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Executive Summary 
 
 The Asian Development Bank’s (ADB) Charter1 places a clear fiduciary responsibility to 
ensure that projects are financially viable and sustainable, that funds are used for their intended 
purpose, and that the Government has the capacity to fulfill obligations under the grant 
agreement. ADB’s financial due diligence requirements stem from the Charter obligations. 
Effective financial management is a critical success factor for efficient project implementation 
and project sustainability. 
 
 The proposed Community-Focused Investments to Address Deforestation and Forest 
Degradation Project in Indonesia will cost about $18.70 million2. The Directorate General of 
Social Forestry and Environmental Partnerships of the Ministry of Environment and Forestry 
(MOEF),will be the Executing Agency (EA), responsible for the overall implementation of the 
project. The implementing agencies (IAs) will include the: Directorate of Business Development 
for Social Forestry and Customary Forestry, Directorate of Environmental Services of 
Conservation Forest, and Directorate of Production Forest Management Unit. Financial 
Management Assessment (FMA) questionnaires have been completed for the EA and three IAs. 
 
 The overall assessment of the fiduciary risk has been assessed as moderate mainly due 
to: (i) some Public Financial Management (PFM) reform areas still indicates weaknesses; (ii) 
inadequate capacity of the government audit institutions; (iii) with the recent merger of the 
MOEF, there is unclear delineation of tasks which would provide clear accountability for the 
project and key positions are yet to be determined; and (iv) differences in standards and 
classification system between central and sub-national governments.  To address these risks, 
the government has set out laws, regulations, framework to improve its PFM system; and 
resources have been made available to address the inadequate capacities of agencies. 
 
 At the project level, the fiduciary risk has been considered as low with the following 
weaknesses and risks identified: (i) limited experience with ADB’s guidelines and procedures; 
(ii) capacity constraints at the district and forest management unit level; (iii) incomplete and late 
submission of financial and progress reports. Capacity building on ADB procedures and 
guidelines will be provided through allocation of support from an experience senior staff and 
ADB IRM and early establishment of support units. 
 
 
 
 
 
 
 
 

                                                
1
 Agreement Establishing the Asian Development Bank, August 1966. 

2
 The Strategic Climate Fund will provide $17.00 million on a grant basis to be administered by ADB. 



 

I. INTRODUCTION 

1. This Financial Management Assessment (FMA) has been prepared in accordance with 
ADB’s Guidelines for the Financial Management and Analysis of Projects (the Guidelines) and 
the publication Financial Due Diligence: A Methodology Note.  The FMA incorporates the 
Financial Management, Internal Control and Risk Management Assessment required by the 
Guidelines. Appendix 1 presents the consolidated results of the completed FMA questionnaires 
from the executing agency (EA) and implementing agencies (IAs). Preparation activities 
included interviews of the Government agencies’ staff, consultants, private sector, targeted 
project beneficiaries and other stakeholders and reviewing documents. Mitigating actions were 
identified together with the stakeholders. 
 
2. The purpose of this FMA was to determine the robustness of the accounting, financial 
controls and internal audit arrangements, and the capability of the EA and IAs to meet all the 
fiduciary requirements set out in the grant agreement and other project documents. Within this 
context, the report presents results of a FMA of the EA and IAs, including agreed project 
financial arrangements, financial responsibilities of each of the EA and IAs, and associated 
entities, and perceived financial risks and risk management. This report also provides guidance 
to the EA, IAs and other stakeholders to prepare proper mitigation measures to ensure the 
effective project performance, following country laws and regulations as well as ADB’s 
requirements. 

II. PROJECT DESCRIPTION 

3. The project is part of Indonesia’s Forest Investment Program (FIP) and will complement 
the other two projects implemented by the World Bank and the International Finance 
Corporation (IFC). The project will invest in community-focused reducing emissions from 
deforestation and forest degradation, conservation, sustainable management of forests, and 
enhancement of forest carbon stocks (REDD+) activities (e.g., community-based land use 
planning, community-led forest fire management, assisted natural regeneration, community-
based ecotourism) in four forest management units (FMUs) in Kapuas Hulu and Sintang 
districts, addressing the drivers of deforestation and forest degradation. The project will 
strengthen capacity of district and provincial governments in West Kalimantan, provide support 
to harmonize fiscal policies on REDD+ with national policies, and establish non-monetary 
incentives, and monitoring and safeguards information systems. 
 
4. The project will contribute to the objectives of the master plan for the acceleration and 
expansion of Indonesia’s economic development 2011–2025, national action plan to reduce 
Greenhouse Gas (GHG) emissions (RAN GRK), national REDD+ strategy3  and West 
Kalimantan’s provincial action plan to reduce emissions. It will promote inclusive growth and 
environmental sustainability, the two pillars of the ADB’s Interim Country Partnership Strategy 
(2015). It aligns with ADB Strategy 2020 and the Southeast Asia Department’s climate change 
implementation plan. It provides strong links with ADB technical assistance (TA) projects4 on 
sustainable forest management and with projects of other development partners. Cofinancing 
from development partners will be sought during project preparation. Potential cofinancing could 
be provided by KfW, ICCTF, the Green Climate Fund (GCF) and other donor agencies. The 

                                                
3
 Indonesian REDD+ Task Force. 2012. REDD+ National Strategy, Jakarta, Indonesia. 

4
 ADB, 2013.Technical Assistance to Indonesia for Sustainable Forest and Biodiversity Management in Borneo. 

Manila (TA 8331); Technical Assistance to Indonesia for Sustainable Livelihoods Systems for Indigenous Peoples 
in the Indonesian Heart of Borneo (Japan Fund for Poverty Reduction Grant Project No. 44413-02; in process). 
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Government of Indonesia, with the support of ADB, is inviting international institutions and other 
organizations to support the activities under the current FIP funding. 
 
5. Beneficiaries. The project will focus on customary communities, or masyarakat hukum 
adat (MHA), in four FMUs that rely on forest as a source of economic benefits, cultural values 
and environmental goods. In 2013, the percentage of people living under the poverty line in 
Kapuas Hulu and Sintang districts (10.09% of poor people in each district) was higher than the 
provincial average.5  There are two dominant groups of customary communities in the districts, 
the Dayak and the Melayu. Most Dayaks live in villages and hamlets while the Melayu are 
mostly concentrated along rivers and around Danau Sentarum National Park. These groups 
generally lack opportunities and resources that would allow them to escape poverty by, for 
instance, adopting improved production and processing of wood and non-wood products and 
accessing markets. These groups suffer disproportionately from food shortages, insecurity of 
land tenure, and low levels of education and organization. 
 
6. Impact and Outcome. The expected impact will be environmental and livelihood 
benefits increased. The outcome will be REDD+ implementation in project areas of West 
Kalimantan province improved. 
 
7. Outputs. Output 1: Community-focused and gender-responsive REDD+ pilot projects in 
Kapuas Hulu and Sintang districts implemented; Output 2: Provincial REDD+ strategy in West 
Kalimantan effectively implemented; and Output 3: Subnational fiscal policies on REDD+ 
harmonized with national policies. Each output corresponds to activities under different levels of 
implementation (district, provincial and national) in order to respond to the need of improving 
coordination between institutions for the implementation of REDD+ in line with provincial and 
national strategies. Communication among different levels is an important element for the 
successful implementation of the project. Each one of the outputs includes activities aimed at 
improving communication, including provision of communication equipment, training on 
communication and production of communication material to disseminate project related 
information. 
 
8. Output 1: Community-focused and gender-responsive REDD+ pilot projects in Kapuas 
Hulu and Sintang districts implemented. The activities under this output will be implemented in 
17 villages in four FMUs. The activities include sustainable forest management (SFM) and 
agroforestry that will provide additional income to local communities, contributing to their 
economic resilience and food security, in addition to reducing GHG emissions. Forest protection 
will be achieved by reducing the pressure on forest from local communities that rely on forest 
resources for their livelihood. Activities will strengthen institutions to sustainably manage forest 
lands through a participatory approach. Agroforestry systems with rubber-coffee and rubber-
gaharu and rubber plantations will be established on 1,880 ha and will be part of the forest 
management plans that will be developed jointly between FMUs and local communities. On 
forested land, 10 community-based forest management plans will be developed and entered 
into a partnership scheme with the FMU, securing the management rights and use of the land 
by local communities. Land boundaries will be established jointly by community members and 
FMU staff when developing the management plans. Community-based fire management 
activities will be supported in the Danau Sentarum National Park that has frequent forest fires 
(covering 5,000 ha) and in two villages outside the Park in Kapuas Hulu (Bunut Hulu, Nanga 

                                                
5
 BPS Kapuas Hulu. 2013. Kabupaten Kapuas Hulu dalamAngka 2013; BPS KabupatenSintang. 

KabupatenSintangdalamAngka 2013. 
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Tuan, and Sibau Hilir).The activities will be implemented with the full and effective participation 
of all relevant stakeholders, including the local communities and ensuring the effective 
participation of women. 
 
9. Output 2:  Provincial REDD+ strategy in West Kalimantan effectively implemented. This 
output includes activities at provincial level targeted to strengthening the capacity of the 
province to implement REDD+, including procedures like monitoring and reporting, grievance 
redress, benefit sharing mechanisms and the link of these mechanisms with FMUs and the 
national level. Specific activities include the establishment of a monitoring system and 
safeguards information system, the establishment of a grievance redress mechanism, and 
province-wide workshops, exchange visits, and training programs conducted on REDD+ 
concepts, carbon accounting, SFM guidelines, and the preparation of regulations on all of these 
topics.The project will support the drafting of policies on REDD+ on topics such as monitoring 
and reporting of REDD+ activities, incorporating an activity registry; benefit sharing mechanism; 
and participatory planning and implementation. The policies will be drafted to be in line with 
national legislation and considering local conditions in the communities. The drafting process 
will include consultation processes with different REDD+ related stakeholders at the provincial, 
FMU and district level. 
 
10. Output 3. Subnational fiscal policies on REDD+ harmonized with national policies. This 
output involves FMU, provincial and national levels activities targeted at harmonizing REDD+ 
related policies that facilitate an effective implementation of the REDD+ strategy at different 
levels. Activities include an analysis of fiscal policies with regards to integration of natural capital 
considerations; the organization of policy dialogues to assess gaps and identify remedial 
measures for key regulatory and fiscal aspects of REDD+; and the identification of relevant 
funding sources for REDD+ implementation and conduct training to prepare proposals to extend 
the scope, area and/or time frame of the current project.In order to increase the funding to the 
project from other donors, the preparation of three proposals will be supported. Specifically, 
proposals will be directed to have access to: the Japanese fund (2 million USD), the Dedicated 
Grant Mechanism (DGM) of the FIP (6.5 million USD) and the Heart of Borneo project. 
 
11. The project will be implemented over the period of five years (2017-2021) in the province 
of West Kalimantan in the districts of Kapuas Hulu and Sintang. Direct intervention of the project 
activities will be conducted in 17 villages and in Betung Kerihun and Danau Sentarum national 
parks.  
 
12. Executing Agency and Implementing Agencies. The Directorate General of Social 
Forestry and Environmental Partnerships (Direktorat Jenderal Perhutanan Sosialdan Kemitraan 
Linkungan, PSKL) of the Ministry of Environment and Forestry (MOEF), will be the EA. The 
implementing agencies (IAs) will include the: Directorate of Business Development for Social 
Forestry and Customary Forestry (Direktorat Bina Usaha Perhutanan Sosialdan Hutan Adat, 
BUPSHA), Directorate of Environmental Services of Conservation Forest (Direktorat 
Pengelolaan Jasa Lingkungan Hutan Konservasi, PJLHK); and Directorate of Production Forest 
Management Unit (Direktorat Kesatuan Pengelolaan Hutan Produksi, KPHP). MOEF will be 
responsible for coordinating with FIP Steering Committee, compliance with FIP requirements 
including annual monitoring and reporting of the project’s contribution to the FIP Results 
Framework. MOEF, as EA, will be responsible for the overall coordination and implementation 
of the project. 
 
13. The Steering Committee (SC) chaired by the Secretary General of MOEF and 
comprising Director General level from MOEF, Ministry of Finance (MOF), National 
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Development Planning Agency (BAPPENAS), Coordinating Ministry of Economic Affairs 
(CMEA), Directorate General of Rural and Human Resource Development, FIP Focal Point, SC 
Focal Point, member of Dedicated Grant Mechanism (DGM) Steering Committee will provide 
policy and strategic directions and program coordination; coordinate different agency activities 
for complex national issues and formulate solutions to impediments during project 
implementation; monitor and evaluate the overall project performance and outcomes; and 
review and endorse annual work plans.  
 
14. The total project cost is estimated at $18.70 million of which $17.69 million constitutes 
base costs and $1.01 million for contingencies. The Strategic Climate Fund6  will provide $17.00 
million on a grant basis to be administered by ADB which will be utilized for goods (equipment 
and vehicles), works, livelihood improvement, workshop, training, and studies; project 
management; consulting services and contingencies. The government will provide $1.70 million 
for taxes and duties through exemption. 
 

Table 1: Cost Estimates by Expenditure Category ($ millions) 

 
Item Amount % Total 

Base cost*   

1 Good, Works and Others    

 
1A. Goods (Equipment and Vehicles)  1.67  8.9 

 
1B. Works  1.58 8.4 

 
1C. Others   

 1C.1 Livelihood Improvement**  7.44  39.8 
 1C.2 Workshops, Training and Studies  2.12  11.3 
 1C.3 Project Management   0.72  3.9 

2 Consulting Services  4.16  22.2 

  Total Base Cost 17.69   94.6 

  Contingencies 1.01 5.4 

  Total Project Cost  18.70 100.0 
* Taxes and duties to be financed from government resources through exemption. 
** Includes community services and materials. 
Note: Numbers may not sum precisely because of rounding. 
Source: ADB estimates 
 

 

                                                
6
 Under the Forest Investment Program financed by the Strategic Climate Fund. 
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Table 2: Cost Estimates by Financier ($ Million) 
  Item ADB            % GOI % Total               % 

A. Base Cost       
1 Good, Works and Others        

 
1A. Goods (Equipment and Vehicles) 1.52 91.0 0.15 9.0  1.67  8.9 

 
1B. Works 1.44 91.1 0.14 8.9  1.58  8.4 

 
1C. Others 9.34 90.9 0.93 9.1  10.27  54.9 

2 Consulting Service 3.78 90.9 0.38 9.1  4.16  22.2 

  Total Base Cost  16.08  
 

 1.61  
 

17.69  94.6 

B. Contingencies  0.92  91.1  0.09  8.9  1.01  5.4 

  Total Project Cost   17.00  90.9  1.70  9.1  18.70  100.0 
Note: Numbers may not sum precisely because of rounding. 
Source: ADB estimates. 
 

Table 3: Cost Estimates by Outputs ($ Million) 

 
Item Output 1  Output 2  Output 3  Total 

Base cost*     

1 Good, Works and Others      

 
1A. Goods (Equipment and Vehicles)  1.67  0.00 0.00  1.67  

 
1B. Works  1.57   0.00   0.00   1.57  

 
1C. Others     

 1C.1 Livelihood Improvement**  7.10  0.00 0.00  7.10  
 1C.2 Workshops, Training and Studies  1.64  0.24 0.12  2.00  
 1C.3 Project Management   0.61  0.04  0.03  0.68  

2 Consulting Services  2.16  0.94  0.87  3.97 

  Total Base Cost  14.77   1.21   1.02   17.00  

  Contingencies  1.48   0.12   0.10   1.70  

  Total Project Cost  15.61   1.40   1.68   18.70  
* Taxes and duties to be financed from government resources through exemption. 
** Includes community services and materials. 
Note: Numbers may not sum precisely because of rounding. 
Source: ADB estimates 
 

III. COUNTRY AND SECTOR FINANCIAL MANAGEMENT ISSUES 

15. The 2012 Repeat Public Expenditure and Financial Accountability (PEFA) assessment 
for Indonesia7 updates the previous assessment carried out in 2007, which utilized the PEFA 
measurement framework. The report focuses on the key changes in the public PFM system 
performance from 2007 to 2011 and on the ongoing reforms that should impact an assessment 
in the future.  The report highlights the average improvements made in five8 of the six main 
categories considered by the PEFA methodology. The overall ratings indicate a mixed 
assessment for Indonesia. Of the 31 indicators rated, 5 were rated A (16%); 9 were rated B or 
B+ (29%); 13 were rated C or C+ (42%) and 4 were rated D or D+ (13%).  
 
16. The 2007 PEFA assessment reflected a mixed picture of strengths and weaknesses in 
Indonesia’s PFM system. It indicated key strengths related to transparent and comprehensive 
budget documentation, a well-defined budget process with both executive and legislative 
adhering to the schedule, a budget classification which complied with international standards 
and efforts to strengthen the external audit function. It also highlighted the sound regulatory 

                                                
7
 Prepared by the World Bank, 31 December 2012. 

8
 Namely: the comprehensiveness and transparency of the budget; policy-based budgeting; predictability and control 

in budget execution; accounting, recording and reporting; and external audit and scrutiny. 
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framework that had been put in place in the preceding few years for almost all PFM areas, the 
major reorganization that had taken place at the MoF (which created the separate budget and 
treasury functions), and the advances that had been made in budget preparation, such as 
instituting a unified budget. Weaknesses were identified across dimensions of budget execution 
such as financial reporting, weak recording of cash, payroll controls and internal audit, as well 
as the high variation between budgets and outturns. 
 
17. The 2012 report indicates that Indonesia has made steady progress to strengthen the 
quality of PFM systems and processes between 2007 and 2011. The improvement in ratings 
demonstrates government’s commitment in achieving the PFM reform set out in the 
Government White Paper of 2002. The assessment highlights progress in the area of budget 
execution, with the development of a unified budget and a Treasury Single Account (TSA) to 
strengthen control over spending and cash management. Improvements have also been made 
in the coverage of fiscal accounts, accounting practices, payroll, internal controls and fiscal risk 
management. In 2010, 60% of ministries and agencies achieved unqualified opinions inthe audit 
report. 
 
18. In some reform areas, it was too early to measure the improvements like the medium-
term expenditure framework (MTEF) and performance-based budgeting (PBB) which were 
introduced in the 2011 budget and still require considerable refinement over the next few years; 
the ongoing capacity building effort to strengthen internal and external audit; the implementation 
of the computerized Government Financial Management Information System (Sistem 
Perbendaharaandan Anggaran Negara, SPAN); the new procurement law and introduction of e-
procurement and new disclosure policies still indicates weaknesses in the systems application; 
and accrual accounting is due to be introduced in 2015. The report also highlights the ongoing 
problems of weak spending outturns, relative to budget, particularly for capital spending, which 
perhaps reflects the focus on tightening of expenditure controls and compliance rather than on 
delivery and performance. 
 
19. ADB Country Partnership Strategy (CPS). The CPS 2012-2014 assessed the major 
governance related risks to be in PFM, procurement and corruption. Issues include: slow 
implementation of PFM reforms; improvement in the quality of program structures and 
performance indicators of the MTEF/PBB; weak capacity; cumbersome budget approval 
process in regional governments; conflicting rules and regulations within the country’s 
procurement systems; and inadequate institutional accountability in the public sector. These 
risks could be addressed and mitigated by strengthening PFM, reinforcing capacity, and close 
monitoring by ADB and a special task force reporting directly under the President. 
 
20. The government audit institutions performance is hampered by its inadequate capacity, 
weak coordination between the audit institutions, and lack of uniform auditing-planning 
framework. The National Public Procurement Agency (Lembaga Kebijakan Pengadaan 
Barang/Jasa Pemerintah - LKPP) was established as an independent government institution 
that reports directly to the President under the Presidential Regulation 106/2008. The regulatory 
framework improved with the issuance of Presidential Decree (Perpres) 54/2010, which follows 
international standards. However, public procurement is handled differently across the country 
and among ministries/agencies.These weaknesses will be addressed under the CPS through 
the governance and capacity building interventions. Following a series of policy-based lending 
operations, ADB will continue to provide TA resources to support the national action plan for 
fiscal decentralization. 
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IV. PROJECT FINANCIAL MANAGEMENT SYSTEM 

A. Overview 

21. Indonesia’s newly introduced financial management information system (SPAN), was 
designed to improve transparency, efficiency and accountability of the government’s financial 
transactions. It will provide centralized databases of all government financial transactions, 
which, through real-time reporting and accounting, will help the government manage budget 
allocation, expenditure commitments, and spending limits.  With the introduction of a reliable 
cash management system, SPAN is also expected to improve cash flow forecasts and planning. 
Development of SPAN started in 2009 and was piloted in 2014. SPAN was then gradually rolled 
out to all 181 treasury branch offices or KPPN (Kantor Pusat Perbendaharaan Negara) over a 
twelve-month period. SPAN is currently operating in 222 locations comprising 181 treasury 
branch offices or KPPN, 33 provincial treasury offices, and 8 treasury directorate units across 
Indonesia.  SPAN is fully operational since February 2015 managing 100 percent of all financial 
transactions of over 24,000 spending units in Indonesia. 
 
22. The State Finance Law No.17/2003 continues to regulate the budget classification but 
the detailed classification has been updated. The budget is appropriated based on 
organizational units, function, sub-function, program, activity and economic classification. The 
chart of accounts is consistently used for budget formulation, execution, accounting, and 
reporting in central government financial statements and can be used to track spending and 
revenues at the level of spending units. In 2010, Indonesia introduced a new program structure 
consistent with the implementation of PBB. 
 
23. Under the Government Regulation PP No. 60/2008 read with Presidential Instructions 
Inpres No. 4/2010, four types of institutions share the responsibility for conducting the 
government’s internal audit function, namely, the Financial and Development Supervisory Board 
(Badan Pengawasan Keuangandan Pembangunan, BPKP), Inspectorates General (IG), 
provincial inspectorates and district/city inspectorates. Each of these is assigned different roles. 
BPKP performs supervision over the state accountability, which consists of: (i) cross sectoral 
activities; (ii) state treasury activities based on requests from the Minister of Finance as the 
state treasurer; and (iii) other activities based on the President’s request. The IG performs 
supervision over the ministries, departments and agencies’ function and roles which are funded 
by the State Budget of Central Government (Anggaran Pendapatandan Belanja Negara, APBN). 
The provincial inspectorate performs supervision over all activities of the regional spending 
units’ functions and roles which are funded by the provincial Budget of Sub-National 
Government (Anggaran Pendapatandan Belanja Daerah, APBD). District/city inspectorates 
perform supervision over all activities of the regional spending units’ functions and roles which 
are funded by the district/city APBD. 
 
24. Most major fiscal documents are available to the public. With the implementation of 
Presidential Decree No. 80/2003, contract awards above a threshold of Rp 50 million are 
publicly available on the agency websites of major ministries, departments, agencies. Some of 
the documents available to the public are: annual budget documentation (available on DG 
Budget website after submission to the parliament), in-year execution report (published on DG 
Treasury website after submission to DPR (house of representatives) and within four weeks of 
period-end), year-end financial states 6 months after end of fiscal year (available on DG 
treasury website), and external audit reports (available on BPK website after submission of audit 
report to DPR). 
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25. In 2014, the Indonesian President merged the country’s ministries of forestry and 
environment into a single entity. MOEF is responsible for managing and conserving the nation’s 
forest. The FMA focused on the current financial system of the EA and IAs. 
 
B. Strengths and Weaknesses 

26. The main strength of the existing financial management system of the EA and IAs are: 
computerized financial management information system that has adequate chart of accounts 
which can properly record the project’s financial transactions and allocation of expenditures in 
accordance with project components; segregation of functional responsibilities; qualified and 
experienced staff at the central and provincial levels; and experience in implementing externally-
financed projects. The regular in-house training support provided by MOEF related to budget 
(DaftarIsian Pelaksanaan Anggaranhas) contributed to the development of the accounting 
personnel. 
 
27. The major weaknesses are: 

i. With the recent merger of the ministries of forestry and environment, key positions 
for the project are yet to be determined; 

ii. Lack of experience at the district and field levels; 
iii. Lack of experience in ADB procedures for procurement, recruitment and financial 

management; 
iv. Lack of experience in full accrual method of accounting; 
v. Timely submission of reports including auditor’s report and audited financial 

statements; 
vi. Limited scope of internal audit i.e. focuses on transaction verification and 

compliance; 
vii. Delayed recruitment of project implementation consultants which would delay start-

up of the project. 
 

C. Personnel, Accounting Policies and Procedures, Internal Control, Internal and 
External Audit 

28. Executing Agency and Implementing Agencies. The Directorate General of Social 
Forestry and Environmental Partnerships (PSKL) of the MOEF will be the EA and will be 
responsible for the overall coordination and implementation of the project, including: 
disbursements, maintenance of all records, submission of withdrawal applications to ADB 
through MOF, submission of progress reports and audit reports to ADB, and communicating 
with ADB on behalf of the government (Figure 1).  
 
29. There will be three IAs, namely the:  
 

a. Directorate of Business Development for Social Forestry and Customary Forestry 
(BUPSHA) which will be responsible for the implementation of community-based 
investments through partnership between the forest management unit (FMU) and 
community; and investment on non-land based sector, such as crafts, non-timber 
forest products (NTFP), etc.; 

 
b. Directorate of Environmental Services of Conservation Forest (PJLHK) which will 

be responsible for implementation of activities in the areas of Danau Sentarum 
National Park and Betung Kerihun National Park; and 
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c. Directorate of Production Forest Management Unit (KPHP) which will be 
responsible for implementation of project activities in FMU Sintang and FMU 
Kaupas Hulu (especially activities not directly involved in social forestry). 

 
30. Three provincial UPTs (Technical Implementing Unit) namely the: BPSKL: Social 
Forestry and Environmental Partnership office, Kalimantan; BPHP: Production Forest Utilization 
Control Office, Pontianak; and BBTNBKDS: Betung Kerihun and Danau Sentarum National Park 
Office will be responsible for the day-to-day implementation of project activities in coordination 
with the support units. It will also be responsible in providing technical advice; report to related 
directorates at the national level and participate in the technical committee. The FMU will 
implement activities in the field for Output 1 in coordination with the support units. 
 
31. Project implementation supporting unit (PISU) will be, a group of consultants that will be 
responsible for the day-to-day implementation of the project at national, provincial and district 
levels, including the overseeing of the project safeguards, monitoring and reporting. PISU shall 
assist the EA and IAs to prepare detailed project work and financial plans; prepare and appraise 
the reports of the subprojects; develop implementation approaches, procedures, and guidelines 
for key project activities and for coordinating implementation by the concerned agencies at the 
national and regional level; develop selection criteria for NGOs and other service contractors; 
design and develop the project management information system, including the monitoring plan 
for project progress; support in the preparation of documents to procure goods and services; 
monitor project progress and the performance of various service consultants; prepare regular 
progress reports for submission to MOEF and ADB; and assist ADB review missions. 
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32. Personnel. MOEF will recruit the project implementation consultants which will form the 
PISU at the national and field levels. The financial and administration specialist will provide 
support to the EA and IAs. The monitoring and evaluation (M&E) specialists will carry out project 
M&E at the national, provincial and field levels, collect data, develop baseline monitoring 
framework, and develop a database system which will capture and record data. The finance and 
accounts department of the EA and IAs are adequately staffed with qualified and experienced 
personnel. The organizational structure of the finance and accounts departments is in Appendix 
2. The KPA (Kuasa Pengguna Anggaran, budget owner) is responsible for providing supervision 
in the implementation of activities and withdrawals, establishment of implementation plan and 
disbursement plan, and overseeing the administration of documents and transactions related 
to)implementation of activities and budget. The Pejabat Pembuat Komitmen (PPK, commitment 
officer) is responsible for the procurement and payment of goods and services procured. The 
Bendahara Pengluaran (BP, expenditure treasurer) is responsible in managing the accounts, 
submission of accounting reports to the KPPN and recording of fund flows. The Pembantu 
Bendahara Pengeluaran (PBP, expenditure treasurer staff) is responsible in preparing notes for 
the financial statements and provides assistance to accounting responsibilities. Frequency of 
transfer of personnel depends on their tasks and performance. Although the EA and IAs have 

Figure 1. Institutional arrangements 
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implemented externally financed projects in the past, they are not familiar with ADB’s 
procedures on recruitment, procurement, and financial management and would require training. 
 
33. Accounting Policies and Procedures and Internal Control. The EA and IAs will 
maintain separate project accounts and records by funding sources for all expenditures incurred 
for the project.  The EA and IAs have an accounting system which is in accordance with the 
Minister of Finance Decree 171/2007 as amended by Minister of Finance Regulation 
271/PMK.05/ 2014 (the Government accounting system and financial reporting), 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. 
Controls are in place concerning the preparation and approval of transactions, ensuring all 
transactions are correctly made and adequately explained. The chart of accounts is adequate to 
properly account for and report on project activities and disbursement categories. Cost 
allocations are made accurately and in accordance with established agreements. The general 
and subsidiary ledgers are reconciled monthly and in balance. All accounting and supporting 
documents are retained on a permanent basis in a defined system that allows authorized users 
easy access. Access is possible by authorized personnel and the documents are stored in a 
computerized database. The accounting policy and procedure manual is updated for the project 
activities following the Minister of Finance Regulation. Manuals are distributed to appropriate 
personnel. 
 
34. The following functional responsibilities are performed by different units or persons: (i) 
authorization to execute a transaction, (ii) recording of the transaction, (iii) custody of assets 
involved in the transaction, (iv) functions for ordering, receiving, accounting for, and paying for 
goods and services are segregated appropriately, and (v) bank reconciliation is prepared by 
someone other than those who make or approve payments. Although accounting staff are 
qualified and experienced, they require training on ADB procedures on financial management 
and accounting. 
 
35. Budgets are prepared for all significant activities in sufficient detail to provide a 
meaningful tool with which to monitor subsequent performance. Budgets include physical and 
financial targets and are compared with actual expenditures with reasonable frequency and 
explanations are required for variations. Variations from the budget require prior approval. 
However, this seldom happens because it requires a government regulation (on-budget, on-
treasury). Budgets are prepared by the planning official, approved by the EA and IAs, and 
submitted to MOF for final approval by the Parliament. Procedures are in place to plan project 
activities, collect information from the units in charge of different components and prepare the 
budgets. The project plans and budgets of project activities are realistic, based on valid 
assumptions, and developed by knowledgeable individuals (prepared by the consultants in 
consultation with EA, IAs and other units/departments involved in project implementation). 
 
36. Invoice processing provide (i) copies of purchase orders and receiving reports obtained 
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. All invoices are stamped paid, dated, reviewed and approved and clearly marked 
for account code assignment. Controls exist for preparation of the payroll and changes to the 
payroll are properly authorized. 
 
37. Cash is the basis of accounting for small expenditures and accrual for projects, following 
MOF standards. MOF is the agency responsible in altering or establishing a new accounting 
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principle, policy or procedure to be used by the EA and IAs. There are written policies and 
procedures covering all routing financial management and related administrative activities. 
Policies and procedures clearly define conflict of interest and related party transactions (real 
and apparent) and provide safeguards to protect the organization from fraud and corruption.  
 
38. The names and positions of the authorized bank signatories will be determined by MOF. 
The organization maintains an adequate, up-to-date cashbook, recording receipts and 
payments. Controls exist for the collection, timely deposit and recording of receipts at collection 
location. Bank and cash balances are reconciled on a monthly basis. All unusual items in the 
bank reconciliation are reviewed and approved by a responsible official. 
 
39. MOF provides a management and accounting information system for state-owned 
assets (SIMAK-BMN) for the use of the accounting unit. There is a system of adequate 
safeguards to protect assets from fraud, waste and abuse. Subsidiary records of fixed assets 
and stocks are kept up to date and reconciled with control accounts. There are periodic physical 
inventories of fixed assets and stocks. However, assets are not sufficiently covered by 
insurance policies.  
 
40. Internal Audit. The Inspectorate General (IG) reports directly to the Minister of MOEF. 
IGs generally use Indonesian Audit Standards (SPKN). The IG performs supervision over the 
agencies’ function and roles which are funded by the State Budget of Central Government 
(APBN). The provincial inspectorate performs supervision over all activities of the regional 
spending units’ functions and roles which are funded by the provincial Budget of Sub-national 
Governments (APBD). District/city inspectorates perform supervision over all activities of the 
regional spending units’ functions and roles which are funded by the district/city APBD. The 
internal audits conducted by IG were mainly for the purpose of verifying transaction accuracy 
and compliance. The IG also reviews the agencies’ annual financial statements to ensure their 
reliability and integrity. Review of the internal control is not carried out. IG will include in the 
project in their work program. 
 
41. External Audit. The EA will prepare consolidated project financial statements in 
accordance with the government’s accounting laws and regulations which are consistent with 
international accounting principles and practices. The PISU will maintain accounting records to 
identify the goods and services financed from the Grant proceeds, and expenditures incurred for 
the Project. The accounts will be established and maintained as per accepted accounting 
standards. The MOF will engage the Badan Pengawas Keuangan (BPK), the Indonesian 
Supreme Audit Institution (SAI), to audit the consolidated project financial statements annually. 
BPK will allocate adequate budget to properly audit the project. The draft terms of reference 
(TOR) of BPK (Appendix 3) will be discussed between ADB and BPK. The project will follow the 
finalized TOR of BPK, once these are approved. 
 
42. BPK will prepare the annual audit report for the project accounts, which will include an 
audit management letter and audit opinions which cover (i) whether the project financial 
statements present a true and fair view or are presented fairly, in all material respects, in 
accordance with the applicable financial reporting framework; (ii) whether the grant proceeds 
were used only for the purposes of the project or not; (iii) the level of compliance for each 
financial covenant contained in the legal agreements for the project; (iv) use of the imprest fund 
procedure; and (v) the use of the statement of expenditure procedure certifying to the eligibility 
of those expenditures claimed under SOE procedures, and proper use of the SOE and imprest 
procedures in accordance with ADB’s Loan Disbursement Handbook and the project 
documents. 
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43. Compliance with financial reporting and auditing requirements will be monitored by 
review missions and during normal program supervision, and followed up regularly with all 
concerned, including the external auditor. 
 
44. The Government, EA and IAs have been made aware of ADB’s policy on delayed 
submission and the requirements for satisfactory and acceptable quality of the audited project 
financial statements.9 ADB reserves the right to require a change in the auditor (in a manner 
consistent with the constitution of the recipient), or for additional support to be provided to the 
auditor, if the audits required are not conducted in a manner satisfactory to ADB, or if the audits 
are substantially delayed. ADB reserves the right to verify the project’s financial accounts to 
confirm that the share of ADB’s financing is used in accordance with ADB’s policies and 
procedures. 
 
45. Public disclosure of the project financial statements, including the audit report on the 
project financial statements, will be guided by ADB’s Public Communications Policy (2011)10. 
After review, ADB will disclose the project financial statements for the project and the opinion of 
the auditors on the financial statements within 30 days of the date of their receipt by posting 
them on ADB’s website. The Audit Management Letter will not be disclosed. 
 
D. Financial Reporting Systems, including use of Information Technology 

46. The agencies use the computerized government financial management information 
system for recording transactions and preparing the monthly, quarterly, and annual reports 
required by the Government. For the project, the EA will provide to ADB (i) quarterly progress 
reports in a format consistent with ADB’s project performance reporting system; and (ii) 
consolidated annual reports including (a) progress achieved by output as measured through the 
indicator’s performance targets, (b) key implementation issues and solutions; (c) updated 
procurement plan and (d) updated implementation plan for the next 12 months; and (d) 
unaudited annual project financial statements. The progress reports will also include the 
physical progress and financial progress. 
 
E. Disbursement Arrangements, Fund Flow Mechanism 

47. ADB Grant. The grant proceeds will be disbursed in accordance with ADB’s Loan 
Disbursement Handbook (2015, as amended from time to time),11 and detailed arrangements 
agreed upon between the Government and ADB. Project staff are encouraged to avail of ADB’s 
online training on disbursement policies and procedures available at 

                                                
9
 ADB Policy on delayed submission of audited project financial statements: 

 When audited project financial statements are not received by the due date, ADB will write to the executing agency advising 
that (i) the audit documents are overdue; and (ii) if they are not received within the next six months, requests for new 
contract awards and disbursement such as new replenishment of imprest accounts, processing of new reimbursement, and 
issuance of new commitment letters will not be processed. 

 When audited project financial statements have not been received within 6 months after the due date, ADB will withhold 
processing of requests for new contract awards and disbursement such as new replenishment of imprest accounts, 
processing of new reimbursement, and issuance of new commitment letters. ADB will (i) inform the executing agency of 
ADB’s actions; and (ii) advise that the grant may be suspended if the audit documents are not received within the next six 
months.  

 When audited project financial statements have not been received within 12 months after the due date, ADB may suspend 
the grant. 

10
 Available from: http://www.adb.org/documents/pcp-2011?ref=site/disclosure/publications 

11
 Available at: http://www.adb.org/Documents/Handbooks/Loan_Disbursement/loan-disbursement-final.pdf. 
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https://wpqr4.adb.org/LotusQuickr/disbursement_elearning to help ensure efficient 
disbursement and fiduciary control. 
 
48. Pursuant to ADB's Safeguard Policy Statement (2009) (SPS),12  ADB funds may not be 
applied to the activities described on the ADB Prohibited Investment Activities List set forth at 
Appendix 5 of the SPS.  All financial institutions will ensure that their investments are in 
compliance with applicable national laws and regulations and will apply the prohibited 
investment activities list (Appendix 5) to subprojects financed by ADB. 
 
49. The chart below presents the fund flow arrangement for the project. 
 

 
 
Legend: Request of funds   

 Flow of funds (Grant proceeds) 

 Coordination 

 Liquidation 

 
BBTNBKDS = BetungKerihun and DanauSentarum National Park Agency/Balai Besar Taman Nasional Betung 
Kerihundan Danau Sentarum; BPHP = Production Forest Utilization Control Office, Pontianak/Balai Pengelolaan 
Hutan Produksi; BPSKL = Social Forestry and Environmental Partnership Office, Kalimantan/Balai Perhutanan Sosial 
dan Kemitraan Lingkungan; BUPSHA = BinaUsaha Perhutanan Sosial dan Hutan Adat; FMU = forest management 
unit; KPPN = Treasury Offices/Kantor Pelayanan Perbendaharaan Negara; KPHP = Directorate of Production Forest 
Management Unit/Direktorat Kesatuan Pengelolaan Hutan Produksi; NGO = non-government organization; PJLHK = 
Environmental Services Management of Conservation Forest/Pemanfaatan Jasa Lingkungan Hutan Konservasi; UPT 

= technical implementation unit. 
Sources: ADB and GOI. 

 

                                                
12

 Available at: http://www.adb.org/Documents/Policies/Safeguards/Safeguard-Policy-Statement-June2009.pdf. 
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50. Imprest Account. Immediately after the grant is declared effective, the government will 
open an imprest account in US Dollars, in the name of MOF at the Bank Indonesia, the central 
bank. The government who established the imprest account in its name shall be accountable 
and responsible for the proper use of advances to the imprest account. ADB will channel the 
grant fund to the imprest account which is to be used exclusively for ADB’s share of eligible 
expenditures. 
 
51. The imprest account will be established, managed, replenished and liquidated in 
accordance with ADB’s Loan Disbursement Handbook (2015, as amended from time to time). 
The total outstanding advance to the imprest account, in any event, should not exceed the 
estimate of ADB’s share of expenditures to be paid through the imprest account for the 
forthcoming six (6) months. The government may request for initial13 and additional advances14 
to the imprest account based on its estimate of ADB’s share of eligible project expenditures for 
the forthcoming six (6) months. Supporting documents should be submitted to ADB or retained 
by the recipient15 in accordance with ADB’s Loan Disbursement Handbook (2015, as amended 
from time to time) when liquidating or replenishing the imprest account. 
 
52. Prior to the submission of the first withdrawal application (WA), the recipient should 
submit to ADB sufficient evidence of the authority of the person(s) who will sign the WAs on 
behalf of the recipient, together with the authenticated specimen signature of each authorized 
person. The original of the WA signed by authorized representatives is submitted to ADB 
through MOF. The minimum value per WA is US$100,000 equivalent. Individual payments 
below this amount should be paid (i) by the recipient and subsequently claimed to ADB through 
reimbursement, or (ii) through the imprest fund procedure, unless otherwise accepted by ADB. 
 
53. The PISU will be responsible in collecting supporting documents for project expenditures 
they have incurred. The PISU will be responsible in consolidating information and documents 
related to the use of the imprest account and prepare WAs for replenishment and liquidation of 
advances under the imprest account.  WAs and supporting documents will demonstrate, among 
other things that the goods, and/or services were produced in or from ADB members, and are 
eligible for ADB financing. The PISU will also be responsible for preparing the annual contract 
awards and disbursement projections, and requesting budgetary allocations for counterpart 
funds.  
 
54. Statement of Expenditures (SOE). To facilitate efficient disbursement operations, the 
SOE procedure16 may be used for reimbursement of eligible expenditures, and replenishment 
and liquidation of advances to the imprest account. SOE records should be maintained and 
made readily available for review by ADB’s disbursement and review mission or upon ADB’s 
request for submission of supporting documents on a sampling basis and for independent audit. 
 
55. Forms for withdrawal of grant proceeds, replenishment, and liquidation of imprest 
account, SOE, and estimate of expenditure sheet can be downloaded from the ADB website.17  
The EA will be responsible for ensuring that SOEs are operated in accordance with ADB’s 
requirement. 

                                                
13

 The initial advance request should include submission of evidence satisfactory to ADB that the imprest account has been duly 
opened. 

14
 Both initial and additional advances are to be accompanied by an Estimate of Expenditure Sheet (form may be found in 
https://lfis.adb.org/gfis/download.jsp). 

15
 ADB reserves the right to request submission of such documents, if deemed necessary. 

16
 The SOE procedure is a simplified documentation procedure requiring no submission of supporting documentation 
of expenditures (such as invoices, bills, and receipts). 

17
 Available at: https://lfis.adb.org/gfis/download.jsp. 
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V. RISK DESCRIPTION AND RATING 

56. The assessment for inherent risks focuses on the risks posed by the overall environment 
in which the EA and IAs operate, before considering the impact of the EA and IAs’ financial 
management system and control, such as country rules and regulations and entity working 
environment (assuming absence of any counter checks or internal controls). Table 4 presents 
the Inherent Risks. 
 

Table 4: Summary of Inherent Risks 
Risk Risk Assessment Risk-Mitigation Measures 

1. Country-specific risks 

 Implementation of the PFM reform 
program such as the move to full 
accrual method of accounting 

 Inadequate capacity, weak 
coordination between audit 
institutions and lack of uniform 
auditing-planning framework BPK 

 Budget planning and execution 
remains to be challenge 

 
 

 
Negligible or low 

 

 The Government has issued the 
regulation and prepared the 
accounting standards for accrual 
accounting 

 Resources available to BPK have 
been increased significantly. BPK 
has prepared a new strategic plan 
and a detailed implementation 
plan to support its execution 

 Government has developed a 
unified budget and a Treasury 
Single Account   

2. Entity-specific risks 

 With the recent merger of the 
ministries of forestry and 
environment, there is unclear 
delineation of tasks which would 
provide clear accountability for the 
project and key positions are yet to 
be determined 

 Differences in standards and 
classification system between sub-
national government and central 
government may result in difficult 
production of consolidated reports 

 
Moderate 

 

 Update the organizational 
structure of the EA, and IAs and 
other implementing units and 
TORs 

 Accounting standards and 
classification systems for sub-
national government are being 
adapted to meet national 
standards 

3. Project-specific risks 

 Viability and sustainability of 
livelihood investments to be funded 
by the project 

 
Low 

 

 A detailed feasibility study was 
done for main economic activities 
and the project should ensure 
sense of belonging of the end 
users to take care of the O&M. 

Overall Inherent Risk Moderate  

 
57. The assessment control risks focuses on risks arising from the failure of the specific 
project’s financial management and internal control arrangement to ensure that the project 
funds will be used economically and efficiently for the intended purpose. Table 5 presents the 
control risks for this project. 
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Table 5: Summary of Control Risks 
Risk Risk 

Assessment 
Risk-Mitigation Measures 

1. Implementing entity 

 Limited experience in 
implementing ADB funded projects 
and weak capacity in the district 
level 
 

 
Moderate 

 

 Adequate capacity building will be 
provided to EA and IAs in the national, 
provincial, district and field level 

2. Funds flow 

 Potential delay in(i) disbursements 
due to deviation from budgets 
which will require budget revision 
and its approval;and (ii) contract 
awards and replenishment of funds 
due to lack of experience with ADB 
procedures. 
 

 
Moderate 

 

 Provide adequate support through a 
financial management specialist and a 
procurement specialist; and clear 
allocation of financial/accounting 
support from experienced senior staff 
and support from ADB IRM in capacity 
building related to ADB procedures 

3. Staffing 

 Capacity constraints in the district 
and FMU level 

 
Negligible or low 

 

 Adequate capacity building  support to 
the district and FMU level will be 
provided 
 

4. Accounting policies and procedures 

 EA and IAs have experience and 
procedures in place to fully comply 
with acknowledged adequate 
government accounting policies 
and procedures and safeguards; 
however, there is limited 
experience in relation to ADB 
specific procedures. 

 Government’s move to full accrual 
method of accounting may delay 
preparation of unaudited financial 
statements 
 

 
Negligible or low 

 

 Early establishment of the support units; 
clear allocation of financial/accounting 
support from experienced senior staff 
and support from ADB IRM in capacity 
building related to ADB procedures 

 Coordinate training to be provided to 
accounting staff with MOF 

5. Internal audit 

 Internal audit conducted mostly 
consisted verification of transaction 
accuracy and compliance.  

 
Negligible or low 

 

 Coordinate with IG and BPK on the 
scope of internal audit to be undertaken 
for the project 

6. External audit 

 Inadequate capacity which may 
lead to incomplete and late 
submission of audited project 
financial statements 

 
Moderate 

 

 Coordinate with BPK how to further 
improve the quality of APFS and update 
the TOR for auditors and explore 
potential participation of private sector 
auditors to further improve the quality of 
the APFS. 

7. Reporting and monitoring 

 Incomplete and late submission of 
quarterly progress reports and lack 
of PAM based financial figures in 
the reports 
 

 
Negligible or low 

 

 ADB Staff and consultants will train EA 
and IAs on accounts recording, 
preparation of financial reports; 
formulate project accounting procedures 
to guide staff; and preparation of 
progress reports 
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Risk Risk 
Assessment 

Risk-Mitigation Measures 

 Inconsistent reports on physical 
and financial performance of the 
project 

 Provide support with a competent 
financial management specialist to help 
EA in the preparation of the unaudited 
project financial statements in 
accordance with the standard cost 
tables in the PAM and timely submission 
of the reports. 

8. Information systems 

 There is a computerized financial 
management system but with staff 
transfer and turnover, there is a 
potential lack of capacity to use the 
system 

 
Negligible or low 

 

 Training on the financial management 
system to be coordinated with MOF and 
support of a competent financial 
management specialist will be provided 

Overall Control Risk Low  
ADB = Asian Development Bank, ADB IRM = Asian Development Bank Indonesia Resident Mission, APFs = Audited 
Project Financial Statements, BPK = Badan Pemeriksa Keuangan, EA = executing agency, FMU = forest 
management unit, IAs=implementing agencies, IG = Inspectorate General, MOF = Ministry of Finance, O&M = 
operation and maintenance, TOR = terms of reference. 
Sources: The Government and Asian Development Bank. 
 

VI. PROPOSED ACTION PLAN 

58. The following are proposed actions to manage the risks to the project from a PFM 
perspective: 
 

i. Recruitment and procurement procedures allowed under advance action. 
ii. Update the organizational structure and the TOR for each staff as it relates to the 

project; 
iii. Update and monitor fund flow arrangements and interlink with the government 

regular budget, and prepare the first withdrawal application for the imprest 
account advance; 

iv. Develop detailed work plans including activities with measurable targets; 
v. Strengthen the internal audit function; 
vi. Provide regular training on ADB guidelines, including procurement, financial 

management, and disbursement procedures 
vii. Train accounting staff in the preparation of the unaudited APFSs and the 

underlying working papers;  
viii. Quarterly and annual progress reports on project implementation and operation 

prepared; 
ix. Annual project financial statements and underlying working papers prepared on a 

timely basis in preparation for the annual financial statement audit; 
x. Regular coordination between stakeholders; 
xi. Compliance with grant covenants monitored and reported; 
xii. Regular back-ups of all accounting systems and appropriate security measures 

over backed-up data to be put in place 
 
59. The project will allocate adequate budget to provide appropriate training and capacity 
building to the project entities, specially the accounting staff. This will help establish robust 
financial management arrangements, including for record-keeping, internal controls, payables, 
receivables, budgeting, accounting, project management and bank account management and 
the preparation of grant withdrawal applications and statement of expenditures. This will also 
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help in the timely year-end process for the preparation and audit of annual project financial 
statements. 
 

VII. SUGGESTED FINANCIAL MANAGEMENT COVENANTS 

60. Governance and Anticorruption. The government will ensure that (i) the Project is carried 
out in compliance with all applicable Indonesian law and regulations on anticorruption, and 
ADB’s Anticorruption Policy (1998, as amended to date); (ii) all project staff will participate in the 
training in ADB’s Anticorruption Policy and Indonesian anticorruption regulations; and (iii) a 
website is established and maintained to disclose project information including procurement 
contracts, bidding procedures, and grievance redress procedures. 
 
61. Right to Audit. The government will ensure that contracts financed from the project will 
include provisions specifying the right of ADB to audit and examine the records and accounts of 
the EA and all project contractors, suppliers, consultants and other service providers as they 
relate to the project. 
 

VIII. CONCLUSION 

62. The assessments indicate that as a whole, the prevailing government financial, 
accounting, and auditing rules and systems meet the generally acceptable international 
accounting and auditing standards. The government has adequate internal control systems and 
financial reporting arrangements. Although the EA and two IAs have not worked with ADB in the 
past, all have implemented externally financed projects.  The assessment concludes that the 
overall project financial management risk is moderate. The key risks, activities to be undertaken 
at project start-up to mitigate risks, and responsibilities to address these risks are summarized 
in the table below. 
 

Key Risks Mitigation Activities Responsibility 

Country level weaknesses identified by the 
repeat PEFA Report such as the PFM 
program on accrual-based accounting 
which may impact the preparation of 
financial management reports. 

Strengthening of EA and IAs capacity in 
preparing the financial management report 
will be provided through the project 
management consultant and ADB resident 
mission specialist in coordination with 
MOF. 

EA, and IA together 
with ADB resident 
mission specialist. 

With the recent merger of the Ministry of 
Environment and Ministry of Forestry, 
there is unclear delineation of tasks which 
would provide clear accountability for the 
project and key positions are yet to be 
identified 

Update the organizational structure of the 
EA, IAs, and other implementing units and 
TOR with clear delineation of tasks for the 
project. 

EA, IA, together with 
ADB project officer. 

Inadequate capacity, weak coordination 
between audit institutions and lack of 
uniform auditing-planning framework 

Discuss with BPK and finalize the TOR for 
the external audit; discuss and agree with 
BPKP and IG the scope of the internal 
audit; incoordination with BPK and IG, 
work closely with EA/IAs to improve the 
internal control system specific for the 
project and engage financial management 
consultants and provide guidance to 
improve project staff capacity 

EA, IA, together with 
ADB project officer 

Lack of experience in ADB procedures on 
financial management, disbursement, and 
procurement.  

Strengthening of EA and IAs capacity on 
financial management and reporting will be 
provided through the project management 
consultant and ADB resident mission 
specialist. 

EA, IA, together with 
ADB project officer 

 



 

 

Appendix 1: CONSOLIDATED FMA QUESTIONAIRE 
 

Topic PSKL, MOEF BUPSHA PJLHK KPHP 

1. Executing- and 
Implementing Agencies 
(EA and IAs) 

Secretary General of Social 
Forestry and Environmental 
Partnership, Ministry of 
Environment and Forestry 
(SekretarisJenderalPerhutana
nSosialdanKemitraanLingkun
gan), Ministry of Environment 
and Forestry (MOEF) 

Directorate of Business 
Development for Social 
Forestry (Direktorat Bina 
Usaha Perhutanan Social 
danHutanAdat), MOEF 

Directorate of Environmental 
Services Management of 
Conservation Forest 
(DirektoratPengelolaanJasaLi
ngkunganHutanKonservasi), 
MOEF 

Directorate of Sustainable 
Production Forest 
Management (Direktorat 
Kesatuan Pengelolaan Hutan 
Produksi), MOEF 

1.1 What is the entity’s legal 
status / registration? 

Government body part of 
Ministry of Environment and 
Forestry 

Directorate under MOEF  Directorate under MOEF 
under  

Directorate under MOEF  

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

 

In terms of entity, this is a 
newly established Secretary 
General. Therefore, as an 
entity, PSKL has not 
implemented externally-
financed project in the past. 
However, staff in this entity 
have previously implemented 
externally-financed projects 
with ITTO, World Bank, 
KIPCCF, Komatsu and 
AusAid. 

Yes, from Indonesia Climate 
Change Trust Fund (ICCTF) 
for the project “Sustainable 
Management of Community-
Based Wood Pellets 
Production as Biomass 
Energy to Support Low 
Carbon Economy and 
Climate Change Mitigation in 
Bangkalan, Madura”. 
 
 
Entity has not implemented 
ADB financed projects in the 
past. 

Yes, the entity implemented 
externally financed project 
(ADB projects related to 
biodiversity and sustainable 
forest management) 

The project has not 
implemented ADB financed 
project in the past. 

1.3 What are the statutory 
reporting requirements for 
the entity? 

Monthly, quarterly and annual 
reporting 

Official requirements of the 
Government of Indonesia, 
such as monthly reporting, 
quarterly report, annual 
report 

Official requirements of the 
Government of Indonesia, 
such as monthly reporting, 
quarterly report, and annual 
report 

Official requirements of the 
Government of Indonesia, 
such as monthly reporting, 
quarterly report, annual 
report 

1.4 Is the governing body for the 
project independent? 

The governing body for the 
project is MOEF. 

No.  No.  No.  

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

Yes  Yes Yes Yes 
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Topic PSKL, MOEF BUPSHA PJLHK KPHP 

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. 

There is KPPN as state office 
treasurer in the national level 
and KPPN in the regional 
level. 
 
There is a KPA who is the 
budget holder in the Ministry, 
who will ask KPPN to 
disburse the grant. 

The grant will be transferred 
from the Ministry of Finance 
to KPPN and following the 
regular budgeting of 
government system (on 
budget-on treasury). 
 
There will be two budget 
holders, KPPN (Kantor 
PelayananPerbendaharaan 
Negara, Treasury) and KPA 
(KuasaPemegangAnggaran, 
Supporting Unit of State 
Budget Owner). 
Implementing Agencies 
requests the fund through 
KPA. Once KPA approves 
the budget request, KPA will 
request KPPN to disburse the 
fund. 
 

The grant will be transferred 
from the Ministry of Finance 
to KPPN and following the 
regular budgeting of 
government system (on 
budget-on treasury). 
 
There will be two budget 
holders, KPPN (Kantor 
PelayananPerbendaharaan 
Negara, Treasury) and KPA 
(KuasaPemegangAnggaran, 
Supporting Unit of State 
Budget Owner). 
Implementing Agencies 
requests the fund through 
KPA. Once KPA approves 
the budget request, KPA will 
request KPPN to disburse the 
fund. 
 

The grant will be transferred 
from the Ministry of Finance 
to KPPN and following the 
regular budgeting of 
government system (on 
budget-on treasury). 
 
There will be two budget 
holders, KPPN (Kantor 
PelayananPerbendaharaan 
Negara, Treasury) and KPA 
(KuasaPemegangAnggaran, 
Supporting Unit of State 
Budget Owner). 
Implementing Agencies 
requests the fund through 
KPA. Once KPA approves 
the budget request, KPA will 
request KPPN to disburse the 
fund. 
 
 

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

The grant will be recorded in 
DIPA/budget implementation 
list. This will be transferred 
from the Ministry of Finance 
to KPPN and following the 
regular budgeting of 
government system (on 
budget-on treasury) 

Yes  Yes  Yes  

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

In terms of funds, there have 
been no major problems in 
the past.  

There was no major problem 
in the past in receipt of funds. 

ADB project is considered too 
complicated and slow in 
responding to emails.  

Never been involved in ADB 
projects 

2.4 In which bank will the Imprest 
Account be opened? 

In any national bank in 
Indonesia 

Bank of Indonesia National commercial banks in 
Indonesia (BNI, Mandiri, BRI, 
etc) 

State commercial bank (BNI, 
BRI, Mandiri, etc) 
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2.5 Does the (proposed) project 
implementing unit (PIU) have 
experience in the 
management of 
disbursements from ADB? 

No No, have no experience in 
the management of 
disbursement from ADB. 

Yes. No, have no experience in 
the management of 
disbursement from ADB. 

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

Foreign exchange risk is not 
managed by MOEF. 

Not relevant. The grant is 
using Rupiah. Foreign 
exchange risk is managed by 
the Ministry of Forestry. 

Not relevant. The grant is 
using Rupiah. Foreign 
exchange risk managed by 
the Ministry of Forestry.   

Not an issue. The grant is 
using Rupiah. Foreign 
exchange risk managed by 
the Ministry of Forestry. 

2.8  How are the counterpart 
funds accessed? 

Counterpart funds for this 
project are in-kind such as 
office building, electricity, etc. 
 

The counterpart funds are in-
kind, in the form of 
counterpart staff, travel, taxes 
and support for meetings. 

The counterpart funds are in-
kind, in the form of 
counterpart staff, travel, 
taxes, support for meetings 
and office. 

The counterpart funds are in-
kind, in the form of 
counterpart staff, travel, 
taxes, support for meetings, 
and office space. 

2.9  How are payments made 
from the counterpart funds? 

In-kind budget is allocated in 
yearly basis 

Counterpart funds will be 
allocated in annual budget. 

Counterpart funds will be 
allocated in annual budget. 

Counterpart funds will be 
allocated in annual budget. 

2.10 If part of the project is 
implemented by communities 
or NGOs, does the PIU have 
the necessary reporting and 
monitoring features built into 
its systems to track the use of 
project proceeds by such 
agencies? 

There is no specific system to 
do monitoring of projects. 
However, the project 
manager should report the 
progress of the project to 
MOEF. 

Yes, based on the previous 
project funded by ICCTF, the 
Project Supporting Unit have 
the reporting and monitoring 
features built into the system. 

Yes, PIU has the reporting 
and monitoring features built 
into the system. 

Yes 

2.11  Are the beneficiaries required 
to contribute to project costs? 
If beneficiaries have an 
option to contribute in kind (in 
the form of labour), are 
proper guidelines formulated 
to record and value the labor 
contribution? 

No No 
 

No 
 

No 
 

3.  Staffing     

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

The organizational structure 
of accounting department is 
the same within the MOEF. 

The organizational structure 
of the accounting department 
is attached in the report 

The organizational structure 
of the accounting department 
is attached in the report 

The organizational structure 
of the accounting department 
is attached in the report 
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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. 

The accounting staff within 
the MOEF has general rules, 
which staff should have 
university degree in 
economics. Job description of 
accounting staff:  
BP 
(BendaharaPengeluaran, 

Expenditure Treasurer), 
responsible to (i) manage 
accounts (ii) submit 
accountability reports to the 
head KPPN; (iii) record fund 
flows. 
PBP 
(PembantuBendaharaPengel
uaran, Expenditure Treasurer 

Staff), responsible to prepare 
notes for financial statements 
and assist to computerize the 
accountancy. 
 
The above also applies to 
UPT (technical 
implementation unit) 
 
 
 
 
 

The accounts staff should 
have a bachelor degree in 
Economic and at least 5 
years of professional 
experience and familiar with 
government accounting 
standards. Responsibilities of 
accounting staffs among 
others: 
KPA, responsible to  (i) 
provide supervision and 
consultation in the 
implementation of activities 
and withdrawals; (ii) establish 
a plan of implementation and 
the planned withdrawal of 
funds; (iii) oversee the 
administration of documents 
and transactions related to 
the implementation of 
activities and budget. 
PPK 
(PejabatPembuatKomitmen, 
commitment officer), 
responsible for procurement 
and payment for procured 
goods or services. 
BP (BendaharaPengeluaran, 
Expenditure Treasurer), 
responsible to (i) manage 
accounts (ii) submit 
accountability reports to the 
head KPPN; (iii) record fund 
flows. 
PBP 
(PembantuBendaharaPengel
uaran, Expenditure Treasurer 

Staff), responsible to prepare 
notes for financial statements 
and assist to computerize the 
accountancy. 

The accounts staff should 
have a bachelor degree in 
Economic and at least 5 
years of professional 
experience and familiar with 
government accounting 
standards. Responsibilities of 
accounting staffs among 
others: 
KPA, responsible to  (i) 
provide supervision and 
consultation in the 
implementation of activities 
and withdrawals; (ii) establish 
a plan of implementation and 
the planned withdrawal of 
funds; (iii) oversee the 
administration of documents 
and transactions related to 
the implementation of 
activities and budget. 
PPK 
(PejabatPembuatKomitmen, 
commitment officer), 
responsible for procurement 
and payment for procured 
goods or services. 
BP (BendaharaPengeluaran, 
Expenditure Treasurer), 
responsible to (i) manage 
accounts (ii) submit 
accountability reports to the 
head KPPN; (iii) record fund 
flows. 
PBP 
(PembantuBendaharaPengel
uaran, Expenditure Treasurer 

Staff), responsible to prepare 
notes for financial statements 
and assist to computerize the 
accountancy. 

The accounts staff should 
have a bachelor degree in 
Economic and at least 5 
years of professional 
experience and familiar with 
government accounting 
standards. Responsibilities of 
accounting staffs among 
others: 
KPA, responsible to  (i) 
provide supervision and 
consultation in the 
implementation of activities 
and withdrawals; (ii) establish 
a plan of implementation and 
the planned withdrawal of 
funds; (iii) oversee the 
administration of documents 
and transactions related to 
the implementation of 
activities and budget. 
PPK 
(PejabatPembuatKomitmen, 
commitment officer), 
responsible for procurement 
and payment for procured 
goods or services. 
BP (BendaharaPengeluaran, 
Expenditure Treasurer), 
responsible to (i) manage 
accounts (ii) submit 
accountability reports to the 
head KPPN; (iii) record fund 
flows. 
PBP 
(PembantuBendaharaPengel
uaran, Expenditure Treasurer 
Staff), responsible to prepare 
notes for financial statements 
and assist to computerize the 
accountancy. 
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3.3  Is the project finance and 
accounting function staffed 
adequately? 

Yes The project finance and 
accounting function is 
adequately staffed. 

The project finance and 
accounting function is 
adequately staffed. 

The project finance and 
accounting function is 
adequately staffed. 

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

Yes The finance and accounting 
staff are qualified and 
experienced. There is a 
regular in-house training 
annually. 

The finance and accounting 
staff are qualified and 
experienced. There is a 
regular in-house training 
annually. 

The finance and accounting 
staff are qualified and 
experienced. There is a 
regular in-house training 
annually. 

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

Since this is a new Secretary 
General and staff are not 
familiar with ADB procedure, 
it would be necessary to train 
staff in ADB procedures. 

Training for finance staff, 
accounting staff, and project 
staff is required especially for 
ADB procedures 

No. It is necessary to have a 
training from ADB related to 
the preparation of technical 
report and financial report as 
per procedures from ADB. 

Training for finance staff, 
accounting staff, and project 
staff is required especially for 
ADB procedures 

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

Accounting staff are 
permanent staff of MOEF 

Permanent employee in the 
MOEF 
 
Finance staff pension at the 
age of 55 years, while 
financial consultants are 
usually hired per year (for the 
budget) and multi-year (for 
loan/grant) according to the 
project period 

Permanent employee in the 
MOEF 
 
Finance staff pension at the 
age of 55 years, while 
financial consultants are 
usually hired per year (for the 
budget) and multi-year (for 
loan/grant) according to the 
project period 

Permanent employee in the 
MOEF 
 
Finance staff pension at the 
age of 55 years, while 
financial consultants are 
usually hired per year (for the 
budget) and multi-year (for 
loan/grant) according to the 
project period 

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

Key positions for project 
implementation will be 
determined later. 

To be determined  To be determined To be determined 

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

Yes Yes 
 

Yes 
 

Yes 
 

3.9  At what frequency are 
personnel transferred? 

Frequency of transfer is not 
clearly defined. Transfer 
depends on the tasks. 

Depends on the tasks and 
performance. 

Depends on the tasks and 
performance.  

Depends on the tasks and 
performance. 



Appendix 1 

 
 

Topic PSKL, MOEF BUPSHA PJLHK KPHP 

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

Training policy follows the 
MOF regulations. However, 
there is an in-house training 
annually. In addition, training 
is undertaken when there is a 
new regulation from MOF  

There is a regular in-house 
training annually related to 
Budget Implementation List 
(DaftarIsianPelaksanaanAng
garan, DIPA), updated 
regulations from the Ministry 
of Finance, etc. 

There is a regular in-house 
training annually related to 
Budget Implementation List 
(DaftarIsianPelaksanaanAng
garan, DIPA), updated 
regulations from the Ministry 
of Finance, etc.  

There is a regular in-house 
training annually related to 
Budget Implementation List 
(DaftarIsianPelaksanaanAng
garan, DIPA), updated 
regulations from the Ministry 
of Finance, etc. 

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. There is an accounting 
system called SIMAK, SAI 
(internal accounting system), 
etc. 

Yes, there is accounting 
system, in accordance with 
Minister of Finance 
Decree171/2007as amended 
by Minister of Finance 
Regulation 
271/PMK.05/2014(the 
Governmentaccounting 
systemandfinancial reporting 
Grant). 
 

Yes, there is accounting 
system, in accordance with 
Minister of Finance 
Decree171/2007as amended 
by Minister of Finance 
Regulation 
271/PMK.05/2014(the 
Governmentaccounting 
systemandfinancial reporting 
Grant). 
 

Yes, there is accounting 
system, in accordance with 
Minister of Finance 
Decree171/2007as amended 
by Minister of Finance 
Regulation 
271/PMK.05/2014(the 
Government accounting 
system and financial 
reporting Grant). 
 

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

Yes and KPA has the 
responsibility for transaction 
approval. 

Yes Yes Yes 

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

Yes Yes Yes Yes 

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

Yes Yes Yes Yes 

4.5  Are the General Ledger and 
subsidiary ledgers reconciled 
and in balance? 

Yes in coordination with 
project manager and 
treasurer of MOEF with 
consent from KPA 

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

Yes Yes. All accounting and 
supporting documents are 
available and stored in 
computerized database. 

Yes. All accounting and 
supporting documents are 
available and stored in 
computerized database. 

Yes. All accounting and 
supporting documents are 
available and stored in 
computerized database. 

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? 

KPA: execution of transaction 
BP/Treasurer: recording of 
transaction 
BMN (state property) Officer: 
custody of assets 

Yes.  
Executing transaction is the 
responsibility of KPA; record 
the transaction is the 
responsibility of BP; and 
custody of asset involved in 
the transaction is the 
responsibility of General 
Bureau. 
 
To be confirmed for the 
General Bureau 

Yes.  
Executing transaction is the 
responsibility of KPA; record 
the transaction is the 
responsibility of BP; and 
custody of asset involved in 
the transaction is the 
responsibility of General 
Bureau.  
 
To be confirmed for the 
General Bureau 

Yes.  
Executing transaction is the 
responsibility of KPA; record 
the transaction is the 
responsibility of BP; and 
custody of asset involved in 
the transaction is the 
responsibility of General 
Bureau 

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

Yes. BP is responsible for 
accounting and paying goods 
and services 

Yes. BP responsible for 
paying goods and service 
less than $5,000 and KPPN 
responsible for paying goods 
and service more than 
$20,000 

Yes. BP responsible for 
paying goods and service 
less than $5,000 and KPPN 
responsible for paying goods 
and service more than 
$20,000 

Yes.BP responsible for 
paying goods and service 
less than $5,000 and KPPN 
responsible for paying goods 
and service more than 
$20,000 

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

Bank reconciliation is 
prepared once a month by 
BP. Approval is KPA. 

Bank reconciliations prepared 
by BP. Approval is KPA. 

Bank reconciliations prepared 
by BP. Approval is KPA. 

Bank reconciliations prepared 
by BP. Approval is KPA. 

Budgeting System     

4.10  Do budgets include physical 
and financial targets?  

Yes and as stated in the 
Ministry budget 

Yes Yes Yes 

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

MOEF will monitor 
performance of budget and 
prepare it for audit by 
BPK/Inspectorate General 

Yes and IA will monitor 
project performance 

Yes and IA will monitor 
project performance. 

Yes and IA will monitor 
project performance. 
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4.12  Are actual expenditures 
compared to the budget with 
reasonable frequency, and 
explanations required for 
significant variations from the 
budget? 

Yes on a monthly basis. If 
budget variation is needed, 
KPA will revise the budget. 
For revisions on across-
budget unit, KPA will ask for 
the revision to MOF in the 
Budget Directorate. 

Yes Yes Yes 

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

Approval from MOF (Budget 
Directorate) is required if 
revision is for across-budget 
unit. 

Approval of variations 
required in advance. 
However, this rarely happens 
since it requires government 
regulation. 

Approval of variations 
required in advance. 
However, this rarely happens 
since it requires government 
regulation. 

Approval of variations 
required in advance. 
However, this rarely happens 
since it requires government 
regulation. 

4.14  Who is responsible for 
preparation and approval of 
budgets? 

KPA of the Secretary 
Directorate is responsible in 
preparing budget work plan 
for the Ministry (RKAKL) and 
MOF (Budget Directorate) 
approves the budget.  

KPA in each Secretary of 
Directorate of the IA 

KPA in each Secretary of 
Directorate of the IA 

KPA in each Secretary of 
Directorate of the IA 

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 Yes Yes Yes 

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

Yes and it has been 
discussed with the 
Directorates. 

 
Yes, there were a number of 
meetings with a small team to 
develop the project plan and 
budget (assisted by PPTA 
consultants)  

 
Yes, there were a number of 
meetings with a small team to 
develop the project plan and 
budget (assisted by PPTA 
consultants) 

 
Yes, there were a number of 
meetings with a small team to 
develop the project plan and 
budget (assisted by PPTA 
consultants) 

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 

Yes and BP will check the 
accuracy of purchase/invoice 
calculations 

Yes Yes Yes 
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records of goods actually 
received? (iii) Comparison of 
invoice quantities with those 
indicated on the receiving 
reports? (iv) Checking the 
accuracy of calculations? 

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

Yes and BP is responsible for 
paying invoices 

Yes Yes Yes 

4.19  Do controls exist for the 
preparation of the payroll and 
are changes to the payroll 
properly authorized? 

Yes and BP is responsible for 
payroll 

Yes Yes Yes 

Policies And Procedures     

4.20  What is the basis of 
accounting (e.g., cash, 
accrual)? 

Accounting is cash basis for 
small expenditures (ex. 
Photocopy, stationery, etc) 
and accrual basis for projects 

Cash Cash Cash 

4.21  What accounting standards 
are followed? 

Follows MOF standard Followed the Ministry of 
Finance standards 

Followed the Ministry of 
Finance standards 

Followed the Ministry of 
Finance standards 

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

Yes, procedure/policies to 
ensure staff accountability 
follows the MOF regulation 

Yes Yes Yes 

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

No. The project procedure 
should follow the MOEF/MOF 
accounting policy. 

Yes Yes Yes 

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? 

The entity/authorized person 
who can alter/establish new 
accounting principle is MOF. 

Yes,thesoftwareis available 
asprovidedbythe Ministryof 
Finance 

Yes,thesoftwareis available 
asprovidedbythe Ministryof 
Finance 

Yes,thesoftwareis available 
asprovidedbythe Ministryof 
Finance 
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4.25  Are there written policies and 
procedures covering all 
routine financial 
management and related 
administrative activities? 

Yes and it is based on 
regulation from MOF 

Yes Yes Yes 

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? 

No, however, policies and 
procedures are made to 
prevent conflict of interest 
and related party transaction 

Policies and procedures are 
in line with Government 
regulation to prevent conflict 
of interest. 

Policies and procedures are 
in line with Government 
regulation to prevent conflict 
of interest. 

Policies and procedures are 
in line with Government 
regulation to prevent conflict 
of interest. 

4.27  Are manuals distributed to 
appropriate personnel? 

Yes Yes Yes Yes 

Cash and Bank     

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

Authorized signatories in the 
bank is the KPA position. 
Bank should be government’s 
bank (BRI, BNI, etc.) 
However, due to the change 
in position and names in 
MOEF, the name to be 
assigned for the project is to 
be determined later 

KPA should be the positions 
of authorized signatories in 
the bank. Bank should be 
government’s bank (BRI, 
BNI, etc). However due to the 
changing position and name 
in the MOEF office, the name 
to be determined later 

KPA should be the positions 
of authorized signatories in 
the bank. Bank should be 
government’s bank (BRI, 
BNI, etc). However due to the 
changing position and name 
in the MOEF office, the name 
to be determined later 

KPA should be the positions 
of authorized signatories in 
the bank. Bank should be 
government’s bank (BRI, 
BNI, etc). However due to the 
changing position and name 
in the MOEF office, the name 
to be determined later 

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

Yes Yes Yes Yes 

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

Yes. The BP will be controlled 
by the KPA 

Yes. The BP will be 
controlled by KPA. 

Yes. The BP will be 
controlled by KPA. 

Yes. The BP will be 
controlled by KPA. 

4.31  Are bank and cash 
reconciled on a monthly 
basis? 

Yes Yes Yes  Yes 

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

Yes Yes Yes Yes 
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4.33  Are all receipts deposited on 
a timely basis? 

Yes Yes Yes Yes 

Safeguard over Assets     

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

Yes, the Ministry of Finance 
provides a Management and 
Accounting Information 
System for State-Owned 
Assets (SIMAK-BMN) for use 
by the accounting unit. The 
management of state-owned 
assets is regulated by 
Government Regulation 
6/2006. 

Yes, the Ministry of Finance 
provides a Management and 
Accounting Information 
System for State-Owned 
Assets (SIMAK-BMN) for use 
by the accounting unit. The 
management of state-owned 
assets is regulated by 
Government Regulation 
6/2006. 

Yes, the Ministry of Finance 
provides a Management and 
Accounting Information 
System for State-Owned 
Assets (SIMAK-BMN) for use 
by the accounting unit. The 
management of state-owned 
assets is regulated by 
Government Regulation 
6/2006. 

Yes, the Ministry of Finance 
provides a Management and 
Accounting Information 
System for State-Owned 
Assets (SIMAK-BMN) for use 
by the accounting unit. The 
management of state-owned 
assets is regulated by 
Government Regulation 
6/2006. 

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

Yes. Yes Yes Yes 

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

Yes. Yes Yes Yes 

4.37  Are assets sufficiently 
covered by insurance 
policies? 

No 
 

No No No 

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

Yes, regional offices is UPT 
(Unit PelaksanaTeknis, 
Technical Implementing Unit) 

Yes, regional offices is UPT 
(Unit PelaksanaTeknis, 

Technical Implementing Unit) 

Yes, regional offices is UPT 
(Unit PelaksanaTeknis, 

Technical Implementing Unit) 

Yes, regional offices is UPT 
(Unit PelaksanaTeknis, 

Technical Implementing Unit) 

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 Yes Yes Yes 

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

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

Yes Yes Yes Yes 

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? 

Yes Yes. Follow Indonesian law Yes. Follow Indonesian law. Yes. Follow Indonesian law. 

5.  Internal Audit     

5.1  Is there an internal audit 
department in the entity? 

Yes, the Inspectorate 
General of MOEF 

Yes, the Inspectorate 
General of MOEF 

Yes, Internal Audit Unit (SPI) 
and theInspectorate 
General of MOEF 

Yes, the Inspectorate 
General of MOEF 

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

Accounting and Finance 
related backgrounds 

Accountingand Finance 
related backgrounds 

Accountingand Finance 
related backgrounds 

Accountingand Finance 
related backgrounds 

5.3  To whom does the internal 
auditor report? 

To MOEF Inspector General to submit a 
report to DGSFEP 

Inspector General to submit a 
report to DGSFEP 

Inspector General to submit a 
report to DGSFEP 

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

Yes Yes Yes Yes 

5.5  Are actions taken on the 
internal audit findings? 

Yes Yes Yes Yes 

6.  External Audit     

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

Yes, by State Financial 
Auditor (BPK) 
 

Yes, by State Financial 
Auditor (BPK) 

Yes, by State Financial 
Auditor (BPK) or Board of 
Supervisors Finance and 
Development (BPKP) for 
grant auditing. 

Yes, by State Financial 
Auditor (BPK) 

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

BPK usually issues its 
financial report for a financial 
year. Findings for the audit 
will be issued and the related 
entities should respond 
accordingly. The external 
audit reports will be reported 
to the Minister. 

None. BPKusuallyissuesits 
financialreportfora 
financialyear. Findings for the 
audit will be issued and the 
related entities should 
response accordingly. The 
external audit reports will be 
reported to the Minister of 
MOEF? 

None. BPKusuallyissuesits 
financialreportfora 
financialyear. Findings for the 
audit will be issued and the 
related entities should 
response accordingly. The 
external audit reports will be 
reported to the Minister of 
MOEF. 

None. BPKusuallyissuesits 
financialreportfora 
financialyear. Findings for the 
audit will be issued and the 
related entities should 
response accordingly. The 
external audit reports will be 
reported to the Minister of 
MOEF 



 

 

Topic PSKL, MOEF BUPSHA PJLHK KPHP 

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

In accordance with the 
Government of Indonesia 
regulation. 

In accordance to the 
Government of Indonesia 
standards on auditing 

In accordance to the 
Government of Indonesia 
standards on auditing 

In accordance to the 
Government of Indonesia 
standards on auditing 

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

No No No No 

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

Yes. Internal and external auditor 
will audit the project 

Internal and external auditor 
will audit the project. 

Internal and external auditor 
will audit 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? 

No No No No 

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? 

The audit will be: 
1. Internal audit 

implemented by the 
Inspectorate General; 

2. External audit 
implemented by BPK. 

The audit will be: 
1. Internal audit 

implemented by the 
Inspectorate General; 

2. Project audit 
implemented by external 
auditor appointed by the 
grant donor (ADB); which 
based on the previous 
project with ICCTF, the 
project audit was 
implemented by Board of 
Supervisors 
FinanceandDevelopment 
(BadanPengawasanKeua
ngandan Pembangunan, 
BPKP); 

3. External audit 
implemented by BPK. 

The audit will be: 
1. Internal audit 

implemented by the 
Inspectorate General; 

2. Project audit 
implemented by external 
auditor appointed by the 
grant donor (ADB); 
which based on the 
previous project, the 
project audit was 
implemented by Board 
of Supervisors 
FinanceandDevelopmen
t 
(BadanPengawasanKeu
angandan 
Pembangunan, BPKP); 

3. External audit 
implemented by BPK/ 
BPKP. 

The audit will be: 
1. Internal audit 

implemented by the 
Inspectorate General; 

2. Project audit 
implemented by external 
auditor appointed by the 
grant donor (ADB), the 
project audit was 
implemented by Board of 
Supervisors Finance and 
Development 
(BadanPengawasanKeu
angandan 
Pembangunan, BPKP); 

3. External audit 
implemented by BPK. 
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6.8  Has the project prepared 
acceptable terms of 
reference for an annual 
project audit? 

Yes, to be discussed with the 
auditor 

To be discussed with the 
auditor 

To be discussed with auditor To be discussed with the 
auditor 

7.  Reporting and Monitoring     

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

Yes in accordance with local 
accounting standards 

In accordance with local 
accounting standards 

In accordance with local 
accounting standards 

In accordance with local 
accounting standards 

7.2  Are financial statements 
prepared for the 
implementing unit? 

Yes Yes Yes Yes 

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?  

Internal financial statements 
are required to be prepared 
monthly, quarterly and 
annually. In addition, an 
external audit will be 
conducted annually. 

Internalfinancial 
statementsarerequired tobe 
preparedmonthly, 
quarterlyandannually. 
Inaddition,anexternal 
auditwillbe conducted 
annually 

Internal financial statements 
are required to be prepared 
monthly, quarterly and 
annually. In addition, an 
external audit will be 
conducted annually 

Internalfinancial 
statementsarerequired tobe 
preparedmonthly, 
quarterlyandannually. 
Inaddition,anexternal 
auditwillbe conducted 
annually 

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

Yes, in accordance to Grant 
agreement 

Yes, in accordance to Grant 
agreement 

Yes, in accordance to Grant 
agreement 

Yes, in accordance to Grant 
agreement 

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? 

The reporting system for the 
project could be established 
and linked to the reporting 
system for financial data from 
the Ministry of Environment 
and Forestry. 

The reporting system for the 
project could be established 
and linked to the reporting 
system for financial data from 
the Ministry of Environment 
and Forestry 

The reporting system for the 
project could be established 
and linked to the reporting 
system for financial data from 
the Ministry of Environment 
and Forestry 

The reporting system for the 
project could be established 
and linked to the reporting 
system for financial data from 
the Ministry of Environment 
and Forestry  

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? 

To be determined 
 

To be determined To be determined To be determined 
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7.7  Are financial management 
reports used by 
management? 

Yes Yes Yes Yes 

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

Yes Yes Yes Yes 

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

By an automated accounting 
application provided by 
MOEF 

By automated accounting 
application, provided by 
MOEF 

By automated accounting 
application, provided by 
MOEF 

By automated accounting 
application, provided by 
MOEF 

8. Information Systems     

8.1  Is the financial management 
system computerized? 

Yes Yes Yes. The application called 
Accounting System 

Yes 

8.2  Can the system produce the 
necessary project financial 
reports? 

Yes Yes Yes Yes 

8.3  Is the staff adequately 
trained to maintain the 
system? 

Yes, however training for 
system maintenance is 
required 

Yes, however training for 
system maintenance is 
required 

Yes, however training for 
system maintenance is 
required 

Yes, however training for 
system maintenance is 
required 

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

Yes Yes Yes Yes 
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Appendix 3. Terms of reference of external auditor 

 
The Audit Board of the Republic of Indonesia1 

(Badan Pemeriksa Keuangan Republik Indonesia, BPK) 
 

Draft Terms of Reference (TOR) 
for Auditing Non-Revenue Earning Executing Agency 

(Annual Project Financial Statements of ADB Funded Projects) 
 
 

I. The Project 

1. The project that will be audited, the executing agency (EA), the Project Implementing 
Units (PIUs) and some audit information are summarized in Annex 1.2 
 

II. Objective of the Audit 

2. The audit of the annual project financial statement (APFS) is primarily designed to 
ensure that the financial statements (FS) have been prepared in accordance with the relevant 
legal requirements and accounting standards adopted by the project and give a true and fair 
view of the financial performance and position of the project. 
 
3. Further, the auditor will provide specific additional audit opinions on: 

(i) Use of grant proceeds; the Government funds. 
(ii) Compliance with financial covenants of the grant agreement 
(iii) Compliance withproject account procedures (where applicable)—to confirm or 

otherwise, whether the imprest account (and sub-accounts) gives a true and fair view 
of the receipts collected and payments made and supports imprest and sub-account- 
liquidations and replenishments during the year. 

(iv) Compliance with Statement of Expenditure (SOE) procedures (where applicable)—to 
confirm or otherwise, whether adequate supporting documentation has been 
maintained to support claims to ADB for reimbursement of expenditures incurred and 
that the expenditures are eligible for financing under the grant agreement. 

(v) In addition, the auditors will provide a report highlighting weaknesses in the internal 
control system, as stipulated in para. 15. 

 
III. The Conduct of the Audit 

 
4. The audit will be conducted in accordance with Standard Pemeriksaan Keuangan 
Negara (SPKN)3 and Standard Professional Akuntan Publik (SPAP, professional standard of 
public accountant). The standard requires that the auditor plans and performs the audit to obtain 
reasonable assurance about whether the FS are free from material misstatements. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
APFS. An audit also includes assessing the accounting principles used, significant estimates 
made by the management, as well as evaluating the overall FS presentation.  

                                                
1
 The TOR is subject to amendment for any policy changes in ADB or the Government of Indonesia. 

2
 Annex 1 will be completed before Grant Negotiation of the Project. 

3
 SPKN (Indonesian State Finance Auditing Standards) are auditing standards used by BPK as an independent state 

finance auditor who is responsible to audit all state finance in Indonesia.  
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IV. Audit Procedures 

 
5. The auditors shall perform audit procedures which include: 

(i) Review the Report and Recommendation of the President (RRP)4, its linked and 
supporting documents;  

(ii) Plan and conduct the audit in accordance with a risk based framework. The detailed 
audit work program should be sufficiently extensive in its coverage to support the 
opinion given; 

(iii) Gather sufficient audit evidence to substantiate in all materials respects, the 
accuracy of information contained in supporting schedules attached to FSs including 
any and all supporting schedules. This should include verifying samples of 
transactions and account balances, reviewing any areas where significant estimates 
and judgments are made by management, as well as performing analysis to verify 
reported data and confirm year-end balances.  

(iv) Review SOEs submitted to ADB in support of requests for periodic replenishments 
of the project imprest and sub-account.5 Expenditures should be examined for 
eligibility based on criteria defined in the terms of financing agreement. Where 
ineligible expenditures are identified as having been included in withdrawal 
applications and reimbursed, they should be reported; 

(v) Review and evaluate the system of internal control and assess the internal control 
environment to determine the degree of reliance that may be placed upon them and 
to determine the extent of testing of actual transactions needed to assure the 
auditor of the completeness and accuracy of the accounting records; 

(vi) Include procedures that are designed to provide reasonable assurance that material 
misstatements (if any) are detected in accordance with international standards on 
auditing. The audit coverage will consider the risk of material misstatements as a 
result of fraud or error; and 

(vii) Determine whether accounting policies are appropriate and consistently applied, 
and determine whether all FS disclosures are adequate. 
 

V. Audit Scope in Compliance with Financing Arrangement 
 

6. To comply with agreed project financing arrangements the auditor shall carry out tests to 
evaluate the following documents: 

(i) The project’s imprest account(s) and sub-account(s), if any; 
(ii) Statement of Expenditures (SOEs); 
(iii) Compliance with covenants contained in the Grant agreement;  
(iv) Any material weaknesses in internal control which are identified during the audit; 
(v) Compliance with Standard Operating Procedures, Financial Management Manual 

and Procurement Manual; 
(vi) Fixed assets procured, review the allocation of project vehicles and equipment and 

whether these are being utilized in accordance with the ADB’s Guidelines and/or 
Grant Agreement; and  

(vii) Any other materials which the auditor considers should be bought to the attention of 
the recipient/the Government. 

 

                                                
4
 RRP is an approval report of ADB’s Board of Directors related to the grant proposal that had been negotiated 

between ADB and the Government.  
5
 ADB’s term for the project designated accounts. 
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7. Based on the assessment, the auditor shall justify whether: 
 

(i) All funds funded by ADB, and the Government have been used in accordance with 
the conditions of the relevant grant agreements with due attention to economy and 
efficiency, and only for the purposes for which the grant was intended; 

(ii) Goods, works and services financed, as the procurement plan given in the Project 
Administration Manual (PAM), have been procured in accordance with relevant 
financing agreements, including specific provisions of the ADB Guidelines and/or 
Grant Agreements; 

(iii) Expenditures submitted to ADB are eligible for financing and all necessary 
supporting documents, records, and accounts in support of withdrawals have been 
adequately maintained; 

(iv) All necessary supporting documents, records, and accounts have been kept in 
respect of all project expenditures (including expenditures reported using SOEs of 
Imprest Fund Procedures); 

(v) The Imprest Accounts and sub-accounts have been maintained and operated in 
accordance with the provisions of the relevant financing agreements.  
 

VI. Annual Project Financial Statements (APFSs): 
 
8. The auditor should verify whether the APFSs have been prepared in accordance with 
the Standar Akuntansi Pemerintah (SAP)6 and discuss the impact on FSs, if any deviation from 
SAP. 
 
9. The FSs for the project may include7: 
 

(i) A statement of cash receipts and payments for the period; 
(ii) Imprest account(s) and sub-account(s); 
(iii) Statement of expenditures (SOEs); 
(iv) Other supplementary schedules of value;  
(v) Accounting policies and explanatory notes; The explanatory notes should include 

reconciliation between the amounts shown as "received by the project from ADB " 
and that disbursed by ADB and a summary of movements on the project’s 
Designated Account; and a comparison of the project budget to accumulated 
receipts and expenditure (by disbursement categories) since the commencement of 
the project;  

(vi) When the entity makes publicly available its approved budget, a comparison of 
budget and actual amounts either as a separate additional financial statement or as 
a budget column in the statement of cash receipts and payments. 

 
VII. Audit Methodology 

10. Based on this TOR, BPK will prepare a methodology to ensure that the audit required is 
comprehensive and it is expected that a high degree of assurance, compliance with the law and 
accountability be reflected in the methodology. The methodology should, at minimum, shall 
address the following:  

                                                
6
 SAP (Indonesian Government Accounting Standards) are standards used by the Indonesian EA to prepare its 

APFSs, which adopted the International Public Sector Accounting Standards (IPSAS). 
7
 This list will be used as a guideline. If there are items that project is not prepared to provide or cannot provide, BPK 

will accept information in whatever forms that are auditable. 
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(i) SPKN Compliance: The auditor should indicate the extent (if any) that the audit 
would not conform to SPKN and indicate any alternative standards to which the 
auditors would conform;  

(ii) Understanding of the environment and key areas of audit risk for the project;  
(iii) Audit planning and the role that the EA/IAs are expected to play in this process;  
(iv) The resources to be allocated to the audit to address the risks identified;  
(v) The approach to field work (i.e. gathering of evidence to support assertions to be 

made in the audit opinions); and 
(vi) Quality assurance arrangements. 

 
VIII. Audit Report   

11. At minimum, the audit report will: 
(i) state the purpose of the report and its intended use; 
(ii) state whether SAP have been adopted in the preparation of the APFSs and indicate 

the effect of any deviations from those standards; 
(iii) state that the audit was conducted in accordance with SPKN; 
(iv) the audit opinion will cover both the current period and the cumulative period since 

the commencement of the Project; 
(v) the audit opinion will state whether or not the FSs present fairly statement of 

Expenditures (SOEs), Imprest accounts and sub-accounts of the project; 
(vi) The auditor is also expected to express opinions as the compliance with the terms 

and conditions of the relevant grant agreement as well as the budget execution 
regulations; 

(vii) The auditor should also indicate, where present, the extent of any non-compliance 
by reference to the financial covenants; 

(viii) The auditor should also indicate whether any attached supplementary FSs and 
Notes to the FS have been subjected to the same auditing procedures as in the 
case of the basic FSs. 

 
12. Irregularities and instances of noncompliance with government or institutional rules and 
regulations that do not give rise to a qualified opinion or disclaimer of opinion should not be 
subjects of the report of the auditor. When the auditor has comments that are not material to the 
opinion, these should be set out in the audit report on project’s internal control system or 
statutory regulations. 
 
13. Where the Grant Agreement of a project requires the separate audit of the SOEs and 
Imprest accounts and sub-accounts, respectively, additional paragraphs should be included in 
audit opinion as follows: 

(i) Referring to the SOE financial statement, certifying to the eligibility of those 
expenditures against which SOE disbursement were made; and  

(ii) Referring to the imprest account financial statements 
 
14. At least the following two specific opinions on FS required from the auditor: 

(i) Opinion on the statement of expenditures; and  
(ii) Opinion of imprest accounts and sub-accounts. 
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IX. Audit Report on The Internal Control System and on Compliance with Statutory 
Regulations 

 
15. Together with (i) the audit report including the opinion on financial statements, the 
auditor will submit (ii) audit report addressing weaknesses in the internal control system and on 
compliance with statutory regulations that should address as a minimum the following: 
 

(i) a general overview of the internal control systems of the project and the executing 
agency, or an opinion on the management systems;  

(ii) an identification of material deficiencies or weaknesses in the project or 
executing/implementing agencies’ internal controls over financial reporting or on the 
overall system of internal control;  

(iii) the auditor’s recommendations for improvement or for rectification of identifies 
weaknesses; and 

(iv) Follow-up actions/s or status to previously identified issues and findings, if any.  
 

X. Exit Meeting   

16. Upon the completion of the field work, the auditor will hold an exit meeting with the 
EA/PIUs. The exit briefing will give the auditor an opportunity to obtain management’s 
comments on the accuracy and completeness of the auditor’s findings, conclusions, and 
recommendations, including whether or not management concurs with the audit findings. It will 
also include a discussion of common findings across projects being audited and 
recommendations for addressing bottlenecks in preparation for the next audit. The auditor will 
document the exit briefing for inclusion in the audit working papers. The EA/PIUs could invite 
the other parties to attend the exit briefing as observers. 

 
XI. Access to Information and Records 

17. The auditor will be provided with unrestricted access to all payments records and 
supporting documents, invoices, and all types of contracts, except claims of consultants 
engaged directly with ADB including statements of accounts, legal agreements and minutes of 
meetings, etc. Project staff shall fully cooperate with the auditor. The auditor shall have the 
rights to access to banks and depositories, consultants, contractors, or other persons or firms 
engaged by the project. In case access has been restricted, the auditor must note this in the 
auditor’s opinion. 
 
18. The auditor is encouraged to meet and discuss audit related matters including inputs to 
the audit plan with ADB project officers.  

 
19. It is highly desirable that the auditor reviews the Grant Agreement and their supporting 
documents, which summarize the ADB’s financial reporting and auditing requirements. The 
auditor should also familiar with the ADB’s disbursement and Procurement Handbook.  
 

XII. Deliverables and Timing 

20. The EA/PIU shall prepare the APFS in 2 sets of currency (US$ dollar and Rupiah). The 
SOEs in Rupiah and Project Accounts (Pas or Project financial statements in US$). 
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21. Two sets of the audited APFSs (in US$ and in English) and the corresponding audit 
report (in English) shall be delivered to each EA in accordance with submission dates states in 
the Grant Agreement.  

 
XIII. Annexes 

22. All annexes of this TOR will be completed by the EA/PIUs and endorsed by ADB prior to 
the assignment of BPK to conduct the audit of the project.  

 




