
Regional Road Development and Maintenance Project —Additional Financing (RRP MON 48186-007) 

FINANCIAL MANAGEMENT ASSESSMENT 

1. An update of the financial management assessment (FMA) for the capacity of Ministry of 
Road and Transport Development (MRTD) and its project implementation unit (PIU) has been 
conducted based on Asian Development Bank’s (ADB) Guidelines on Financial Management and 
Analysis of Projects.1 The update took into consideration the capacity of MRTD and PIU,2 
including funds-flow arrangements, staffing, accounting, financial reporting systems, financial 
information systems, and internal and external auditing arrangements. The assessment was 
supplemented by information from a previous FMA conducted by ADB, in 2017, for the ongoing 
ADB-funded project.3 The FMA update includes (i) interview of MRTD and (ii) review of ADB 
documents related to the project. 

 
A. Project implementation arrangements 
 
2. The MRTD will be the executing agency (EA) and the implementing agency (IA) for the 
project. The MRTD has recent experience in implementing an ADB-funded project.4 MRTD senior 
official is usually appointed as the project director to head the PIU. This project director will be 
assisted by a full-time project coordinator and a team of qualified technical, financial, procurement 
and administrative staff. The PIU will have around eight staff. 
 
3. Responsibility for implementation will be delegated to a PIU that will be engaged under 
MRTD to undertake the duties of the IA. Consultants and contractors will be recruited separately. 
The IA, through the PIU, will hire, direct, and coordinate the work of all consultants; be responsible 
for procurement, and be the employer on all civil works contracts. The PIU (as the IA) will be 
delegated all necessary legal authority to undertake the above tasks. The MRTD has experience 
with ADB requirements during the implementation of ADB-funded projects and has performed 
satisfactorily on previous projects.  
 
4. A Project Steering Committee (PSC) will be formed to be the governing body for the 
project, comprising officials of the Ministry of Finance (MOF), MRTD and other agencies as 
needed. The PIU will run day-to-day project operations. The establishment of the project steering 
committee, reporting, and other arrangements, will comply with Mongolia’s Regulation on 
Utilization of Proceeds of Foreign Loans of the Government; Implementation, Administration, 
Financing, Monitoring and Evaluation of Projects and Programs Funded by Such Proceeds, 
approved under Resolution No. 196 of the MOF, and other relevant regulations in effect from time 
to time provided  do not conflict with the provisions of the Loan Agreement, the additional financing 
project administration manual or ADB policies. 

 
5. All the financial management processes of the ongoing project including the fund-flow and 
disbursement arrangements will be followed by this additional financing.  
 
 
 

                                                           
1 ADB. 2015. Financial Management Technical Guidance Note. Manila; and, ADB. 2009. Financial Due Diligence, A 

Methodology Note. Manila. 
2 PIU is planned to be established by the MRTD by December 2018. Recruitment and appointment of PIU staff started 

in May 2018. 
3 ADB. Mongolia: Regional Road Development and Maintenance Project. 
4 ADB 2008. Mongolian Western Regional Road Development Corridor Development Project – Phase 1; ADB 2011. 

Mongolian Western Regional Corridor Development Program – Tranche 1; and ADB 2014. Mongolian Western 
Regional Corridor Development Program – Tranche 2 

http://www.adb.org/Documents/RRPs/?id=48186-007-3
http://www.adb.org/Documents/RRPs/?id=48186-007-3
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B. Financial management assessment update 
 

6. The FMA update assessed and identified financial management risks as summarized in 
Table 1.  
 

Table 1: Financial Management and Internal Control Risk Assessment 
Risk Type 

Risk 
Assessment Risk Description Mitigation Measures 

1. Entity specific 
risk 

L Budget funding to cover O&M 
of the project after project 
implementation.  
 

Ongoing policy dialogue. 

2. Funds Flow 
including 
disbursement 
arrangements, 
use of advance 
account, and 
direct payment 
arrangements 

L 

Financial management and 
internal control in place, but 
there may be a delay in 
withdrawal application for the 
ADB loan.  

The EA to ensure proper 
coordination mechanism to 
enhance processing of ADB’s 
disbursement.  

3. Staffing 
 

M 

Ongoing selection of PIU staff – 
recruited staff to perform below 
expectation or have limited 
knowledge in ADB 
requirements. 

Ensure to appoint suitable staff and 
additional training may be needed 
to familiarize with ADB guidelines 
and policies. 
 

4. Policies and 
Procedures L None  

Financial Management manual will 
be drafted when PIU are on board. 
 

5. Internal Audit 

L None 

MRTD’s internal auditing, 
monitoring, and evaluation 
department will provide the 
required internal control process of 
the project. 
 

6. External 
Audit L None 

Private auditing firm selected by 
MNRM and MNAO will perform the 
external audit of the project. 
 

7. Reporting 
and Monitoring 
 
 

L None 
Financial Management manual will 
include guidelines for these 
processes. 

8. Information 
Systems M 

Hired PIU FM staff may lack the 
skill to use the accounting 
software. 

PIU staff will be trained on the 
installed accounting software. 

Overall Risk M   
H = high, S = substantial, M = moderate, L = low. 
ADB = Asian Development Bank, EA = executing agency, FM = financial management, MNAO = Mongolia National 
Audit Office, MNRM = Mongolia Resident Mission, MRTD = Ministry of Road and Transport Development, O&M = 
operations and maintenance, PIU = project implementation unit. 
 

7. The FMA update assessed the pre-mitigation risk of the project to be moderate. The 
moderate rating is based on the PIU staffing risks and possible lack of knowledge in operating 
the accounting information software by the recruited PIU FM staff. This FMA update recommends 
that MRTD ensures to recruit a suitable PIU staff, strengthen PIU financial management capability 
by undertaking training, particularly on ADB policy and its procedural requirements on financial 
management, including financial reporting and disbursement and on the use of the accounting 
software. The identified financial management risks will be closely monitored during the project 
implementation. 
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8. The financial management action plan of the ongoing project will be followed. The plan 
includes the following mitigation measures: (i) training on ADB disbursement procedures and 
requirements; (ii) training on ADB requirements, including procurement, accounting, reporting, 
and auditing; (iii) recruitment of experienced experts and skilled accountants to enhance the 
operational capacities; and (iv) development of financial management manual. The update 
confirmed with MRTD that (i) the financial management manual was prepared in 2018 and (ii) the 
other items would be completed during the first quarter of 2019 when the PIU staff are engaged 
and on board. 
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