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I. INTRODUCTION 

1. The road network is modestly developed in Bangladesh. The ADB has been a long-term 
partner of the government in improving the road network in the country since 1994. The Project 
Design Advance (PDA) for the Road Connectivity Improvement Project (RCIP) was approved on 
07 June 2016 and was effective on 11 July 2016. The RCIP was originally intended to follow the 
results-based funding modality focusing on improving rural road rehabilitation and maintenance 
program.  
 
A. Impact and Outcome 

2. The Local Government Engineering Department (LGED), who is executing and 
implementing agency of the proposed project has submitted the final road list to ADB to be 
considered for RCIP on 15 December 2017. The project will cover 34 districts targeting 
approximately 380 rural roads spanning about 3,000 kilometres (km). The roads will be improved 
to all-weather standards and be climate resilient. The preliminary cost estimate for 3,000 km of 
candidate roads is approximately $428.57 million. Should the budget shortfall be confirmed in the 
final cost estimate, LGED may need to consider either reducing the project scope or increasing 
the government counterpart funds.  

 
II. EXECUTIVE SUMMARY 

3. The Financial Management Assessment (FMA) was conducted by during February 2018 
in accordance with ADB’s Guidelines for the Financial Management and Analysis of Projects1 and 
Financial Due Diligence: a Methodology Note, and Technical Guidance Notes. 2  The Local 
Government Engineering Department (LGED) is the executing and implementing agency of the 
project. The FMA considered the capacity of the LGED and the Project Management Unit (PMU), 
including funds-flow arrangements, governance, staffing, budgeting, accounting and financial 
reporting systems, internal control procedures, financial information systems, and internal and 
external auditing arrangements. The fiduciary assessment of LGED and PMU is carried out to 
determine the degree to which the financial management arrangements are adequate to manage 
fiduciary risks and provide reasonable assurance that ADB funds will be used for their intended 
purpose. FMA questionnaire take in to account the responses of LGED and PMU as well as recent 
ADB country and sector level experiences. The FMA questionnaire is attached as Appendix 4. 
 
4. LGED will be responsible for overall management, supervision, and execution of the 
proposed project. An inter-ministerial project steering committee at national level, chaired by the 
Secretary LGD, will provide overall policy guidance and oversight to the project. LGED is finalizing 
the structure of new PMU and appointed a full time Project Director. The Project Director will be 
supported by seven dedicated deputy project directors. LGED has considerable experiences in 
implementing donor-funded projects including the on-going ADB funded projects. 

 
5. The PMU will be responsible for all day-to-day management of the project, which include 
(i) preparing an overall project implementation plan and detailed work program; (ii) providing 
monitoring and guidance on implementation of project works; (iii) carrying out all tendering 
process and execution of contracts; (iv) preparing the project progress report and project 
completion report; and (v) ensuring full compliance with the ADB’s safeguard policies. 

 

                                                
1  ADB. 2005. Financial Management and Analysis of Projects. Manila. 
2  ADB. 2015. Financial Due Diligence: A Methodology Note. Manila. 

https://www.adb.org/documents/financial-management-and-analysis-projects
http://www.adb.org/documents/financial-due-diligence-methodology-note
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6. The LGED and PMU have satisfactory financial management capability to (i) record the 
required financial transactions, (ii) provide regular and reliable financial statements, (iii) provide 
reliable monitoring reports, (iv) safeguard the financial assets. The LGED and PMU also have the 
capacity to handle the proposed project with its experience in executing previous ADB assisted 
Project. The required policies and procedures are in place in LGED and PMU who is implementing 
the project. The LGED and PMU are currently meeting ADB’s minimum financial management 
requirements for Executing and Implementing Agency with some mitigative measures suggested. 

 
A. Risk Analysis 

7. During the implementation phase, the LGED and PMU might face some risks that can 
generally be divided in two main categories: (i) country level; and (ii) organization/project level. 
financial management risks shall need to be considered and updated throughout the life of the 
project and risk mitigation measures shall also be updated accordingly. The overall assessment 
of the of the project financial management risks and internal control assessment are presented in 
Table 1 below: 
 

Table 1: Financial Management and Internal Control Risk Assessment 
 

Risk 
Risk 
Assessment 

 
Risk Description 

Mitigation Measures or Action 
Plans 

Inherent Risk    

1. Country-
specific Risks 

M Absorption capacity of 
Government of Bangladesh 
departments for capital 
expenditure. 

The CPS final review validation rated 
ADB’s strategic positioning 
satisfactory, and the program 
relevant to the country’s needs, as 
well as effective, and likely 
sustainable. Despite an overall 
moderate country level risk, the risk 
to the ADB assistance project at the 
country level is considered low due 
to the project modality in place. 
Close monitoring the activities will 
reduce the risk related to country 
specific risk in the project.   

2. Entity-specific 
Risks 

L Experience of the LGED as 
Executing Agency and 
implementing agency for 
implementing the project 

 

The Executing Agency and 
implementing agency LGED of the 
proposed project, has experience in 
implementing ADB financed project. 
A separate Project Management Unit 
established within LGED will reduce 
the entity specific risk in managing 
the project.  

3. Project-
specific Risks 

 
L 

There are no project specific 
risks in this project. Updating 
knowledge on ADB policies 
and procedure to the PMU 
staff.  

Training on ADB policy and 
procedures will reduce the risk. 

 

Overall 
Inherent Risk 

L   

Control Risk     

1. Implementing 
Entity 

M LGED is proposed to manage 
and implement the proposed 
project. 

Staffing must be in place before start 
of the project.  
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Risk 
Risk 
Assessment 

 
Risk Description 

Mitigation Measures or Action 
Plans 

2. Fund Flow M 1. Timely release of 
counterpart fund to the project. 

 
 
 
 
 
 
 
 
 
2. Control on over 
expenditure under ADB share 

1. There were cases in the past 
in delay in releasing the counterpart 
fund to the project. Firm commitment 
from the Ministry of Finance (MOF) 
for the timely release of counterpart 
part fund will reduce the risk of 
allocation and release of funds. 
Direct Payment mechanism is to be 
used for major foreign component 
payments for contractors and 
suppliers for ADB share. 
2. There were instances in the 
past in some projects by utilizing the 
ADB share in excess of the eligible 
portion for making payment (bridge 
financing) by District office. In order 
to avoid such instances in this 
proposed project, it was decided that 
PMU will act as a check and balance 
point and will release only the ADB 
share of funds to the District paying 
office for making payment.   

3. Staffing M Dedicated finance and 
accounting staff for the LGED 

The Project Management Unit within 
LGED at the central level will be the 
implementing agency for the project. 
At present the establishment of PMU 
headed by a Project Director with 
sufficient staff (including 4 
accounting staff) is in the process. 

4. Accounting 
Policies and 
Procedures 

M Proper well documented 
policies and procedures and 
scope for improvement.   

Existing government policies and 
procedures are followed. The 
compliance status of project loan 
covenants will be reported and 
assessed through the quarterly 
progress reports and verified by ADB 
review missions. 

5. Internal Audit M Internal Audit function carried 
out by the LGED audit 
department 

Periodic internal audit will reduce the 
documentation risk since there is no 
pre-audit of vouchers done before 
making payment due to shortage of 
staff. Project to request the Internal 
Audit Unit of LGED to include the 
proposed project in the annual 
internal audit program.  

6. External Audit  L The audit of the project financial 

statements should be done in 

accordance with the 

International Standards on 

Auditing and by the 

independent auditor acceptable 

to ADB. 

 

The current arrangement of getting 
the audit done by FAPAD of CAG is 
acceptable to ADB. Annual project 
audit reports are produced within 6 
months of the end of the financial 
year. 
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Risk 
Risk 
Assessment 

 
Risk Description 

Mitigation Measures or Action 
Plans 

7.Reporting and 
Monitoring 

M Financial Reports and 
disbursement reports need to 
be form part of quarterly 
progress report 

LGED and PMU will be required to 
report in accordance with the ADB 
requirements with inherent adequate 
control mechanisms. Financial 
Reports and disbursement reports 
together with status of action plan 
need to form part of quarterly 
progress report. 

8.Information 
Systems 

M Optimal use of technology in the 
finance and accounts wing for 
the preparation of accounts and 
reporting requirements. 

There is a system in place with the 
government for recording 
transactions in Integrated Budgeting 
Accounting System (IBAS).  
Currently the system is used for 
recording the government 
expenditure. There is a manual 
contract management system in 
place in the existing project. Check 
and review system will be 
established.  

Overall 
Control Risk 

M   

H – High, S- Substantial, M – Moderate, L – Low. 
 

8. The disbursement and budgeting mechanisms are adequate. The overall financial 
management and internal control risk is rated as ‘Moderate’. The Financial Management Risk for 
ADB assistance project at the country level is also considered moderate.   

 
Table 2: The Financial Management Action Plan 

 
Key Risk Area Risk Mitigating Activity Timeline Entity 

Bridge financing 
noticed in some of 
the existing projects 
handled by LGED  

PMU will release only the ADB share of 
funds to the District Office based on Funds 
Requisition Form along with Memorandum 
of Payment from the PMU advance 
account.  PMU will instruct district office to 
comply with new process and form 
requirement. 

As the start of the 
project 

LGED/PMU 

Additional staff will 
be required to 
manage new fund 
flow arrangement 
 

All approved staff must be in place 
including Finance and Accounts section in 
PMU (1 accountant, 3 account assistants), 
dedicated account assistant in 34 districts. 

Before loan approval LGED 

Training on ADB 
policies and 
procedure 

Impart training to all field staff (accounting, 
technical) who is involved in the ADB 
project. 

After mobilization of 
financial management 
(FM) consultant under 
PISC 

LGED/PMU 

Timely release of 
counterpart fund 

PMU will prepare sufficient counterpart 
fund budget. 
Obtain firm commitment from the MOF for 
the timely release of counterpart part fund.  

Before start of the 
project and there after 
annually at the time of 
budget preparation 

LGED/MOF 

Internal audit PMU will request the Internal Audit Unit of 
LGED to include the proposed project in 

At the start of the 
project 

LGED 
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Key Risk Area Risk Mitigating Activity Timeline Entity 

the annual internal audit program based on 
the recently introduced Internal Audit 
Manual. 
After the statutory audit over next sixth 
month Internal audit will do audit so that 
half yearly checking may be in place.  

Financial Statement 
in compliance with 
ADB policy 

Audited Project Financial statement to be 
submitted to ADB within 6 months of the 
end of the fiscal year in the form acceptable 
to ADB. Audit observations and other issues 
from prior years to be resolved.  

At the end of each 
financial year 

LGED/PMU/
FAPAD 

Timely reporting and 
monitoring 

Prepare quarterly report for the ADB project 
with financial and disbursement information 
as well as variance analysis of physical and 
financial progress. The report also should 
include the status of FM action plan. 

Every quarter LGED/PMU 

Preparation of 
accounts and 
reporting 
 

Check and review system will be 
established for manually prepared 
information to prevent misstatement. 
Manual to be developed. 

At the start of the 
project 

LGED/PMU 

Retention money Abolish the present practice to park part of 
ADB fund in another account for future 
payment of retention money. An 
unconditional bank guarantee of equivalent 
amount by the contractor is to be 
considered.  PMU will instruct district office 
to comply with new process. 

As the start of the 
project 

LGED/PMU 

 

III. COUNTRY AND SECTOR ISSUES 

9. ADB’s Country Partnership Strategy 2016-20203 notes that Bangladesh has achieved 
sustained growth of 6.3% per year since FY2007. Poverty has halved since 2000, meeting an 
important Millennium Development Goal target. The gender gap has narrowed, and the country 
has made progress in providing access to health and basic social services. The major challenges 
facing Bangladesh now include: (i) accelerating the annual rate of growth to 7% and above to 
move closer to upper middle-income status, (ii) diversifying the economic base and creating new 
sources of growth, (iii) making growth more inclusive and reducing poverty by creating jobs and 
supporting rural development, (iv) increasing transparency and accountability by addressing 
institutional and policy weaknesses, and (v) reducing vulnerabilities to environmental degradation 
and climate change. The CPS final review validation rated ADB’s strategic positioning 
satisfactory, and the program relevant to the country’s needs, as well as effective, and likely 
sustainable. Because of delays in procurement and safeguards implementation, and difficulties in 
discerning ADB contributions to country outcomes, the program was rated less than efficient and 
the impact less than satisfactory. Despite an overall moderate country level risk, the risk to the 
ADB assistance project at the country level is considered low due to the project modality in place, 
and the existence of the LGED of Local Government Division of Ministry of Local Government 
Rural Development & Cooperation (LGRD&C) oversight of the activities for the project. 

 
10. At the country level, Bangladesh has received 63 loans totaling $7.476 billion as of 10 
February 2018. The overall financial management risk is rated as ‘Moderate’ due to a lack of 

                                                
3  ADB. 2016. Bangladesh: Country Partnership Strategy (2016-2020). Manila.  
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effective public financial management needs that to be improved by producing timely year-end 
accounts and aligning the same with international accounting standards, strengthening internal 
audits, and appointing skilled personnel to conduct performance audits. 
 

IV. DETAILED FINANCIAL MANAGEMENT ASSESSMENT 

A. Executing and Implementing Entity 

11. The LGED, a government department under the Local Government Division (LGD) of the 
Ministry of Local Government Rural Development & Cooperation (MLGRD&C), will be the project 
executing and implementing agency and responsible for overall project coordination, 
management, and implementation. The Project Management Unit (ADB), headed by Project 
Director, with sufficient support staff, is being established within LGED at the central level will be 
the implementing unit for LGED. The District Office headed by Executive Engineer with support 
staff, will be monitoring the civil works for the PMU at field level. One construction supervision 
consultant to be engaged under the PMU who will act as the engineer for the construction 
contracts.  
 
12. The LGED has been implementing various projects funded by multilateral and bilateral 
donors such as World Bank, Asian Development Bank, IFAD, DANIDA, DFID, GTZ, KfW and 
JICA in rural infrastructure development. Table 3 given below shows the ADB projects currently 
handled by the LGED. 
 

Table 3: Ongoing ADB projects handed by LGED 

 

No Loan No. Project Name 

1 2542-BAN Participatory Small-Scale Water Res. Sector Project 

2 2913-BAN Coastal Climate – Resilient infrastructure Project 

3 2695-BAN City Region Development Project 

4 2696-BAN Sustainable Rural Infrastructure Improvement Project 

5 3133-BAN Coastal Towns Environmental Infrastructure Project 

6 2763-BAN Second Chittagong Hill Tracks Rural Development Project 

7 3142-BAN Third Urban Governance and infrastructure Improvement Project 

 
B. Strengths:  

13. The main strength is that LGED, the Executing and Implementing Agency, is a department 
under the line ministry of LGRD&C of the Government of Bangladesh has successfully 
implemented the ADB assisted project in the past and also implementing ADB and other donor 
funded projects. 
 
C. Weaknesses: 

14. The following weaknesses were identified as fiduciary risk in the initial assessments of 
systems and processes.  

(i.) New proposed staff for the PMU to be in place and needs training in ADB Policies 
and Procedures. 
(ii.) 34 District offices is going to monitor and implement the field civil work. Technical 
and Financial staff need to be trained for ADB policies and Procedures. 

(iii.) Scope for improvement in Quarterly Reporting with Physical and Financial 
progress. 
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(iv.) Less effective use of existing accounting and monitoring software in the projects. 
(v.) Bridge Financing issues noticed in the other ADB projects handled by LGED. 
(vi.) Retention money payment to be streamlined in the new project. Under the present 

practice, the future retention money payment are parked in another account and 
claimed from ADB without paying to the contractor. Any other method like 
accepting bank guarantee in lieu of retention at the end of the contract is to be 
considered. Only the claim to be lodged for ADB share when it is paid. 

 
D. Personnel, Accounting Policies and Procedures, Internal and External Audit 

(i.) Personnel:  
 

15. Personnel: LGED, the Executing and Implementing Agency, planning to post sufficient 
dedicated finance and accounting staff by establishing a Project Management Unit, at the central 
level who will manage the implementation for LGED. This PMU handling the ongoing the 
Sustainable Rural Infrastructure Improvement Project (SRIIP) under ADB Loan 2696-BAN 
planning to manage the proposed project with sufficient staff. All the staffing to be in place before 
start of the project. Proposed Organizational structure of PMU is attached as Appendix-3. 
 

(ii.) Accounting Policies and Procedures: 
 

16. Accounting Policies and Procedures: Project finances were managed based on the 
existing Bangladesh Accounting Standard (BAS), IFRS and IAS on modified cash basis. The 
existing regulations are having adequate control in place concerning the preparation and approval 
of transactions. Detailed chart of accounts is in place. Cost allocations are done based on chart 
of account. The books of accounts are maintained in spread sheet and updated manually. 
Accountant of the District Office is updating the details in the Integrated Budgeting Accounting 
System (IBAS) software for the Government of Bangladesh payments. The government is 
planning to implement the online data entry in to the software by the field unit so that the 
subsequent data entry can be avoided. The development of IBAS++ is in the process of the 
government for accounting external aided projects. 

 
17. One major component of the proposed project is civil works. The IPCs/ bills of the 
contractor are verified regarding the BOQ agreed rates as per the Contract Agreement at various 
stages. In respect of goods and services, well established procedures are in place. The payments 
to the staff and officers are made as per the government rules and regulations. The controls for 
preparation of payroll and changes thereto are considered adequate.  

 
18. The Counterpart Funds are managed through Treasury Account in Controller General 
Accounts. The payments on these vouchers are made by the Executive Engineers of the District 
office as per the Delegation of Powers.  Bank Statements are reconciled on monthly basis.  
Accounting Software IBAS is used to record the transactions. The supporting documents are kept 
in District Office for Audit as well as for future reference.  LEGD has developed a computerized 
accounting system, called Uniform Financial Management System (UFMS), that helps 
preparation of Statement of Expenditure.  
 
19. The government procedures followed to safeguard and protect assets from fraud, waste 
and abuse. There is physical inventory of fixed assets taken during annual audit. 
 

(iii.) Budgeting: 
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20. Budgeting: The financial management cycle of budgeting, execution, accounting, and 
financial reporting mirrors and provides basic support to the project cycle of planning, 
implementation, recording results, and reporting. The financial management supports the project 
management and helps assure that resources go towards the successful completion of the project 
and are not wasted. 
 
21. Budgeting in LGED is done on annual basis. The Project Director prepares the budget 
requirement for the year and submits to the Chief Engineer LGED. The CE of LGED submit the 
consolidated budget of his department to the Secretary Planning Ministry. The consolidated 
budget of the state is prepared by the Ministry of Finance and the Budget is approved in the State 
Legislature. There is a system to compare the actual expenditure with the budgeted expenditure. 
Before incurring any expenditure, the budget provision is considered.   
 
22. The capital costs relating to new investment will form a part of the LGED capital 
expenditure budget. To ensure the implementation of the new project within its allocated 
timeframe, it is vital that the Treasury extends a firm commitment to prioritize the new project 
investment program and to fully allocate the necessary funding requirement to LGED during the 
annual budgetary process. 

 
23. The current process of fund disbursement seems satisfactory based on the experience of 
past and ongoing foreign and locally funded projects executed by LGED except in few cases. The 
Treasury releases the budgetary allocation normally in four quarterly installments. These 
budgetary releases used for the counterpart payments for civil works by the district office. In case 
of any short fall in the budget release, the payment will be affected and may lead to delay in 
execution of the project. To avoid this, proper budgeting at the beginning itself and commitment 
from the MOF for the proper release of counterpart fund in time is required. 

 
24. Analysis of the Development budget and Maintenance budget of LGED is given in the 
Table 4 below. The allocation for development budget is increasing every year and the 
expenditure is almost 99% and above in all years. The maintenance budget shows 11% to 13% 
of the capital expenditure needs to be increased. 

 
Table 4:Development Budget and Maintenance Budget 

1. Development Budget with actual expenditure 

FY 

Allocation 
from the 

government 
Allocation in 
US$ million Expenditure 

Expenditure in 
US$ million 

% Expenditure 
over Allocation 

 (BDT in Crore) $1=T 83 (BDT in Crore) $1=T 83  

2012-13 5738.18           691.35  5699.92              686.74                       99.33  

2013-14 6107.11           735.80  6064.14              730.62                       99.30  

2014-15 7967.17           959.90  7903.62              952.24                       99.20  

2015-16 8953.32       1,078.71  8900.28           1,072.32                       99.41  

2016-17 10819.50       1,303.55  10666.92           1,285.17                       98.59  

 

2. Maintenance Budget and Expenditure* 

FY   Expenditure 
Expenditure in 

US$ million 
% over capital 
Expenditure 

   (BDT in Crore) $1=T 83  

2012-13                   760.00                  91.57                       13.33  
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2013-14                   835.00               100.60                       13.77  

2014-15                   975.00               117.47                       12.34  

2015-16                1,075.00               129.52                       12.08  

2016-17                1,250.00               150.60                       11.72  

 
(iv.) Internal Audit: 

 
25. The Internal Audit function is carried out by the LGED Internal Audit Unit under Chief 
Engineer LGED. Due to shortage of staff the Internal Audit is carried out yearly basis. Quarterly 
based internal audit will reduce the documentation risk since there is no pre-audit of vouchers 
done before making payment due to shortage of staff. Recommended release of ADB share of 
funds to the district office based on Funds request with Memorandum of payment will help to have 
a cross verification of documents before payment. Project also proposed to request the Internal 
Audit Unit of LGED to include the proposed project in the annual internal audit program. 
 

(v.) External Audit: 
 

26. LGED/PMU shall maintain separate accounts for the Project and have such accounts and 
related financial statements audited annually by independent auditors acceptable to ADB and in 
accordance with the provisions of the Loan Agreement to be signed and as specified in the ADB 
guidelines. This audit needs to be carried out based on the International Standard of Auditing. 
The Terms of Reference for the auditing services shall be prepared by the LGED before beginning 
of the project implementation. 
 
27. The Foreign Aided Project Audit Department (FAPAD) under CAG of Bangladesh is 
conducting audit of accounts of all foreign aided project. FAPAD is conducting the audit based on 
the International Standard for Auditing. In ongoing project, the certificate issued by the FAPAD is 
considered acceptable to ADB. Similar arrangement is acceptable to ADB for the proposed RCIP 
project. Audit for the year 2016–2017 for the SRIIP project completed and FAPAD submitted the 
audit report in time.    

 
28. The audit is performed in accordance with the Bangladesh Government Auditing 
Standards. CAG shall carry out the audit of the ADB financed projects in accordance with the 
ADB guidelines. The project should inform the CAG about the requirements of the timely audit of 
the proposed project well before end of the financial year.  

 
29. The Annual Project Financial Statements (APFS) will be submitted in the English language 
to ADB within 6 months of the end of the fiscal year. The annual audit report should include a 
separate auditor’s opinion on the use of the Advance account, statement of expenditures, 
compliance with loan covenants and use of loan proceeds in accordance with the loan agreement 
for intended purposes. The government has to be made aware of ADB’s approach to delayed 
submissions, and the requirements for satisfactory and acceptable quality of the audited APFSs.4 

                                                
4 ADB’s approach and procedures regarding delayed submission of audited project financial statements:  

(i) When audited project financial statements are not received by the due date, ADB will write to the executing 
agency advising that (a) the audit documents are overdue; and (b) if they are not received within the next 6 
months, requests for new contract awards and disbursement such as new replenishment of advance accounts, 
processing of new reimbursement, and issuance of new commitment letters will not be processed. 

(ii) When audited project financial statements are not 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 
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30. Auditing and Submission: The LGED/PMU will (i) maintain separate accounts and 
records for the Project; (ii) have such accounts audited annually, in accordance with appropriate 
auditing standards consistently applied by independent auditors whose qualifications, experience, 
and terms of reference are acceptable to ADB; (iii) furnish to ADB as soon as available but in any 
event not later than 6 months after the end of each related fiscal year, certified copies of such 
audited project financial statements and the report of the auditors relating thereto (including the 
auditors’ separate opinions on the use of the loan proceeds and compliance with the financial 
covenants of the loan agreement) as well as a management letter (if prepared); and (iv) furnish 
to ADB such other information concerning such accounts and the audit thereof as ADB shall from 
time to time reasonably request. 

 
Table 5: Auditing and Submission Arrangements 

 

                                                
advance accounts, processing of new reimbursement, and issuance of new commitment letters. ADB will (a) 
inform the executing agency of ADB’s actions; and (b) advise that the loan may be suspended if the audit 
documents are not received within the next 6 months. 

(iii) When audited project financial statements are not received within 12 months after the due date, ADB may 
suspend the loan. 

 
5 ADB recognizes the following international standards: (i) International Standards on Auditing which are issued by the 

International Auditing Assurance Standards Board which is an independent board established by the International 
Federation of Accountants for the audit of the annual financial statements; and (ii) the International Standards of 
Supreme Audit Institutions issued by the International Organization of Supreme Audit Institutions for the audit of the 
annual project financial statements of government agencies. ADB may also accept national auditing standards that 
it considers to be equivalent to these international standards. 

 

Aspects Arrangements 
Legislative and regulatory 
basis 

The LGED is a department under LGD of Ministry of LGRD&C of the 
government, follows Government of Bangladesh Accounting systems and 
Auditing Standards. Bangladesh Financial Reporting Standards (BFRS) 
follows for the preparation of Financial Reports. 

Auditing standards5 The audit shall be conducted by the independent External Auditor in 
accordance with the International Standards on Auditing.  

Auditor selection and 
appointment process, 
appointment term, and 
financing arrangements 

Internal Audit: The Internal Audit function carried out by the LGED Internal 
Audit Unit under Chief Engineer LGED.  Project will request the Internal Audit 
Unit of LGED to include the proposed project in the annual internal audit 
program. 
 
External Audit/Statutory Audit:  The Audit of the project financial statements 
should be done in accordance with the International Standards on Auditing and 
by an independent auditor acceptable to ADB or by FAPAD as done in the 
ongoing projects.   

Project Auditor terms of 
reference and 
engagement letter 

The project financial statements shall be audited by the statutory auditor in 
accordance with the standard terms of reference agreed between ADB and 
LGED. 

Timing and language of 
submission to ADB of 
audited annual financial 
statements 

The LGED/PMU will submit the project Level audited financial reports to ADB, 
in the English language, within six months of the end of each financial year. 

Review and response 
mechanisms 

The LGED/PMU will review the auditor’s report and respond to the auditor’s 
recommendations. The LGED/PMU has to see that there is a mechanism 
which will be established to ensure that the auditor’s recommendations will be 
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E. Financial Reporting Systems, including use of Information Technology 

31. Financial Reporting should demonstrate the accountability of the LGED/PMU and the 
resources entrusted to it and information useful for decision making by indicating whether 
resources were obtained and used in accordance with the legally adopted budget, in accordance 
with legal and contractual requirements, including financial limits established by appropriate 
legislative authorities. It must provide information about the sources, allocation and uses of 
financial resources and how the LGED/PMU financed its activities and met its cash requirements. 
It must also provide information that is useful in evaluating the LGED/PMU’s ability to finance its 
activities and to meet its liabilities and commitments. The effective reporting is providing 
information about the financial condition of the LGED/PMU and providing aggregate information 
useful in evaluating the department’s performance in terms of service costs, efficiency and 
accomplishments. 

 
32. The LGED/PMU reports comply with the reporting requirements of the government. These 
reports are prepared monthly, quarterly and annually for audit. It is recommended to prepare 
quarterly progress reports to ADB. In addition to this, it is suggested to include supplementary 
financial and disbursement reports also along with the quarterly project progress report. The 
indicative Financial and Disbursement reports may consist of the following sample:  

 
Disbursement Reports 

1.  Loan Disbursement Details 
 
Financial Reports 

2. Sources and Uses of Fund Statement 
3. Uses of Fund by Project Activity 
4. Advance Account Reconciliation 
5. Budget and Actual - variance analysis 
6. Status of financial management action plan. 

  
33. Financial Reporting: Timely reporting and quality of information is essential for the timely 
monitoring of the project. LGED/PMU will submit to ADB its financial reports of the project, within 
45 days after completion of each quarter, in both electronic and hard copy format. Table 6 records 
the agreed financial reporting arrangements for LGED/PMU. 
 

Table 6: Financial Reporting Arrangements 

implemented within a reasonable period of time from the date of issuance of 
the management letter.  

Public disclosure The annual audited project financial statements of the PMU will be publicly 
disclosed on ADBs web site in accordance with ADB’s public communication 
policy. The management letter will not be disclosed. 

Aspects Arrangements 

Reporting entities Project Steering Committee headed by Senior Secretary of Public Administration, 
The Chief Engineer, LGED under Ministry of LGRD&C, the Ministry of Finance and 
the Controller and Auditor General of Bangladesh. 
 

Legislative and 
regulatory basis for 
financial reporting 

Project Management Unit (PMU) of the LGED is functioning under MLGRD&C. PMU 
established within LGED for implementing the project is preparing financial statements 
as per the Bangladesh Financial Regulations, Accounting Regulations and Treasury 
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34. Information Systems: Computerized Integrated Budgeting and Accounting System 
(IBAS) software is used for recording governmental transactions. Steps are taken by the 
government to incorporate the expenditure details by the Foreign Aided Project also in to IBAS 
system. LGED developed an Unified Financial Management System (UFMS) software which is 
being introduced to different projects, however, the software can produce only statement of 
expenditure (SOE). Finding the limitation of the UFMS software, LGED started using Financial 
Management software named ‘TOMPRO”. In order to avoid multiple data entry and usage of 
different software, LGED to find a solution to effectively use the information system in Financial 
Management particularly in accounting, reporting and contract management, either by 
customizing the existing software or developing and ERP software for the entire use of the LGED. 
Below is summary of discussion. It is concluded that existing systems and the manual process is 
sufficient for this project, while the government will continue to explore optimal IT solution in 
coordination with the government. However, in order to mitigate risk of manual process, check 
and review system will need to be established to prevent misstatement. It is agreed that a manual 
will be prepared at the start of the project.  
 

 Description Risk/ Limitation Notes 

IBAS (MOF) Record government 
transactions 
(counterpart fund) 
  

Foreign aided project 
expenditure cannot be 
recorded 

Government planning to 
incorporate foreign aided 
project expenditures from 
2019 under this software. 
(WB) 

UFMS Internally developed Can produce SOE only 
 

 

guidelines. In addition to the consolidated financial statements prepared, PMU-ADB is 
to prepare ADB’s project level reports as per ADB’s requirement.  
 

Financial reporting 
standards 

The Financial Statements are prepared based on the Bangladesh Financial 
Procedures and Accounting Procedures, generally consistent with International 
Accounting Standards(IAS).  
 

Financial year The standard annual reporting period is from 1 July to 30 June.  

Currency The currency of presentation is in Bangladesh Taka and in US$. 
 

Language The annual financial statements will be presented in the English language. 
 

Composition and 
preparation 

The annual project financial statements including following: 

• Statement of Financial Position (Sources and Uses of Funds),  

• Statement of Uses of Fund by Project Activity, 

• Notes to the Financial Statements.  

Arrangements for 
interim financial 
reporting 

The project should submit quarterly progress report for the physical and financial 
progress made as part of the Project Quarterly Report, not later than 45 days from the 
end of each quarter.  

Country specific 
circumstances (if 
applicable) 

Since the PMU is functionally reporting to Chief Engineer, LGED, a line Ministry of 
LGRD&C of Government of Bangladesh, it should follow all Government Rules and 
Regulations applicable in Government of Bangladesh. 

Arrangements with 
co-financiers (if 
applicable) 

There are no co-financiers in the project. 
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TOMPRO Externally purchased 
financial managed 
software (developed 
for foreign funded 
project by IFAD) 

This is a project based 
customized software having 
very high license fee. 
Need training. 
 

Link to district office will be 
an issue since district office 
manages several other 
projects and works other 
than ADB funded projects. 

Manual  Contract 
management 
Financial reporting 
 

Manual contract 
management is difficult to 
maintain correctly. 

Check and review system 
need to be established to 
prevent misstatement. 
Manual to be developed. 

Possible solution: 
Tally 
 

 Many not cover SOE, 
advance account 
reconciliation? 

The cost will be high. A 
separate study/review is 
required to find out the 
suitable software. 

Possible solution: 
IBAS++  
 
 

  When IBAS++ is ready for 
installation, most of the 
accounting part can be 
managed. 

 
F. Disbursement Arrangements, Funds Flow Mechanism 

35. Disbursement Arrangements: The Loan proceeds will be disbursed in accordance with 
ADB’s Loan Disbursement Handbook (2017, as amended from time to time).6 The project is 
funded by ADB on Advance Account basis and Direct Payment. The statement of expenditure 
(SOE) 2 procedure will be used to replenish eligible expenditure for payments under Advance 
Account procedure. SOE records will 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. 
 
36. Pursuant to ADB's Safeguard Policy Statement (2009),7 ADB funds may not be applied to 
the activities described on the ADB Prohibited Investment Activities List set forth at Appendix 5 of 
Safeguard Policy Statement. The LGED should ensure that the investments are in compliance 
with applicable national laws and regulations and will apply the prohibited investment activities 
list to all subprojects financed by ADB. 
 
37. LGED will be responsible for (i) preparing disbursement projections, (ii) requesting 
budgetary allocations for counterpart funds, (iii) collecting supporting documents, and (iv) 
preparing and sending withdrawal applications to ADB. Before the submission of the first 
withdrawal application, the LGED shall submit to ADB sufficient evidence of the authority of the 
person(s) who will sign the withdrawal applications on behalf of the borrower, together with the 
authenticated specimen signatures of each authorized person. The minimum value per withdrawal 
application is set by ADB’s Loan Disbursement Handbook. Individual payments below this amount 
should be paid (i) by the executing agency and/or implementing agency and subsequently claimed 
to ADB through replenishment, or (ii) through the direct payment method procedure, unless 
otherwise accepted by ADB.  
 
38. All disbursements under government financing will be carried out in accordance with 
regulations of the Government of Bangladesh for the government component and ADB procedure 
followed for ADB component. 
 

                                                
6  ADB. 2017. Loan Disbursement Handbook. Manila. 
7  ADB. 2009. Safeguard Policy Statement.Manila. 

https://www.adb.org/documents/loan-disbursement-handbook
https://www.adb.org/documents/safeguard-policy-statement
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39. The Withdrawal Application status review of LGED on other projects shows some bridge 
financing issues. In order to prevail this occurrence, it is recommended to transfer only the ADB 
share to the field office sub advance account for payment of civil works. The civil works payments 
are done at the field level district office, who are the drawing and disbursing officer. Training in 
preparation of ADB policies and procedures to the field staff (Technical and Financial) along with 
the PMU staff at the central level need to be imparted.   
 
40. Funds flow arrangements: LGED is the executing and implementing agency and 
dedicated PMU established is the implementing the project. A PMU is now implementing the 
Sustainable Rural Infrastructure Improvement Project (SRIIP), is planning to implement the 
project for LGED. Disbursement methods as outlined in ADB’s Loan Disbursement Handbook 
(2017) will be adopted for the project. The LGED/PMU will adopt direct payment method for the 
Foreign component payments. An Advance Account procedure will be followed with 
replenishment for the local currency payments under civil works contracts, procurement of goods 
and consulting services under the project. The total cost of the project will be partly funded by the 
Government of Bangladesh (non-eligible portion) and partly by the ADB Loan (eligible portion). 
With the Ministry of LGRD&C support, there may not be any problem in arranging the counterpart 
funding by the LGED. It is reasonably considered that MOF shall be able to allocate and provide 
required funds without delay. Since the counterpart fund is provided on quarterly basis, there can 
be short fall of funds in any of the quarter. This can be addressed with the correct budgeting at 
the initial stage itself. The delay in releasing counterpart fund can delay the payments to civil 
works as well as delay in the completion of the project. A letter of commitment from the MOF for 
the timely release of counterpart fund is to be considered for smooth counterpart funds flow to the 
projects. Detailed funds flow diagram given in Appendix 1. 
 
41. From ADB to the Advance Account. Loan proceeds will be channeled through an 
Advance Account in United States $ and Sub Advance Account in BDT in the Bangladesh Bank. 
PMU will open a Sub Advance Account in Commercial Bank acceptable to the Government and 
ADB. There will be another sub sub-advance account opened by the 34-district office for the 
payment of ADB share for the Civil works payments. ADB Share of funds will be allocated to the 
District Office sub advance account by PMU based on the request for funds and the Memorandum 
of Payment (MOP) submitted by the district office for the payment to be made for civil works. The 
Advance Account will be liquidated and replenished according to the ADB's Loan Disbursement 
Handbook. A specimen of request for funds by District Office for the ADB share from the PMU is 
attached as Appendix 2. 
 
42. From ADB to consultants. Foreign component payments for consultants, contracted by 
the Implementing Agency (IA), will be paid directly by ADB, which requires the IA's submission of 
approved invoices and documentation to ADB in accordance with ADB's Loan Disbursement 
Handbook. 
 
43. Supervision Plan: For effective implementation of the project, it is required to follow up 
and review with LGED/PMU, the implementation status of the recommendations on Financial 
Management. ADB review missions will review the status on a half yearly basis and suggest 
remedial measures. 

V. SUGGESTED COVENANTS 

44. Schedule 5 of the legal agreement shall require the implementation of the Financial 
Management Action Plan as stipulated in the Project Administration Manual. 
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Funds Flow Diagram: The following diagram shows how the funds will flow from ADB and the 
Government of Bangladesh to implement project activities. 
 
           The Government  
          MOF 
          
 
 

 
 
                                                    

Project Monitoring Unit (PMU) 

 
    PMU Treasury 

      Account in CGA 

 
 
 
 
  
         
  District Treasury  
        Account in CGA 

 
 
 

 
 
 
 
 
 
  
   Documents Flow 
   Funds Flow 
Notes on funds flow: 
 
For Direct Payment to Consultant for Foreign Currency 

(i) Consultants submits claims to PMU 
(ii) PMU sends request to ADB for direct payments together with consultants' invoices 
(iii) ADB makes direct payment to consultants 

For Other Payments and Expenditures under Local Currency & Counterpart Fund payments 
(iv) Consultants submits claims to PMU for payments and PMU make the payment  
(v) Contractors submits claims to District Office for payments. 
(vi) District Office sends Memorandum of Payment (MOP) and Requisition Form to PMU  
(vii) Based on MOP, PMU allot ADB Share of funds to District Office Sub Sub Advance Account for ADB 

share for making payment. 
(viii) District Office makes payments to Contractors in Local Currency 
(ix) PMU consolidates statement of expenditures and request ADB for liquidation/replenishment.  
(x) ADB makes replenishment to Advance Account 
(xi) Release of counterpart fund quarterly basis based on PMU request to MOF through LGD Planning 

Section and funds released to District Treasury Account in CGA. 
ADB = Asian Development Bank, PMU = Project Management Unit, MOF = Ministry of Finance, 

(iii) 

  
ADB   

 Advance Account in  
Bangladesh Bank  

PMU Sub Advance Account in 
BDT in Commercial Bank 

 

  

  

     

  

    

  

  

  

  
  

    

  

  

 (ii) 
(ix) 

(viii) (v) 

(x) 

Foreign Currency: 
Consulting services   

 

(vii) 

 
(vi) 

(xi) 

(xi) 

 
(i) 

(xi) 

Local Currency: 
Consultants/ 

Suppliers /Training 
Expenses/Other 
HQ Expenses 

Local Currency: 
Contractors  
Expenses 

(iv) 
(iv) 

(xi) 

34 District Offices 
(Sub Sub Accounts) 

 
(xi) 
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FUND REQUISITION FORM FOR CIVIL WORK PAYMENT* 
EXPENDITURE TO BE FINANCED FROM THE ADVANCE ACCOUNT IN BDT 

 
Name of District Office………………………………………………...Fund Requisition Number………………………….… 
 
Balance in the District Sub Advance Account in BDT……………………….…………………as on……………………… 

 
No. Contract 

No. 
PCSS 
No. 

Name of 
Contractor 

Total 
Contract 
Value 

ADB 
Share** 
XX% 

Government 
Share** 
 
xx% 

Amount paid till 
date 

Invoice 
No. 
and 
date 

Amount 
of 
Invoice 

Amount 
now 
requested 
for ADB 
Share ADB Government 

            

            

            

            

            

  
Total Fund Requisition in BDT 

 

*To be submitted to PD, PMU along with Memorandum of Payment 
** Based on Allocation Table in the Legal Agreement 

 
Signature of the Executive Engineer 
 
Date 
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Financial Management Assessment Questionnaire 

RCIP based on Discussion with the Officials of PMU and Project Design Consultants  

 

Topic Response 

 
1. Executing / Implementing Agency  

 

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

LGED, a government department under the Local 
Government Division of Ministry of LGRD&C, is the 
Executing and Implementing Agency of the proposed 
project. An exclusive PMU is being established at HQ 
level and 34 District offices at field level to Implement the 
project.  

1.2 How much equity (shareholding) is owned 
by the Government? 

Department of the Government of Bangladesh. 

1.3 Obtain the list of beneficial owners of 
major blocks of shares (non-
governmental portion), if any. 

N/A. 

1.4  Has the entity implemented an externally-
financed project in the past? If yes, 
please provide details.  

Yes. LGED, since its inception has been implementing a 
large number of projects funded by WB, ADB, JBIC, IFAD, 
DANIDA, DFID, IDB, JICA, GTZ, KfW etc  

1.5  Briefly describe the statutory reporting 
requirements for the entity. 

Reporting to LGD, LGRD&C and IMED 

1.6     Describe the regulatory or supervisory 
agency of the entity. 

LGD & LGRD&C of the government. 

1.7  What is the governing body for the 
project? Is the governing body for the 
project independent?  

 
Project Steering Committee under LGD 

1.8  Obtain current organizational structure 
and describe key management 
personnel. Is the organizational structure 
and governance appropriate for the 
needs of the project?  

The PMU headed by Project Director with support staff 
and District Office headed by Executive Engineer with 
support staff will implement the project for LGED.  

1.9  Does the entity have a Code of Ethics in 
place? 

The LGED follows all guidelines established by the 
government.  

1.10   Describe (if any) any historical issues 
report of ethics violations involving the 
entity and management. How were they 
addressed? 

 
No issues reported. 

 
2. Funds Flow Arrangements  

 

2.1  Describe the (proposed) project funds 
flow arrangements in detail, including a 
funds flow diagram and explanation of the 
flow of funds from ADB, government and 
other financiers, to the government, EA, 
IA, suppliers, contractors, ultimate 
beneficiaries, etc. as applicable.  

In case of Foreign Currency direct payment method will 
be applied based on certified IPC. For Local currency 
payment funds from the Advance Allocation will be used 
for ADB portion and Counterpart fund will be used for 
the government portion. Attached Funds flow diagram.  
 
 

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

The proposed arrangement is satisfactory. 
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Topic Response 

entity and to the end-recipients 
satisfactory?  

2.3     Are the disbursement methods 
appropriate? 

Yes.  

2.4  What have been the major problems in 
the past involving the receipt, accounting 
and/or administration of funds by the 
entity?  

 

No. 

2.5  In which bank will the Imprest Account (if 
applicable) be established?  

In Bangladesh Bank and sub Advance Allocation 
account in BDT in a commercial bank approved by the 
MOF 

2.6  Is the bank in which the imprest account 
is established capable of − 

• Executing foreign and local currency 
transactions? 

• Issuing and administering letters of 
credit (LC)? 

• Handling a large volume of transaction? 

• Issuing detailed monthly bank 
statements promptly? 
 

Yes 

2.7     Is the ceiling for disbursements from the 
imprest account and SOE 
appropriate/required? 

No. 

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

Yes.  

2.9  Does the PIU have adequate 
administrative and accounting capacity to 
manage the imprest fund and statement 
of expenditure (SOE) procedures in 
accordance with ADB’s Loan 
Disbursement Handbook (LDH)? Identify 
any concern or uncertainty about the 
PIU’s administrative and accounting 
capability which would support the 
establishment of a ceiling on the use of 
the SOE procedure. 

Yes. Capacity development in ADB policy and 
procedure is required for support Staff in Finance and 
Accounts section of PMU and 34 District Offices. 
Fund flow is modified from the arrangement in the 
ongoing projects. 

2.10  Is the entity exposed to foreign exchange 
risk? If yes, describe the entity’s policy 
and arrangements for managing foreign 
exchange risk. 

Yes.   

2.11 How are the counterpart funds accessed?  
 

Counterpart fund will be arranged by the government. 
Funds are allocated through Annual Development 
Program (ADP) of the Government of Bangladesh and 
released in favor of the project in four installments.  

2.12 How are payments made from the 
counterpart funds?  

 

From Treasury Account of the CGA office of the PIU. 
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Topic Response 

2.13 If project funds will flow to communities or 
NGOs, does the PIU have the necessary 
reporting and monitoring arrangements 
and features built into its systems to track 
the use of project proceeds by such 
entities?  

 

No. NGOs and communities are not involved in 
implementation of the projects. 

2.14 Are the beneficiaries required to 
contribute to project costs? If 
beneficiaries have an option to contribute 
in kind (in the form of labor or material), 
are proper guidelines and arrangements 
formulated to record and value the labor 
or material contributions at appraisal and 
during implementation?  

 

No.  There are no beneficiaries to contribute in the 
project. 

 
3. Staffing  

 

3.1  What is the current and/or proposed 
organizational structure of the accounting 
department? Attach an organization 
chart.  

 

Development Project Proposal (DPP) is under 
preparation. Organization structure is under preparation 
for the new project. 

3.2 Will existing staff be assigned to the 
project, or will new staff be recruited? 

Existing staff will be assigned and new posting on 
vacant positions will be done.   

3.3  Describe the existing or proposed project 
accounting staff, including job title, 
responsibilities, educational background 
and professional experience. Attach job 
descriptions and CVs of key existing 
accounting staff.  

Present accounting staffs are trained. All finance and 
accounting staff are permanent and on deputation.  

3.4  Is the project finance and accounting 
function staffed adequately?  

Yes. Adequate staffs are to be employed to manage 
the finance and accounting functions of in PMU.  34 
District Offices who are going to implement the project 
at field level already in place. Posting of the staff and 
officers in PMU are in the process. 

3.5  Are the project finance and accounting 
staff adequately qualified and 
experienced?  

Yes. The finance and accounts staffs are qualified and 
experienced in ongoing ADB project.  

3.6  Are the project finance and accounting 
staff trained in ADB procedures, including 
the disbursement guidelines (i.e., LDH)?  

All staffs in finance and accounts section needs training 
in ADB policy and procedures. The training also to be 
imparted to the technical wing of the PMU and District 
Offices, since they are managing the project.  

3.7  What is the duration of the contract with 
the project finance and accounting staff?  

All of them are permanent staff on deputation. 

3.8  Identify any key positions of project 
finance and accounting staff not 
contracted or filled yet, and the estimated 
date of appointment. 

N/A. 

3.9     For new staff, describe the proposed 
project finance and accounting staff, 
including job title, responsibilities, 

Development Project Proposal is in the process. DPP 
will elaborate the job description and responsibilities of 
each employee. 
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Topic Response 

educational background and professional 
experience. Attach job descriptions. 

 

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

Same as 3.9. 

3.11  What is the turnover rate for finance and 
accounting personnel (including 
terminations, resignations, transfers, 
etc.)?  

Negligible. 

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

Yearly LGED prepares a calendar of training to conduct 
a number of training courses for finance and 
accounting staff. 

3.13 Describe the list of training programs 
attended by finance and accounting staff 
in the last 3 years. 

 

Training provided on IT, rules and regulations related to 
finance and accounts, and establishment matters.  

 
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 (in particular, the 
legal agreements with ADB)? Will the 
project use the entity accounting system? 
If not, what accounting system will be 
used for the project? 

Yes. Project finances were managed based on the 
existing Bangladesh General Financial Rules and 
Bangladesh Treasury Rules and Project Accounting 
Manual issued by the MOF. 
 
 

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

Yes. The existing regulations are having adequate 
control in place concerning the preparation and 
approval of transactions. 

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

Yes.  Detailed chart of accounts is in place. 

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

Under process. 

4.5  Are the General Ledger and subsidiary 
ledgers reconciled monthly? Are actions 
taken to resolve reconciliation 
differences? 

Yes.  
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Topic Response 

4.6     Describe the EA’s policy for retention of 
accounting records including supporting 
documents (e.g, ADB’s policy requires 
that all documents should be retained for 
at least 1 year after ADB receives the 
audited project financial statements for 
the final accounting period of 
implementation, or 2 years after the loan 
closing date, whichever is later). Are all 
accounting and supporting documents 
retained in a defined system that allows 
authorized users easy access?  

Yes. More than 10 years Records are maintained.   

4.7     Describe any previous audit findings that 
have not been addressed. 

Some findings are pending in the existing project, 
which are being resolved. No major findings reported. 

Segregation of Duties   

4.8  Are the following functional 
responsibilities 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) 
reconciliation of bank accounts and 
subsidiary ledgers?  

 

Yes.  

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

 

Yes. 

Budgeting System   

4.10  Do budgets include physical and financial 
targets?  

Yes. 

4.11  Are budgets prepared for all significant 
activities in sufficient detail to allow 
meaningful monitoring of subsequent 
performance?  

 

Yes. 

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

Yes. compared in Quarterly basis. 

4.13  Are approvals for variations from the 
budget required (i) in advance, or (ii) after 
the fact? 

 

Prior Approval required for Project Budget.    

4.14 Is there a ceiling, up to which variations 
from the budget may be incurred without 
obtaining prior approval? 

 

Every variation need prior approval.  
 

4.15 Who is responsible for preparation, 
approval and oversight/monitoring of 
budgets?  

 

MOF is responsible for preparation and approval of 
budget with necessary support from Planning 
Commission and respective Project entities.  
 



Appendix 4 27 

 
 

Topic Response 

4.16 Describe the budget process. Are 
procedures in place to plan project 
activities, collect information from the 
units in charge of the different 
components, and prepare the budgets?  

Established procedure is in place to plan Project 
activity and for the preparation of Budget. 

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

  
          Is there evidence of significant mid-year 

revisions, inadequate fund releases 
against allocations, or inability of the EA 
to absorb/spend released funds? 

 
 Is there evidence that government 

counterpart funding is not made available 
adequately or on a timely basis in prior 
projects? 

 
 What is the extent of over- or under-

budgeting of major heads over the last 3 
years? Is there a consistent trend either 
way? 

 

Yes. At the entity level, the budget is prepared by 
Budget Working Group (BWG) who is a responsible 
and knowledgeable in budget management.   

Payments   

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

 

IPC raised by the Contractor are first scrutinized and 
certified by the concerned Supervision Consultant.  The 
Invoice will be given to Technical Wing of the District 
Office for Technical verification and later to Finance and 
Accounts. The Finance and Accounts section further 
scrutinizes the bill with respect to the terms and 
conditions, rates and quantities in comparison with those 
provided for in the Contract Agreement or Purchase 
Order. The arithmetical calculations are also checked.  
The invoices are also checked to ensure certificate of the 
relevant inspecting authority is available and proper 
stamping and signatures.  Request for fund for ADB 
share will be raised with PMU. After getting the approval 
of the Executive Engineer – District Office who is DDO 
at filed level payment are released for local currency 
transactions. The details will be submitted to PMU for 
preparation of the withdrawal application and PMU to 
ADB for direct payment. SOE is being prepared by PMU 
for the replenishment, if the payment made from the sub 
advance account. Counterpart fund payments are 
released by the Executive Engineer-District Office at the 
project office from the District Office Treasury Account.  

4.19  Are all invoices stamped PAID, dated, 
reviewed and approved, recorded/entered 
into the system correctly, and clearly 
marked for account code assignment?  

Yes. Once the invoice is approved for payment, the 
invoice is stamped to indicate that is has been paid. 
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4.20 Do controls exist for the preparation of 
the payroll? Are changes 
(additions/deductions/modifications) to 
the payroll properly authorized?  

 

Yes. The payments to the staff and officers are made as 
per the government rules and regulations.  The controls 
for preparation of payroll and changes thereto are 
considered adequate.  

Policies and Procedures   

4.21  What is the basis of accounting (e.g., 
cash, accrual) followed (i) by the entity? 
(ii) By the project? 

LGED accounts are maintained on cash basis system.  

4.22  What accounting standards are followed 
(International Financial Reporting 
Standards, International Public Sector 
Accounting Standards – cash or accrual, 
or National Accounting Standards 
(specify) or other?  

Generally accepted accounting principles and 
Bangladesh Accounting Standard followed.  

4.23  Does the project have adequate policies 
and procedures manual(s) to guide 
activities and ensure staff accountability?  

Yes. The government policies and procedures followed. 

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

Yes. Updated by the government as and when 
required. 

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

Yes. 

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

Yes. 

4.27 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?  

Yes.  

4.28  Are manuals distributed to appropriate 
personnel?  

Yes. 

4.29   Describe how compliance with policies 
and procedures are verified and 
monitored. 

There are team from CAG office to Conduct Audit by 
Foreign Aided Project Audit Department (FAPAD).   

Cash and Bank   

4.30  Indicate names and positions of 
authorized signatories for bank accounts. 
Include those persons who have custody 
over bank passwords, USB keys, or 
equivalent for online transactions. 

Bank account operated directly by the Project Director 
at PMU level and Executive Engineer at District level 
who are the drawing disbursing officers (DDO) 

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

Yes.  Since PMU is planning to maintain computerized 
accounts. Currently the Cash Book is maintaining 
manually and up to date. In District Office project 
accounts are maintained manually.  For government 
funding IBAS++ software is used. Each DDO is 
responsible for the Cash Book recording and Receipts 
and Payment accounting. 
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4.32  Describe the collection process and cash 
handling procedures. Do controls exist for 
the collection, timely deposit and 
recording of receipts at each collection 
location?  

Yes. Management of LGED annually issues official 
orders to collect the appropriate receipts and deposit in 
the treasury. LGED also monitors collection and 
deposits of receipts through monthly and quarterly 
returns. 

4.33  Are bank accounts reconciled monthly? 
Or more often? 

 Is cash on hand physically verified, and 
reconciled with the cash books? With 
what frequency is this done? 

Reconciliation done on monthly basis.  The financial 
regulations state that all reconciliations are to be done 
each month within 25 days of the close of the month. 

4.34   Are all reconciling items approved and 
recorded? 

Yes. 

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

Yes. 

4.36   Are there any persistent/non-moving 
reconciling items? 

No. 
 

4.37 Are there appropriate controls in 
safekeeping of unused cheques, USB 
keys and passwords, official receipts and 
invoices? 

Yes.  

4.38  Are any large cash balances maintained 
at the head office or field offices? If so, for 
what purpose? 

No. 

4.39 For online transactions, how many 
persons possess USB keys (or 
equivalent), and passwords?  Describe 
the security rules on password and 
access controls. 

N/A. 

Safeguard over Assets   

4.40  What policies and procedures are in 
place to adequately safeguard or protect 
assets from fraud, waste and abuse?  

Assets are recorded and systematically managed 
through Asset register. 

4.41 Does the entity maintain a Fixed Assets 
Register? Is the register updated 
monthly?  Does the register record 
ownership of assets, any assets under 
lien or encumbered, or have been 
pledged? 

Yes. Updated Yearly. 

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

Yes.   

4.43 Are there periodic physical inventories of 
fixed assets, inventories and stocks? Are 
fixed assets, inventories and stocks 
appropriately labeled? 

Yes. Proper records are kept and reconciled by 
auditors at the time of audit. 

4.44 Are the physical inventory of fixed assets 
and stocks reconciled with the respective 
fixed assets and stock registers, and 
discrepancies analyzed and resolved? 

Yes.  Annual inventories are taken for all fixed assets. 

4.45 Describe the policies and procedures in 
disposal of assets. Is the disposal of each 
asset appropriately approved and 

As per prevailing government rules.   
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recorded? Are steps immediately taken to 
locate lost, or repair broken assets? 

4.46  Are assets sufficiently covered by 
insurance policies?  

 

Generally insurance policies taken for vehicles and 
equipment  

4.47   Describe the policies and procedures in 
identifying and maintaining fully 
depreciated assets from active assets. 

 

No.  

Other Offices and Implementing Entities   

4.48  Describe any other regional offices or 
executing entities participating in 
implementation.  

Divisional and District Office are taking part in the 
implementation. 

4.49 Describe the staff, their roles and 
responsibilities in performing accounting 
and financial management functions of 
such offices as they relate to the project. 

One Accountant and one account assistant are 
managing the finance and accounts function 

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

Yes. 

4.51  Does information among the different 
offices/ implementing agencies flow in an 
accurate and timely fashion? In particular, 
do the offices other than the head office 
use the same accounting and reporting 
system?  

Yes. 

4.52  Are periodic reconciliations performed 
among the different offices/implementing 
agencies?  Describe the project reporting 
and auditing arrangements between 
these offices and the main 
executing/implementing agencies. 

Yes. Monthly 

4.53  If any sub-accounts (under the Imprest 
Account) will be maintained, describe the 
results of the assessment of the financial 
management capacity of the 
administrator of such sub-accounts.  

Yes. Monthly reconciliation done. 

Contract Management and Accounting  

4.54 Does the agency maintain contract-wise 
accounting records to indicate gross 
value of contract, and any amendments, 
variations and escalations, payments 
made, and undisbursed balances?  Are 
the records consistent with physical 
outputs/deliverables of the contract? 

Yes, done manually.  Recommended to have a 
computerized contract management system. 

4.55 If contract records are maintained, does 
the agency reconcile them regularly with 
the contractor?  

Yes. 

Other   
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4.56  Describe project arrangements for 
reporting fraud, corruption, waste and 
misuse of project resources.  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. Such incidents are reported to management.  
 

5. Internal Audit   

5.1  Is there an internal audit (IA) department 
in the entity?  

Yes. LGED has established an internal audit cell since 
1994. 

5.2  What are the qualifications and 
experience of the IA staff?  

Most staff are qualified and experienced in the field of 
audit and they also receive regular training. 

5.3  To whom does the head of the internal 
audit report?  

Chief Engineer.  

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

Proposing to include in the Annual Program. 

5.5  Are actions taken on the internal audit 
findings?  

Yes. Remedial Measures are addressed. 

5.6  What is the scope of the internal audit 
program? How was it developed? 

Government Department with limited staff. 

5.7  Is the IA department independent?   Under the Chief Engineer of LGED. 

5.8 Do they perform pre-audit of 
transactions? 

No.  

5.9  Who approves the internal audit 
program? 

Chief Engineer, LGED 

5.10  What standards guide the internal audit 
program?  

Internal Auditor follows government rules and 
regulations. 

5.11  How are audit deficiencies tracked? N/A. 

5.12 How long have the internal audit staff 
members been with the organization? 

Permanent Staff of the Department. 

5.13  Does any of the internal audit staff have 
an IT background? 

Yes 

5.14 How frequently does the internal auditor 
meet with the audit committee without the 
presence of management? 

There is no Audit Committee. Chief Engineer or 
Additional Chief Engineer meets occasionally. 

5.15 Has the internal auditor identified / 
reported any issue with reference to 
availability and completeness of records? 

No. 

5.16 Does the internal auditor have sufficient 
knowledge and understanding of ADB’s 
guidelines and procedures, including the 
disbursement guidelines and procedures 
(i.e., LDH)? 

Yes. 

6. External Audit – entity level  

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

 

Yes. By the FAPAD of CAG of Bangladesh. 

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

Project yet to start. For the current project there is no 
delay in completing the audit. 
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6.3  Is the audit of the entity conducted in 
accordance with the International 
Standards on Auditing, or the 
International Standards for Supreme 
Audit Institutions, or national auditing 
standards?  

 

Yes. 

6.4  Were there any major accountability 
issues noted in the audit report for the 
past three years?   

No. 
 

6.5  Does the external auditor meet with the 
audit committee without the presence of 
management?  

Audit committee is yet to be constituted. 

6.6  Has the entity engaged the external audit 
firm for any non-audit engagements (e.g., 
consulting)? If yes, what is the total value 
of non-audit engagements, relative to the 
value of audit services? 

No. 
 

6.7  Has the external auditor expressed any 
issues on the availability of complete 
records and supporting documents? 

No. 

6.8 Does the external auditor have sufficient 
knowledge and understanding of ADB’s 
guidelines and procedures, including the 
disbursement guidelines and procedures 
(i.e., LDH)? 

The external auditor will go through the ADB guidelines 
before conducting the audit for ADB related transactions. 

6.9     Are there any material issues noted 
during the review of the audited entity 
financial statements that were not 
reported in the external audit report? 

No. 

External Audit – project level  

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

Not in place and separate audit will be conducted 
based on the requirement by FAPAD. 

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

No. 

6.12  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? 

Yes. FAPAD is the external auditor on behalf of CAG. 

6.13  Has the project prepared acceptable 
terms of reference for an annual project 
audit? Have these been agreed and 
discussed with the EA and the auditor? 

Yes, if needed. 
Audit will follow CAG’s annual audit program and 
mandate as stipulated by law and operationalized with 
INTOSAI/IFAC standards of auditing. 

6.14   Has the project auditor identified any 
issues with the availability and 
completeness of records and supporting 
documents? 

N/A since project not started. For existing project no 
such issues noted. 
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6.15   Does the external auditor have sufficient 
knowledge and understanding of ADB’s 
guidelines and procedures, including the 
disbursement guidelines and procedures 
(i.e., LDH)? 

The external auditor will go through the ADB guidelines 
before conducting the audit for ADB related transactions. 

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

No. 

 [For second or subsequent projects] 
6.17   Were past audit reports complete, and did 

they fully address the obligations under 
the loan agreements? Were there any 
material issues noted during the review of 
the audited project financial statements 
and related audit report that have 
remained unaddressed? 

N/A  

7. Reporting and Monitoring   

7.1  Are financial statements and reports 
prepared for the entity?  

Yes. 

7.2  Are financial statements and reports 
prepared for the implementing unit(s)?  

Yes. 

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

Annually. 

7.4  Does the entity reporting system need to 
be adapted for project reporting?  

Yes. 

7.5  Has the project established financial 
management reporting responsibilities 
that specify the types of reports to be 
prepared, the report content, and purpose 
of the reports?  

Yes. 

7.6 Are financial management reports used 
by management?  

Yes. 

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

The financial statements of actual expenditure with 
budget allocations is done as when necessary. 

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

Prepared manually by using Spreadsheets. 

7.9  Does the financial 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? 

Yes. 
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7.10 Does the entity have experience in 
implementing projects of any other 
donors, co-financiers, or development 
partners? 

Yes. 

8. Information Systems   

8.1  Is the financial accounting and reporting 
system computerized?  

Yes. Computerized Integrated Budgeting and 
Accounting System (IBAS) software is used for 
recording governmental transactions. Steps are taken by 
the government to incorporate the expenditure details by 
the Foreign Aided Project also in to IBAS system. 
LGED developed an Unified Financial Management 
System (UFMS) software which this is being introduced 
to different projects however, the software can produce 
only SOE. Finding the limitation of the UFMS software, 
in few project under LGED like, CCRIP & HILIP-CALIP 
started using Financial Management software named 
‘TOMPRO” 

8.2 If computerized, is the software off-the-
shelf, or customized?  

Customized. 

8.3 Is the computerized software standalone, 
or integrated and used by all departments 
in the headquarters and field units using 
modules?  

Integrated budgeting and accounting system is 
integrated. TOMPRO and UFMS as standalone. 

8.4 How are the project financial data 
integrated with the entity financial data? 
Is it done through a module in the 
enterprise financial system with automatic 
data transfer, or does it entail manual 
entry? 

IBAS is on Automatic. The TOMPRO and UFMS not 
automatic.  

8.5 Is the computerized software used for 
directly generating periodic financial 
statements, or does it require manual 
intervention and use of Excel or similar 
spreadsheet software? 

Can use for generating periodic financial statements to 
some extent. Uses of spreadsheet for preparing the 
reports. 

8.6  Can the system automatically produce 
the necessary project financial reports?  

Yes. Same as 8.5 

8.7  Is the staff adequately trained to maintain 
the computerized system?  

Yes. 
 

8.8  Do the management, organization and 
processes and systems safeguard the 
confidentiality, integrity and availability of 
the data?  

Yes. 

8.9    Are there back-up procedures in place? Yes. 

8.10 Describe the backup procedures – online 
storage, offsite storage, offshore storage, 
fire, earthquake and calamity protection 
for backups. 

There is offline and online storage and backup facility 
by IT Section of MOF for IBAS. 

 
 




