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FINANCIAL MANAGEMENT ASSESSMENT OF THE IMPLEMENTING AGENCY  
 

A. Summary  

1. A Financial Management Assessment (FMA) was carried out for Qingdao Energy Group 
(QEG), the project implementing agency, in accordance with the Guidelines for Financial 
Management and Analysis of Projects of Asian Development Bank (ADB)1 and publication 
Financial Due Diligence: A Methodology Note.2The project management office (PMO) was 
established under the Qingdao Municipal Government (QMG), the project executing agency; 
and the QEG will perform day-to-day project implementation and a separate PMO will be 
established under QEG. As (i) QMG will conduct the coordinating and communicating function 
and QEG will perform the day-to-day implementation; and (ii) QMG has previous experience in 
ADB project,3 the FMA was conducted focused on the QEG. The FMA included a review of the 
accounting and reporting system, internal and external auditing arrangements, fund 
disbursement procedures, and information systems. The assessment was based on (i) relevant 
information and documents submitted by QEG; (ii) their responses on financial management 
assessment questionnaire; and (iii) information collected from the key financial staff at QEG. 
 
2. As part of the People’s Republic of China (PRC) 2011-2015 Country Partnership 
Strategy (CPS) review in 2012, the sector risk assessment was conducted, focused on natural 
resources and agriculture, and energy, covering (i) public financial management, (ii) 
procurement, and (iii) anticorruption. Overall risks were considered to be low and some 
recommendations were made to (i) strength the implementation of new PRC Generally 
Accepted Accounting Principles substantially complying with International Financial Reporting 
Standards (IFRS), (ii) consolidate the two main procurement laws regulating public procurement, 
and (iii) simplify and clarify the roles of departments and financial control agencies.   
 
3. The control risk assessment of QEG shows that financial management systems and 
procedures are in place to perform proper financial management and reporting. QEG prepares 
its financial statements in accordance with the PRC’s accounting standard for business 
enterprises, which are generally aligned with the IFRS. Further, its accounting system is 
adequate for the project loan implementation. QEG has project experience with international 
funding organizations and it has only limited experience in the management of disbursement in 
one of ADB projects. The financial management risk of QEG is considered moderate, and can 
be lowered by the mitigating measures. More details of the risk assessment are presented in the 
following table and paragraphs. 
 

Table 1: Summary of Financial Management Capacity and Risk Assessment 

Risks 
Risk 

Assessment* 
Risk 

Description 
Mitigation 
Measures 

Control Risks 
1. Implementing 
Entity 

M Project financial 
management policies and 
procedures have been 
established, but 
experience still needs to 
be gained. 

QEG has experience in an ADB 
project in the past. Two staffs from 
QEG and one staff from QFB have 
recently attended the training 
organized by MOF. QFB will also 
organize training for all staffs related 
to the project once loan agreement is  

                                                
1
 Financial Management and Analysis of Projects. ADB. 2005. 

2
 Financial Due Diligence A Methodology Note. ADB. 2009. 

3
 Loan 1205-PRC, Qingdao Environment Improvement Project  

http://www.adb.org/Documents/RRPs/?id=48003-002-3
http://www.adb.org/Documents/RRPs/?id=48003-002-3
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Risks 
Risk 

Assessment* 
Risk 

Description 
Mitigation 
Measures 

 
2. Funds Flow 

 
L 

 
Project funds flow can be 
delayed due to 
inappropriate 
arrangements to transfer 
the proceeds of the loan 
from QMG to QEG.  

signed. 
Funds flow arrangement is 
established. QEG will prepare all 
required documents and submit it to 
Qingdao Finance Bureau for review 
and approval. Depending on the 
amounts, imprest account or direct 
payment method will be used. 
 

L Unfavorable foreign 
exchange rate change 
may result in lack of 
funds for project 
implementation or for 
repayments  

QEG employs methods to hedge the 
foreign exchange risk such as long-
term foreign exchange trading, 
foreign exchange options, foreign 
currency swaps, and exchange rate 
linked structured deposits.  
 

3. Staffing L Insufficient staff or 
frequent turnover of staff 
may lead to inefficient 
project management 

QEG has the finance and accounting 
department adequately staffed. 
Multiple trainings are provided to the 
staff on financial management, 
taxation, and accounting according to 
the annual training plan. 
 

4. Accounting 
Policies and 
Procedures 

M The accounting system, 
not fully integrated 
throughout the entity, 
may result in delayed 
submission of 
consolidated financial 
statements 

Currently, QEG’s financial 
management system is not fully 
integrated throughout the entity; 
however, it has a plan for the system 
integration. Regardless of the system 
integration, QEG has not 
experienced any significant delay to 
submit its consolidated financial 
statements. 
 

5. Internal Audit M Administratively, internal 
audit department is under 
the management (the 
president and vice 
president) and this may 
affect the independent 
roles and responsibility of 
the internal audit 
department. 
 

Functionally, the internal audit 
department directly reports to the 
board of directors and the 
supervisory committee. 

6. Reporting and 
Monitoring 

M Project financial 
management reporting 
responsibilities (e.g., 
what reports to be 
prepared, how the reports 
are to be used) have not 
been established. 

QEG will prepare the project financial 
management reports as required in 
the ADB projects. The ADB project 
accounts can be created and the 
project data and financial statements 
can be prepared without any 
significant changes to the current 
financial management system. 

Overall Control 
Risk (before 
mitigation 

M-  Implementing the mitigation actions 
mentioned above will reduce the 
control risks from moderate to low. 
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Risks 
Risk 

Assessment* 
Risk 

Description 
Mitigation 
Measures 

action) 
* H = High, M = Moderate, L = Negligible or Low 
ADB = Asian Development Bank, MOF = Ministry of Finance, QEG = Qingdao Energy Group, QFB = Qingdao 
Finance Bureau, QMG = Qingdao Municipal Government.  
 

4. QEG is a solely state-owned company and comprises three subsidiary gas companies, 
Qingdao Taineng Gas Group Limited Company, Qingdao Thermoelectricity Company Limited, 
and Qingdao Kaiyuan Group. Core business of QEG is investment, construction, operation and 
service provision in fuel and natural gas supply, heat and electricity supply, and applications of 
new and renewable energies. It has around 6,000 staff. As the project implement agency, QEG 
will perform the project financial management, establishing controls and procedures for flow of 
funds, financial information, accountability, and audits related to the subsidiaries. QEG has 
experience in a ADB project, Qingdao environmental improvement project approved in 
November 1992. It also has a project implementation experience with international banks, such 
as KfW Development bank. Staff from QEG and Qingdao Finance Bureau (QFB) recently 
attended the training organized by Ministry of Finance (MOF) and QFB will organize training for 
all staff related to the project once loan agreement is signed.  
 
5. The important day-to-day issues and fund flows will be monitored and approved by QEG 
using headquarter financial management system. QEG prepares the financial statements in 
accordance with the PRC’s accounting standards for business enterprises which substantially 
comply with the IFRS. Standalone and consolidated financial statements are required one 
month after the accounting period every year. QEG is using the financial management system 
which generates the financial statements automatically. 

 
6. QEG has the financial management department comprising the settlement and 
accounting teams. The financial and accounting departments are adequately staffed and all the 
accountants are qualified and experienced in the accounting. The finance and accounting staff 
have the long-term contracts and the average duration of the contracts is five years. QEG also 
provides the staff with multiple training on the financial management, taxation, and accounting 
according to its annual training plan.  

 
7. Project financial statements required by the ADB Loan Disbursement Handbook will also 
be prepared using the financial systems. Accounts for the project need to be created and 
separate books and records will be maintained by the systems. It is not expected to require 
significant adaptation of the systems. 
 
8. QEG has its internal audit departments. There are two auditors in the QEG and total of 
15 auditors in the subsidiaries. Administratively, the internal audit department reports to the 
president and vice president of QEG. However, it maintains its independence role from the 
management by directly reporting to the board of directors functionally.  
 
9. According to the State-Owned Asset Supervision and Administration Commission, the 
external audit on the financial statements of QEG is required every year. ShineWing CPA has 
been the external auditor of QEG since it was established. QEG has not experienced any delay 
in audit and there have not been any major audit issues reported in the recent three years. Also, 
the external auditor did not have any specific opinion or recommendations on QEG’s internal 
controls in its management letters or audit reports. 

 
10. According to the Circular of MOF, the foreign-funded projects are required to be audited 
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by the China National Audit Office (CNAO). CNAO has comprehensive experience in auditing 
the foreign-funded projects and conducts the audits pursuant to international audit criteria and 
the Chinese national audit standard.     

 
B. Conclusion and Recommendations 

11. According to the financial management assessment on QEG, it is concluded that both 
have sufficient financial management capacity to implement the project. For a smoother project 
implementation, it is suggested to develop training programs and execute trainings, particularly 
on ADB’s procurement and disbursement policies and procedures. 
 

C. Financial Performance and Projections 

12. Financial projection of QEG was prepared based on the assumed operating parameters, 
which shows that the debt service coverage ratio and other ADB’s financial covenants would be 
met during the project operation. Revenue projection reflects the increase from the ADB project 
and other ongoing projects. As a state-owned entity, QEG’s operation is subject to the 
government’s urban development plan which is updated every 5 years. The projected revenue 
increase is based on the current 5-year plan up to 2020, and any further potential business 
expansion cannot be estimated until the next 5-year plan is provided. Current and quick ratios 
are currently lower than one; however, they are estimated to be close to one when the operation 
starts in 2021 after project completion, and maintained as one after full operation in 2024. 
During the project implementation period, the current liabilities can be managed by (i) available 
cash balances of QEG, and (ii) short-term borrowings from the local banks. 
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Table 2: QEG’s Financial Statements  
(CNY million) 
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 Table 3: QEG’s Financial Statements  

(CNY million) 
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Table 4: QEG’s Financial Statements  
(CNY million) 

 
 
 
 
 
 
 
 
 
 


