnel expenditures and 
hence unable to 
accommodate the demands 
of complex financial 
management and 
information systems 
requirements of ADB. These 
factors may result in undue 
delays in implementing key 
activities and increased risks 
without capacity substitution.  
 

development framework, and 
upgrading planning capacity 
through support for MfDR. 
 

3. Project-
Specific 
Risks 

M  
 
 
 
 

The PMU will be managed by 
DRBFC and will be responsible for 
the day to day implementation of 
the project. DRBFC will be 
supported by consultants until 
such time that DRBFC staff gain 
capacity. 
 

Overall 
Inherent 
Risk 

S   

 
2. Control Risk 

 
23. Control Risk is the risk that the project’s accounting and internal control framework are 
inadequate to ensure project funds are used economically and efficiently and for the purpose 
intended, and that the use of funds is properly reported. 
 

Risk type Risk 
Assessment

9
 

Risk Description Risk Mitigation Measures 

1. Implementing 
Entity 

S Financial management 
policies and procedures 
might not be appropriate for 
project management.  

Accounting and financial 
management systems capable of 
addressing the gaps and 
weaknesses in MPW and DRBFC 
are already in place in the existing 
PMU. 

                                                
9
 H = High, S = Substantial, M = Moderate, N = Negligible or Low. 
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Risk type Risk 
Assessment

9
 

Risk Description Risk Mitigation Measures 

  No explicit project policy of 
where/how to report fraud, 
waste, misuse of assets. 

Procedures for reporting fraud, 
waste, misuse of assets to be 
documented and implemented 
(question 4.34 of the FMAQ). 

2. Funds Flow S Deficiencies and 
misinterpretation of ADB 
guidelines in disbursement 
and withdrawal of project 
funds by IAs. 

MPW and DRBFC to liaise regularly 
with ADB to ensure that ADB 
guidelines are followed. Inter-agency 
coordination at all levels to discuss 
the portfolio performance of grant. 

   Provision of regular training on 
ADB’s withdrawal, disbursement and 
reporting requirements and policies. 

   Separate accounts to be maintained 
for projects and to be audited by an 
independent auditor. 

  MPW and DRBFC 
accounting staff have limited 
understanding of ADB’s 
requirements. 

 

PMU staff has excellent 
understanding of ADB procedures. 
The Minister has recently served for 
three years as Directors Advisor and 
has consequently appreciates how to 
work with ADB. 

  No policy for training of 
accounting staff. 

Framework for capacity development 
is being developed under ADB TA 

4. Accounting 
Policies and 
Procedures 

M Accounting policies and 
procedures are inadequate.  

Adequate accounting policies and 
procedures will be put in place. A 
financial management manual will be 
developed by DRBFC during project 
implementation.  

5. Internal Audit H There is no internal audit 
function.  

Strengthening internal audit function 
is one area identified for possible 
technical assistance in the Project. 
Internal audit function provided by 
MOF is limited. 

6. External Audit M Lack of timely audit process 
is leading to the covenants 
not being met on the timely 
provision to ADB of audited 
annual project accounts.  

The PMU will prepare the annual 
project accounts and underlying 
working papers on a timely basis in 
preparation for the annual financial 
audit. There have been no delays to 
audits under the Road Network 
Development Sector Project 

7. Reporting and 
Monitoring 

H Financial reports are 
produced but provided late. 

Timely and reliable reporting 
provided to all stakeholders:  MOF, 
user agencies, ADB, and program 
and project management. 
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Risk type Risk 
Assessment

9
 

Risk Description Risk Mitigation Measures 

   Reporting to stakeholders will be 
prompt after the period end. These 
will include expenditure comparisons 
of actual with budget, linked to 
project progress and forecasts of 
expected outcome, cash flow 
statements, and asset schedules.  

   MPW to prepare and submit to ADB 
quarterly and annual progress 
reports on project implementation 
and operation. 

   Monitor compliance with grant 
covenants, including submission of 
audited project accounts. 

8. Information 
Systems 

M Back-up of financial data are 
infrequent and not secure. 

Regular backups of all accounting 
systems and appropriate security 
measures over backed-up data 
should be put in place. 

Overall Control 
Risk 

S   

 
F. Financial Management in the Directorate for Roads Bridges and Flood Control  

  
24. DRBFC will support MPW as the IA for the road upgrading component of the project. A 
PMU is already established and will be responsible for implementation of the project. The PMU 
is supported by consultants and will be strengthened to undertake the additional tasks 
associated with the new project. As a government department, DRBFC has limited autonomy in 
decision-making other than for basic operational matters. All financing, fees and charges, 
staffing, infrastructure development and procurement decisions require the prior approval of the 
Ministry of Infrastructure, the MOF, or the Ministry of State Administration (MSA). 
 
25. DRBFC manages all national, urban and district roads throughout Timor-Leste. The 
responsibilities include design and implementation of capital works for roads, bridges and river 
training, as well as for maintenance. 
 
26. DRBFC is governed by MOF regulations covering budget and financial management, 
and appropriations. Directorate of Treasury (a department of MOF) has issued a comprehensive 
set of financial administration instructions10 to all government departments and agencies, as 
well as a procedures manual for revenue collection to ensure a “consistent and transparent” 
approach. A Consolidated Fund of Timor-Leste (CFET) has been established. Treasury 
receives all government revenues, acts as paymaster and performs the accounting function of 
government, that is, for all ministries and their departments. 
 
27. The Banking and Payments Authority (BPA) makes all government payments. 
Accordingly, DRBFC is required to submit all applications for ongoing day to day funding to 
Treasury (MPF). The government accounting system (Free Balance System) allows DRBFC 

                                                
10

 Financial Administration Instructions – Expenditure and Revenue Procedures, Office of the Treasury, Ministry of Planning and 
Finance. 
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online access so that DRBFC can monitor funding and expenditure under various budget 
headings.  
 
28. DRBFC is not responsible for the collection of revenues.  
 
29. Staffing. DRBFC has 393 staff members as of May 2013. The current organizational 
structure of DRBFC is in Annex 1. The Finance Division of Directorate of Corporate Services 
has 11 technical and 9 administrative staff. There are currently 9 vacancies. 
 
30. Accounting Policies and Procedures. The government accounts and those of DRBFC 
are prepared on a cash basis as per government accounting policies and procedures.  The 
financial accounting system is computerized and is part of the government accounting system 
(Free Balance System). The system ensures accuracy and integrity at various levels. A 
government chart of accounts enables proper recording of the financial transactions. Accounting 
and financial reporting related responsibilities are located in the finance department within the 
Administration and Human Resources Division of DRBFC. Written procedures and guidelines 
prepared by Treasury are provided to cover all transactions. Only Treasury can alter or establish 
new accounting principles, policies or procedures used by the government ministries and their 
departments.  
 
31. Payroll accounting system is fully computerized and forms part of the government 
accounting system. The system is based on the computerized attendance recording and leave 
accounting. The payroll system ensures confidentiality, integrity and operation by authorized 
persons only. 
 
32. Budgeting System. Detailed budgets are prepared by each unit and division of DRBFC 
and compiled by the finance division of the Directorate of Corporate Services. These are 
forwarded to the Ministry of Public Works for approval and then finally to MOF. The overall 
budget is approved by the Council of Ministers and finally by Parliament. Any changes to the 
budget must be approved by Treasury with only changes of plus or minus 15% to be authorized 
by Treasury.   
 
33. Safeguard over Assets. DRBFC has a fixed asset register, but this has been allowed to 
lapse, so that there is no detailed record of fixed assets of the road network. Assets are not 
insured. 
 
34. The issue of stock from the DRBFC warehouse is based on approved documentation 
and procedures. Security guards ensure that no material is taken out without proper 
documentation. Physical verification of stocks is carried out annually to safeguard the assets 
from fraud, waste and abuse.   
 
35. Internal Control. DRBFC has no internal audit function. Special audit of DRBFC 
projects is undertaken by the Ministry of Public Works or MOF, but this is not common.  
 
36. External Control. There is no requirement for DRBFC to have its own financial records 
audited as all records are maintained within the government accounting system in Treasury. 
However, an international independent auditor, audits the government accounts. It will be 
necessary for the Project to arrange for an independent audit of project finances and 
transactions. 
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37. Reports and Monitoring. DRBFC is not required to undertake any statutory reporting of 
its financial results. DRBFC financial position, budgets and expenditure, are maintained by 
Treasury making separate financial reporting unnecessary.  DRBFC prepares financial reports 
directly from the Free Balance System of Expenditure against Budget for its own purpose, on a 
monthly, quarterly and annual basis. These are forwarded to the Ministry of Public Works for 
their information and review. Financial reports compare actual expenditures with budgeted and 
allocations.  At year end there is a review for budget utilization along with physical progress on 
project related expenditures. 
 
G. Action Plan 
 
38. This section summarizes the actions identified throughout the Assessment for managing 
the risks to the proposed Project from a PFM perspective. 
 
39. The following are the proposed actions: 
 
 To be undertaken after loan effectiveness: 
 

(i) Strengthening of the PMU and designation of MPW and DRBFC counterpart staff 
and hiring of Consultants; 

(ii) An organizational structure of the PMU as it relates to the proposed Project to be 
updated; 

(iii) MPW will develop procedures for reporting fraud, waste, and misuse of assets to 
be documented and implemented. 

 
 To be undertaken during the implementation of the proposed Project: 
 

(i) Regular liaison between the EA, IA and the ADB to ensure that ADB guidelines 
are followed; 

(ii) Regular interagency coordination at all levels to be put in place to discuss the 
portfolio performance of the loan; 

(iii) Regular training on ADB disbursement policies to be provided; 
(iv) Separate accounts to be maintained for all components financed by ADB, and to 

be audited by an independent auditor; 
(v) Accounting duties to be rotated, where feasible; 
(vi) Annual project accounts and underlying working papers prepared on a timely 

basis in preparation for the annual financial statement audit; 
(vii) Prompt reporting to stakeholders after the period-end; 
(viii) Quarterly and annual progress reports on project implementation and operation 

prepared; 
(ix) Compliance with covenants monitored, including submission of audited project 

accounts;  
(x) Regular backup of all accounting systems and appropriate security measures 

over backup data to be put in place; 
(xi) Complete financial management manual to be developed by PMU in order to 

guide staff activities and ensure staff accountability, and 
(xii) Regular training plan for accounting staff and training policies developed. 
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Table 1: Responses to the Financial Management Assessment Questionnaire11 
 
This Financial Management Assessment Questionnaire (FMAQ) for the proposed District 
Capitals Water Supply Pilot Project is in accordance with the publications Financial 
Management and Analysis of Projects (ADB, 2005)12 and Financial Due Diligence, A 
Methodology Note (ADB, 2009).13 
 

Topic Response 

1. Implementing Agency  

1.1 What is the entity’s legal status / registration? The Directorate of Roads Bridges and Flood Control, 
DRBFC. 
Government Department of the Ministry of Public Works 

1.2 Has the entity implemented an externally-financed 
project in the past (if so, please provide details)? 

Yes. Through its PMU, it has been involved in the 
implementation of all ADB-financed road projects since 2000 
and now has responsibility for World Bank and Government 
of Japan-financed road projects also. 
 
 

1.3 What are the statutory reporting requirements for the 
entity? 

There are no statutory financial reporting requirements for 
DRBFC. The government accounting system used by 
DRBFC is under the control of Treasury within Ministry of 
Planning and Finance (MPF). 
However, Monthly, Quarterly and Annual Financial Reports 
are prepared for internal purposes and to report to the 
Ministry of Public Works.  
The annual report also includes physical progress on project 
activities 

1.4 Is the governing body for the project independent? No, CAFI is a government entity chaired by the Prime 
Minister, and with membership of the Ministers of Finance, 
Public Works and Transport and Communication. 

1.5 Is the organizational structure appropriate for the 
needs of the project?  

No, require project management consultants to maintain 
project accounting function within DRBFC and Ministry of 
Public Works. 

2.  Funds Flow Arrangements  

2.1 Describe (proposed) project funds flow arrangements, 
including a chart and explanation of the flow of funds 
from ADB, government and other financiers. 

Funds will actually be held at the Ministry of Finance (MOF) 
level, with tendering and procurement carried out by the 
Procurement Commission rather than at the DRBFC 
government department level. The PMU will be responsible 
for preparing documentation for payments but MOF will 
handle payments themselves. 
Project consultants will be based within DRBFC to provide 
transfer of skills. 

2.2 Are the (proposed) arrangements to transfer the 
proceeds of the loan (from the government / Finance 
Ministry) to the entity satisfactory? 

Yes. Funds will be administered at the Ministry level, rather 
than transferred to DRBFC. The PMU will only directly 
handle the Imprest account. 

2.3 What have been the major problems in the past in 
receipt of funds by the entity? 

No major problems 

2.4 In which bank will the Imprest Account be opened? MPF/Local bank.  
 

                                                
11

 The responses to this questionnaire describe the existing situation in the Directorate for Water Supply and 
Sanitation (DRBFC) under its present legal status, structure and staffing. The remarks describe the situation when 
a proposed Project Implementation Unit (PIU) is established within DRBFC.  

12
 Refer to page 15 of Knowledge Management Addendum. 

13
 Refer to page 4. 
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Topic Response 

2.5 Does the (proposed) project implementing unit (PMU) 
have experience in the management of disbursements 
from ADB? 

Yes, provision is made for consultancy support under the 
project to establish project accounting function, but 
experienced personnel will continue in their roles. 

2.7  Does the entity have/need a capacity to manage 
foreign exchange risks? 

No. Currency of Timor is US$. 

2.8  How are the counterpart funds accessed? Through MPF. 

2.9  How are payments made from the counterpart funds? By MPF through Treasury. 

3.  Staffing  

3.1  What is the (proposed) organizational structure of the 
accounting department? Attach an organization chart. 

The existing PMU has a Chief Accountant and two 
assistants. The accounting staff of DRBFC will not be 
involved in project accounting functions.  

3.2  Identify the (proposed) accounts staff, including job 
title, responsibilities, educational background and 
professional experience. Attach job descriptions and 
CVs of key accounting staff. 

Accounting staff for project are in place as part of 
consultancy support for on-going projects 

3.3  Is the project finance and accounting function staffed 
adequately? 

Yes. 

3.4  Is the finance and accounts staff adequately qualified 
and experienced? 

Yes. 

3.5  Is the project accounts and finance staff trained in 
ADB procedures? 

Yes 

3.6  What is the duration of the contract with the finance 
and accounts staff? 

Current staff are engaged until mid 2014. Budget is available 
for renewing these contracts or recruiting replacements  

3.7  Indicate key positions not contracted yet, and the 
estimated date of appointment. 

All accounting staff have been recruited. 

3.10  Does the project have written position descriptions 
that clearly define duties, responsibilities, lines of 
supervision, and limits of authority for all of the 
officers, managers, and staff? 

Yes. TOR for consultants 

3.11  At what frequency are personnel transferred? There has been no staff-turnover in accounts in the PMU for 
several years 

3.12  What is training policy for the finance and accounting 
staff? 

Trained in the use of Free Balance System, accounting 
policies and procedures by Treasury. 

4.  Accounting Policies and Procedures  

4.1  Does the entity have an accounting system that allows 
for the proper recording of project financial 
transactions, including the allocation of expenditures 
in accordance with the respective components, 
disbursement categories, and sources of funds? Will 
the project use the entity accounting system? 

Yes, Free Balance Government Accounting System, and 
Government Accounting Policies and Procedures. 
Government chart of accounts used to allocate expenditures 
to budget heads. 
The project will not use the government accounting system, 
but will continue to use its own procedures suitable for 
project transactions, disbursements and reporting. 

4.2  Are controls in place concerning the preparation and 
approval of transactions, ensuring that all transactions 
are correctly made and adequately explained? 

Yes, all transactions approved in DRBFC and then original 
documentation forwarded to the Major projects Secretariat 
(Secretariat of the CAFI). The documentation is then 
forwarded for review to the national Development Agency for 
endorsement prior to passing to Treasury (MPF) for approval 
and payment. 

4.3  Is the chart of accounts adequate to properly account 
for and report on project activities and disbursement 
categories? 

Follow Government Accounting Budget Heads, and chart of 
accounts  

4.4  Are cost allocations to the various funding sources 
made accurately and in accordance with established 
agreements? 

Yes against budget heads, and account codes. 
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4.5  Are the General Ledger and subsidiary ledgers 
reconciled and in balance? 

Not applicable, no general ledger. All budget and 
expenditure information held centrally in Free Balance 
System in Treasury and accessible on line by DRBFC. 

4.6  Are all accounting and supporting documents retained 
on a permanent basis in a defined system that allows 
authorized users easy access?  

Documents, commitment and payment vouchers (CPV) with 
supporting documentation forwarded to MOF for either 
reimbursement or payment through Banking and Payments 
Authority (BPA). 
DRBFC retains copies of original documents 

i. Segregation of Duties  

4.7  Are the following functional responsibilities performed 
by different units or persons: (i) authorization to 
execute a transaction; (ii) recording of the transaction; 
and (iii) custody of assets involved in the transaction? 

The Chief Accountant of the PMU prepares documentation 
(CPVs) for signature by Chief Technical Advisor of PMU. 
Endorsement is required by MPS and ADN prior to reaching 
MOF. 
Additional two signatures are required within Treasury of 
MOF for final approval.  

4.8  Are the functions of ordering, receiving, accounting 
for, and paying for goods and services appropriately 
segregated? 

Yes. All payments made by BPA of MOF on basis of 
submission of CPVs to Treasury. 

4.9  Are bank reconciliations prepared by someone other 
than those who make or approve payments? 

Bank reconciliations are carried out at PMU level only for the 
Imprest account. 

ii. Budgeting System  

4.10  Do budgets include physical and financial targets?  Yes for project expenditures 

4.11  Are budgets prepared for all significant activities in 
sufficient detail to provide a meaningful tool with which 
to monitor subsequent performance? 

Yes. Budgets are prepared by DRBFC some three months 
prior to the new year. These are forwarded to the Minister of 
Public Works and then to MOF and approved by the Council 
of Ministers and finally Parliament.  
Budgets are prepared with sufficient detail to gain approval 
of expenditure. 

4.12  Are actual expenditures compared to the budget with 
reasonable frequency, and explanations required for 
significant variations from the budget? 

DRBFC compares budget and actual expenditure on a 
monthly basis, or alternatively can refer to the system at any 
time and get detailed information on any budget code. 

4.13  Are approvals for variations from the budget required 
in advance or after the fact? 

Variations require Treasury of MPF approval 

4.14  Who is responsible for preparation and approval of 
budgets? 

See 4.11. The Director DRBFC responsible for initial budget 
forwarded to the Ministry of Public Works. 

4.15  Are procedures in place to plan project activities, 
collect information from the units in charge of the 
different components, and prepare the budgets? 

Yes, DRBFC prepares budget by unit and division 

4.16  Are the project plans and budgets of project activities 
realistic, based on valid assumptions, and developed 
by knowledgeable individuals? 

Budgets are usually not adequate and relate more to past 
levels of expenditure rather than what is required to properly 
maintain water supply system. 

Payments  

4.17  Do invoice-processing procedures provide for: (i) 
Copies of purchase orders and receiving reports to be 
obtained directly from issuing departments? (ii) 
Comparison of invoice quantities, prices and terms, 
with those indicated on the purchase order and with 
records of goods actually received? (iii) Comparison of 
invoice quantities with those indicated on the receiving 
reports? (iv) Checking the accuracy of calculations? 

Invoices submitted to DRBFC, processed by chief 
accountant and attached to CPV for payment by Treasury, 
are approved by the Chief Technical Advisor and forwarded 
to Treasury of MOF for payment by BPA. 
CPVs and supporting documents reviewed and approved by 
Treasury before payment by BPA. 

4.18  Are all invoices stamped PAID, dated, reviewed and 
approved, and clearly marked for account code 
assignment?  

Original invoices held by Treasury. All CPVs must be 
properly coded otherwise they are sent back to DRBFC by 
Treasury. 
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4.19  Do controls exist for the preparation of the payroll and 
are changes to the payroll properly authorized? 

Yes. Payroll is paid by Treasury. All payroll records held 
centrally, with changes requiring authorization. 

Policies And Procedures  

4.20  What is the basis of accounting (e.g., cash, accrual)? Cash, however committed payments are included in the 
year- end expenditure totals.  

4.21  What accounting standards are followed? Government accounting policies 

4.22  Does the project have an adequate policies and 
procedures manual to guide activities and ensure staff 
accountability? 

Yes.  

4.23  Is the accounting policy and procedure manual 
updated for the project activities? 

Government Accounting policies and procedures used 
throughout government. 

4.24  Do procedures exist to ensure that only authorized 
persons can alter or establish a new accounting 
principle, policy or procedure to be used by the entity? 

MOF level, rather than at DRBFC department level. Only 
Treasury has authority to amend policies and procedures. 

4.25  Are there written policies and procedures covering all 
routine financial management and related 
administrative activities? 

Government accounting systems manual 

4.26  Do policies and procedures clearly define conflict of 
interest and related party transactions (real and 
apparent) and provide safeguards to protect the 
organization from them? 

Not applicable with Government Accounting procedures 

4.27  Are manuals distributed to appropriate personnel? Manual available to accounting staff 

Cash and Bank  

4.28  Indicate names and positions of authorized signatories 
in the bank accounts. 

No signatories. Bank account for Imprest only will be 
operated by PMU.  
 

4.29  Does the organization maintain an adequate, up-to-
date cashbook, recording receipts and payments? 

On line system with MOF for accounting for payments. 

4.30  Do controls exist for the collection, timely deposit and 
recording of receipts at each collection location? 

DRBFC has no revenues  

4.31  Are bank and cash reconciled on a monthly basis? Not applicable 

4.32  Are all unusual items on the bank reconciliation 
reviewed and approved by a responsible official? 

Not applicable, bank reconciliation is not carried out. 

4.33  Are all receipts deposited on a timely basis? Not applicable.  

Safeguard over Assets  

4.34 Is there a system of adequate safeguards to protect 
assets from fraud, waste and abuse? 

Stocks of materials, pipes, fittings, meters etc are recorded 
and tracked. 

4.35  Are subsidiary records of fixed assets and stocks kept 
up to date and reconciled with control accounts? 

No. Road asset inventory is not maintained 

4.36  Are there periodic physical inventories of fixed assets 
and stocks? 

Yes.  

4.37  Are assets sufficiently covered by insurance policies? No 

Other Offices and Implementing Entities  

4.38  Are there any other regional offices or executing 
entities participating in implementation? 

The Ministry of Transport and Communication will be the 
executing agency and implementing agency for a Road 
Safety component. The PMU of the MPW will never the less 
handle accounting and financial management functions. 

4.39  Has the project established controls and procedures 
for flow of funds, financial information, accountability, 
and audits in relation to the other offices or entities?  

 Yes. 
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4.40  Does information among the different 
offices/implementing agencies flow in an accurate and 
timely fashion? 

Yes – though timeliness is of concern given the number of 
endorsements needed before payments can be made by 
treasury 

4.41  Are periodic reconciliations performed among the 
different offices/implementing agencies? 

NA 

Other  

4.42  Has the project advised employees, beneficiaries and 
other recipients to whom to report if they suspect 
fraud, waste or misuse of project resources or 
property? 

Will be carried out when the project is implemented in 2013. 

5.  Internal Audit  

5.1  Is there an internal audit department in the entity? No. However, review may be undertaken by national 
Development Agency of large projects and their costs prior 
to approval and payment by Ministry of MOF. 

5.2  What are the qualifications and experience of audit 
department staff?  

NA 

5.3  To whom does the internal auditor report? NA 

5.4  Will the internal audit department include the project in 
its work program? 

NA 

5.5  Are actions taken on the internal audit findings? NA 

6.  External Audit  

6.1  Is the entity financial statement audited regularly by an 
independent auditor? Who is the auditor? 

 
An independent international audit is carried out of the 
government’s accounts. 
Special audits of DRBFC maybe undertaken by staff from 
the Ministry of Public Works or MOF, but more likely to be 
related to specific project activities. 
More common is MOF assistance to ensure all staff prepare 
documentation properly (CPVs) and understand policies and 
procedures related to payments and the Free Balance 
Accounting System. 

6.2  Are there any delays in audit of the entity? When are 
the audit reports issued? 

NA 

6.3  Is the audit of the entity conducted according to the 
International Standards on Auditing? 

NA 

6.4  Were there any major accountability issues brought 
out in the audit report of the past three years? 

NA 

6.5  Will the entity auditor audit the project accounts or will 
another auditor be appointed to audit the project 
financial statements? 

Project accounts will need to be audited by an Independent 
auditor contracted specifically for this purpose by the Project. 

6.6  Are there any recommendations made by the auditors 
in prior audit reports or management letters that have 
not yet been implemented? 

NA 

6.7  Is the project subject to any kind of audit from an 
independent governmental entity (e.g., the supreme 
audit institution) in addition to the external audit? 

Special audit maybe undertaken to ascertain extent of 
expenditure and project progress by national Development 
Agency.  

6.8  Has the project prepared acceptable terms of 
reference for an annual project audit? 

Yes. 

7.  Reporting and Monitoring  

7.1  Are financial statements prepared for the entity? In 
accordance with which accounting standards? 

No. DRBFC prepare annual financial report showing 
expenditure against budget heads, forwarded to Ministry of 
Public Works.  
Treasury has access to all DRBFC financial information 
through government accounting system. 
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7.2  Are financial statements prepared for the 
implementing unit? 

Project accounts will be prepared for the project and audited 
by an independent auditor contracted by the project. 

7.3  What is the frequency of preparation of financial 
statements? Are the reports prepared in a timely 
fashion so as to useful to management for decision 
making?  

Monthly, Quarterly and Year End reports prepared to 
compare budget with actual expenditures for internal use 
and within the Ministry of Infrastructure.  
Reports prepared on a timely basis. 

7.4  Does the reporting system need to be adapted to 
report on the project components? 

No. Project accounts will be prepared by project staff. 

7.5  Does the reporting system have the capacity to link 
the financial information with the project's physical 
progress? If separate systems are used to gather and 
compile physical data, what controls are in place to 
reduce the risk that the physical data may not 
synchronize with the financial data? 

No. The government accounting system is based on 
approved budget and drawdowns against actual invoiced 
expenditures. 
The project will prepare accounts and progress reports 
separately. 

7.6  Does the project have established financial 
management reporting responsibilities that specify 
what reports are to be prepared, what they are to 
contain, and how they are to be used? 

Yes. 

7.7  Are financial management reports used by 
management? 

Yes, to ascertain level of expenditure against budget and 
plan activities for rest of the year.  
These can be prepared online under the Free Balance 
Government Accounting System. 

7.8  Do the financial reports compare actual expenditures 
with budgeted and programmed allocations? 

Yes, all the information is available in the accounting system. 

7.9  Are financial reports prepared directly by the 
automated accounting system or are they prepared by 
spreadsheets or some other means? 

Yes, from the Government Free Balance Accounting System 

8. Information Systems  

8.1  Is the financial management system computerized? Yes, Government Accounting System is computerized with 
DRBFC online with Treasury. 

8.2  Can the system produce the necessary project 
financial reports? 

No, require establishment of project accounting unit under 
capacity development during implementation 

8.3  Is the staff adequately trained to maintain the system? Yes, in conjunction with Treasury who assist with training. 

8.4  Does the management organization and processing 
system safeguard the confidentiality, integrity and 
availability of the data? 

Yes, to the extent that this is necessary, given all information 
held centrally in MOF and payments are approved centrally 
against documentation.  
DRBFC retains copies of CPV with original CPV and 
supporting documentation forwarded to Treasury, and 
retained by Treasury. 

 
 
 
 
 
 

 


