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EXECUTIVE SUMMARY 

1. The Financial Management Assessment (FMA) for the Multi-tranche Financing Facility 
for the Sustainable Highlands Highway Investment Program (SHHIP) of the Department of 
Works (DOW), PNG, was prepared in accordance with ADB’s Technical Guidance Note for 
financial management.1 The FMA includes a review of the accounting and reporting system, 
internal and external auditing arrangements, fund disbursement procedures, and information 
systems. The instrument used for the assessment was Asian Development Bank’s (ADB) 
financial management assessment questionnaire (FMAQ). This FMA incorporates the Financial 
Management Internal Control and Risk Management Assessment (FMICRMA) required by the 
Guidelines. The assessment also made extensive use of: (i) the IMF Public Expenditure and 
Financial Accountability Assessment (PEFA) report for Papua New Guinea (PNG) that was 
completed in August 2015; (ii) ADB Country Partnership Strategy (CPS) for 2016-2020; (iii) ADB 
Country Operations Business Plan (COBP) for 2017-2019; and (iv) the updated Facility 
Administration Manual (FAM) for Tranche 3 of the Highlands Road Rehabilitation Investment 
Program (HRRIIP) conducted in July 2016. 
 
2. The results of the PEFA assessment highlighted the weak performance of Public 
Financial Management (PFM) in PNG. Although credibility of the budget was rated above 
average, weaknesses were assessed in expenditure controls, project implementation, and lack 
of reporting on the execution of donor-funded projects. The lack of reporting also reduces data 
integrity and the overall quality of financial reports.  
 
3. While the budget may be credible, the comprehensiveness and transparency of the 
budget could be improved. Government departments use of two financial systems: the 
Integrated Financial Management System (IFMS) and Papua New Guinea Government 
Accounting System (PGAS). Each system adopts a different set of classifications that 
compromises data integrity. Since the majority of the government departments still use PGAS, 
the financial information needs to be transferred manually into the IFMS. As a result, there are 
substantial inconsistencies in the information on the budget appropriations of administrative 
units obtained from different sources that result in the persistent lack of reliable accounting 
records. Many bank reconciliations are also not carried out in a timely manner and backlogs in 
clearing suspense accounts and advances are increasing. Furthermore, even if reconciliations 
are completed there are many significant unresolved items. Financial statements are also 
submitted to the Auditor General for audit with delay, typically some 15-16 months after end of 
the fiscal year.  
 
4. Public asset and liability management is one of the weakest areas in the PFM system. 
There are numerous statutory bodies fulfilling a range of commercial, social and regulatory 
functions but many of these entities are several years in arrears in submitting annual financial 
statements. Many have also received audit disclaimers or adverse opinions. Few departments 
also undertake economic analysis of proposed public investment projects or submit reports on 
the physical and financial progress of these projects. 

 
5. The Auditor General’s Office (AGO) undertakes annual financial, compliance and 
performance audits of all government entities following a systems and risk based approach. The 
Public Accounts Committee (PAC) also hold in-depth hearings on the AGO’s reports and makes 
recommendations to entities that have received adverse comments. However, this report finds 
that there is little evidence that the findings and recommendations of the AGO or PAC are 

                                                
1 ADB. 2015. Financial Management Assessment Technical Guidance Note. 



 

 

followed. Furthermore, the finding reflects the absence of effective accountability mechanisms in 
the government and the absence of legal recourse to impose penalties on non-complying 
officials for breaches of the law and financial misconduct. 
 
6. The ADB CPS assessed the major governance-related risks to be in public finance 
management, procurement, and corruption. Although PNG has made progress in strengthening 
its budget system and the budget process aligns funds to priority sectors, many of the projects 
that were funded did not have sufficient levels of preparatory and feasibility work. This often 
leads to a rush in designing, cost estimation, and tendering that result in delays in contract 
implementation. These delays result in underspending and the practice of “parking” funds in 
trust accounts. Furthermore, there is a lack of adherence to rules and processes as well as the 
weakness of government agencies with regard to accounting and financial reporting.  
 
7. The Government of PNG (GoPNG) reformed its procurement process with the creation 
of the Central Supply and Tender Board (CSTB). However, capacity limitations within the CSTB 
and within implementing agencies responsible for procurement continue to delay project 
execution and reduce transparency. The main challenge is to ensure that the institutions and 
their staff have the capability to put into practice the rules, procedures and controls that are 
already in place. In particular, the weakness in the procurement system is the result of: (i) low 
internal audit capability, (ii) poor procurement planning, and (iii) inadequate monitoring of 
implementation. 
 
8. The CSP noted that despite recent attempts by the government to create new 
anticorruption institutions, the general perception is that corruption is endemic in PNG. 
Anticorruption rules exist but enforcement is weak due to low implementation capacity. 
Accountability institutions (i.e. Auditor General’s Office) have powers to investigate corruption 
but suffer from limitations in resources and capacity. 
 
9. The proposed Multi-tranche Financing Facility for the Sustainable Highlands Highway 
Investment Program (SHHIP) will support: (i) the restoration, upgrading and effective 
maintenance of about 430 kilometers of 2-lane rural highway from Lae Nadzab airport to 
Kagamuga airport in Mt. Hagen; (ii) improve road safety for vehicles and vehicle passengers on 
the Highlands Highway; (iii) improve transport logistics and services and strengthen value chain 
for domestic and international trade; and (iv) improve project management and institutional 
capacity.  
 
10. Using the FMICRMA several financial management risks were identified in staffing, 
reporting and monitoring, information systems, auditing and funds flow. The overall inherent risk 
was assessed to be substantial and project risks were also assessed to be substantial. The 
overall combined risk was also assessed to be substantial. Although several major financial 
management risks were identified, the proposed mitigating measures are sufficient for the 
satisfactory implementation of SHHIP. The summary of the risks and mitigating measures are 
presented in Table 1: 
 
 
 
 
 
 
 
 



 

 

Table 1: Summary of Risks and Mitigating Measures 
 

Weakness Risk Rating Mitigating Measure 

Funds Flow –  GoPNG’s ability to 
provide counterpart funding due to 
budget constraints resulting from 
lower than expected government 
revenues from mineral exports 

Substantial ADB’s direct payment will be adopted to pay 
ADB’s share of project costs. GoPNG assurance 
that adequate and timely counterpart funds are 
to be provided will be included in the loan 
agreements. Use of imprest accounts is not 
recommended 

Staffing - lack of qualified staff to 
implement financial management 
responsibilities in the provinces and 
districts 
 

Substantial 
 

Rigorous training of all finance and accounting 
staff in the regions and provincial offices of 
DOW. Training should be conducted by DOF 
personnel since they are the systems 
administrator for IFMS 

Reporting and Monitoring – delays 
in providing financial reports to 
DOW central office from regional 
and provincial offices  

Substantial 
 

Regular coordination meeting should be 
conducted between DOW regional and provincial 
staff to thresh out problems early and to avoid 
delays in the preparation of reports. Include the 
investment program in the audit plan of the 
internal audit division (IAD) 

Internal and External Audits- lack of 
internal audits of project accounts 
and audit observations not being 
acted upon 

Substantial 
 

Internal audit of SHHIP should be included in the 
annual audit plan of the IAD and external audit 
reports and findings should be monitored and to 
immediately address issues identified.  

Information Systems –  DOW 
regional and provinces offices still 
use PGAS, while DOW central 
office uses IFMS. The two systems 
are not compatible as the chart of 
accounts in PGAS differ from that of 
IFMS. Integration requires manual 
transfer of data into IFMS. This 
makes it prone to errors and fraud 
and cannot be relied upon 

Substantial DOW should hasten the implementation of the 
IFMIS to include all regional and provincial 
offices to have only a unified system 

Source: Consultant’s Assessment 

 
  



 

 

I. INTRODUCTION 

1. This Financial Management Assessment (FMA) for the Multi-tranche Financing Facility 
for the Sustainable Highlands Highway Investment Program (SHHIP) of the Department of 
Works (DOW) was prepared in accordance with ADB’s Technical Guidance Note for financial 
management.2 The FMA includes a review of the accounting and reporting system, internal and 
external auditing arrangements, fund disbursement procedures, and information systems. The 
instrument used for the assessment was Asian Development Bank’s (ADB) financial 
management assessment questionnaire (FMAQ). This FMA incorporates the Financial 
Management Internal Control and Risk Management Assessment required by the Guidelines. 
The completed FMAQ is presented in Appendix 1. 
 
2. This assessment was prepared during the scoping phase of the TA preparation from 26 
September to 2 October 2016. Preparation activities included reviewing documents, interviewing 
and discussing issues with counterparts from DOW. A previous FMA of the DOW was 
undertaken for the Highlands Region Road Improvement Investment Program (HRRIIP)3 in 
2009 and last update was prepared recently for Tranche 3 in 2016. The FMA also made 
reference to the (i) assessment report based on the Public Expenditure and Financial 
Accountability Assessment (PEFA) developed by the World Bank in collaboration with other 
development partners, (ii) the ADB Country Partnership Strategy (CPS) 2016-2020, and (iii) 
ADB Country Operations Business Plan (COBP) for 2017-2019. 
 

II. PROJECT DESCRIPTION 

3. The entire investment program is envisaged to be a multi-partner undertaking and is 
estimated to cost about $1 billion. The investment program will be implemented over a 10-year 
period across three tranches. ADB will finance a total of about $679 million (68%), the 
Government of Papua New Guinea (GoPNG) will contribute about $149 million (15%) and other 
development partners (DPs) will finance about $187 million (18%). The ADB loan will be the 
same as in HRRIIP with financing coming from a combination of ADB’s Ordinary Capital 
Resources (OCR) and concessional ordinary capital resources lending (COL). The OCR loan 
will have a 25-year term, including a grace period of 5 years, the annual interest rate determined 
in accordance with ADB’s London interbank offered rate (LIBOR)-based lending facility and a 
commitment charge of 0.15% per year. The COL loan will have a 25-year term, including a 
grace period of 5 years, an interest rate of 2.0% per annum. 
 
4. The first tranche of the Investment Program is estimated to cost about $355 million and 
will be implemented for a period of three years from 2017 – 2020. The financing plan for the 
whole program and for Tranche 1 is presented in Table 1: 
 
 
 
 
 
 
 
 
 

                                                
2 ADB. 2015. Financial Management Assessment Technical Guidance Note. 
3 Also a multi-partner financing facility 
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Table 1: Investment Program Financing Plan 
 

Source 

Program 
Amount       

($ millions) 
Share of 
Total (%) 

Tranche 1 
Amount        

($ millions) 
Share of 
Total (%) 

Asian Development Bank 679 66.8% 309 85.6% 

GoPNG 149 14.7% 42 11.6% 

Other Development Partners 187 18.5% 10 2.8% 

Total 1,015 100.0% 361 100.0% 

Source: Consultant’s Estimate 

 
5. The Investment Program will cover about 430 kilometers (km) of the 1,200 kilometer 
Highlands Highway that services the Highlands region.4 The region consists of mountainous 
landlocked provinces with an estimated population of approximately 3 million people.5 
 
6. DOW is the executing agency (EA) for the GoPNG. As the EA, DOW will oversee the 
implementation of the Investment Program. DOW will support the outputs covering; (i) the 
restoration, upgrading and effective maintenance of 430 kilometers of the 2-lane rural highway 
from Lae Nadzab airport to Kagamuga airport in Mt. Hagen, (ii) increased and sustained road 
safety for vehicles and vehicle passengers on the Highlands Highway, (iii) improvement of 
transport logistics and services on the Highlands region to strengthen value chain for domestic 
and international trade, and (iv) improvement in project management and institutional capacity.  
 
7. The Highlands Region Management Group (HRMG) will be the implementing agency 
(IA) for road improvement works while the National Roads Authority (NRA) will be the 
implementing agency for selected road maintenance works; essentially, the same institutional 
arrangements for the Investment Program as in the HRRIIP.  
 

III. COUNTRY AND SECTOR LEVEL ISSUES 

A. Public Financial Management 

8. Country Public Financial Management (PFM) systems for PNG were most recently 
assessed in August 2015 using an upgraded version of the PEFA framework.6 A summary of 
the 2015 PEFA report is presented in Table 2. Under the PEFA framework, performance is 
assessed in relation to seven pillars of public financial management using 30 indicators7 which 
are rated from A (best) to D (worse).8  
 
 
 
 
 
 
 

                                                
4 The region is composed of the Eastern Highlands, Simbu, Jiwaka Western Highlands provinces. 
5 Equivalent to about 40% of the national population 
6 This is a testing version and upgraded in January 2015. The methodology is available at the PEFA website:     
   www.pefa.org 
7 Previous PEFA assessments utilized only 28 indicators. 
8 The ratings in this recent PEFA assessment were assigned numerical scores with an “A” rating having a score of 3   
  and a rating of “D” having a score of 0. The steps between A to D have a score of 0.5.  
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Table 2: Assessment of PNG PFM Systems, Processes, and Institutions 
 

                 SUMMARY OF PERFORMANCE MEASUREMENT FRAMEWORK 
9.  

Score 
 Pillar 1. PFM outturns: Credibility of fiscal strategy and budget 

PI-1 Aggregate expenditure out-turn compared to original approved budget A 

PI-2 Composition of expenditure out-turn to original approved budget   D+ 

PI-3 Aggregate revenue out-turn compared to original approved budget B 

Pillar 2. Key cross-cutting issues: Comprehensiveness and transparency 

PI-4 Classification of the budget C 

PI-5 Comprehensiveness of information included in budget documentation B 

PI-6 Extent of unreported government operations D 

PI-7 Transparency of intergovernmental fiscal relations B 

PI-8 Oversight of aggregate fiscal risk from other public sector entities D 

PI-9 Public Access to key fiscal information D 

Pillar 3. Asset and Liability Management 

PI-10 Fiscal risk management D 

PI-11 Public Investment Management D 

PI-12 Public Asset Management   D+ 

PI-13 Management and reporting of debt and expenditure arrears D 

Pillar 4. Budget Cycle 

Policy-based Planning and Budgeting 

PI-14 Credible Fiscal Strategy B+ 

PI-15 Revenue Budgeting        C+ 

PI-16 Medium term perspective in expenditure budgeting        D 

PI-17 Orderliness and participation in annual budget process C+ 

PI-18 Legislative scrutiny of the annual budget law D+ 

Pillar 5. Predictability and Control in Budget Execution 

PI-19 Revenue administration compliance D+ 

PI-20 Accounting for revenues D+ 

PI-21 Predictability in the availability of funds to support service delivery        C 

PI-22 Effectiveness of payroll controls D+ 

PI-23 Transparency, competition and complaints mechanisms in procurement        D 

PI-24 Effectiveness of internal controls for non-salary expenditure D+ 

PI-25 Effectiveness of internal audit D+ 

Pillar 6. Accounting, Recording, and Reporting 

PI-26 Accounts reconciliation and financial data integrity       D 

PI-27 Quality and timeliness of in-year budget reports       D 

PI-28 Qualify and timeliness of annual financial reports       D 

Pillar 7. External scrutiny and audit 

PI-29 SAI independence and external audit of the government’s annual financial 
reports 

D+ 

PI-30 Legislative scrutiny of external audit reports D+ 

Source: PNG Public Expenditure and Financial Accountability Assessment, WB, August 2015 

9.  The results of the PEFA assessment above highlighted the weak performance of PFM in 
the country with 26 out of the 30 performance indicators registering a rating of “D”. Only four 
indicators registered scores of “C” or higher. As shown in Figure 1, weaknesses are prevalent in 
budget execution, audits, asset and liability management and financial recording and reporting. 
The PEFA report concluded that: 
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 Although credibility of the budget was above average, there was tendency to exceed the 
budget for salaries, goods and services and items of recurrent expenditure due to 
weaknesses in expenditure controls. At the same time, there was underspending in 
development expenditures due to capacity limitations, weak project implementation and 
lack of reporting on the execution of development partner-funded projects. The lack of 
reporting also reduces data integrity and the overall quality of financial reports. 
 

 There is a persistent lack of reliability of accounting records. Many bank reconciliations 
are not carried out in a timely manner and backlogs in clearing suspense accounts and 
advances are increasing. Furthermore, even if reconciliations are completed there are 
many significant unresolved items. Financial statements are submitted to the Auditor 
General for audit 15-16 months after end of the fiscal year.  
 

 The comprehensiveness and transparency of the budget could be improved. The 
government department’s use of two financial systems, the Integrated Financial 
Management System (IFMS) and Papua New Guinea Government Accounting System 
(PGAS) that adopt different classifications compromises data integrity. IFMS is used to 
produce the public accounts. However, since majority of the government departments 
still use PGAS, the financial information needs to be transferred manually into the IFMS. 
As a result, there are substantial inconsistencies in the information on the budget 
appropriations of administrative units obtained from different sources. The extent of 
unreported government operations appears to be large but due to weaknesses in the 
quality of reporting, this is difficult to quantify. 

 
Figure 1: Average Score for Each Performance Indicator 

 

 
 

 Public asset and liability management is one of the weakest areas in the PFM system. 
There are numerous statutory bodies fulfilling a range of commercial, social and 
regulatory functions. There are also 12 state owned enterprises (SOEs) that are wholly 
owned by the government. However, many of these entities are several years in arrears 
in submitting annual financial statements. Many have also received audit disclaimers or 
adverse opinions. Furthermore, few departments undertake economic analysis of 
proposed public investment projects and do not provide reports on the physical and 
financial progress of these projects. Also, there is no register of the loan guarantees 
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issued by government and there is no mechanism for recording and monitoring of 
payment arrears. 
 

 The Auditor General’s Office (AGO) undertakes annual financial, compliance and 
performance audits of all government entities following a systems and risk-based 
approach. The Public Accounts Committee (PAC) also hold in-depth hearings on the 
AGO’s reports and make recommendations to entities that have received adverse 
comments. However, the PEFA report finds that there is little evidence that the findings 
and recommendations of the AGO or PAC are followed. Furthermore, the finding 
reflects the absence of effective accountability mechanisms in the government and the 
absence of legal recourse to impose penalties on non-complying officials for breaches 
of the law and financial misconduct. 
 

 The PEFA assessment has identified a broad range of issues that need to be 
addressed that requires the commitment not only from the Department of Treasury 
(DOTR) but also other line departments and at the political level. The GoPNG has 
made efforts to address some of the deficiencies of the current systems and processes 
but the institutional arrangements for planning and managing PFM reform need to be 
strengthened. PEFA recommends that the authorities should prepare an action plan 
that identifies priority areas and the sequencing of PFM reforms including measures to 
address the accountability gap. 
 

B. ADB Country Partnership Strategy9 

10. Risks. The ADB CPS assessed the major governance-related risks to be in public 
finance management, procurement, and corruption. Although PNG has made progress in 
strengthening its budget system and the budget process aligns funds to priority sectors, many of 
the projects which were funded did not have sufficient levels of preparatory and feasibility work. 
This often leads to a rush in designing, cost estimation and tendering that result to delays in 
contract implementation. The delays result in underspending and the practice of “parking” funds 
in trust accounts. Furthermore, there is a lack of adherence to rules and processes as well as 
the weakness of government agencies with regard to accounting and financial reporting. ADB 
has planned to mitigate the PFM risks through design and implementation of capacity 
development programs in the areas of: (i) planning framework, prioritization, and project 
selection; (ii) investment programming; (iii) maintenance funding; (iv) due diligence in project 
preparation; (v) expenditure controls; (vi) financial reporting; (vii) trust account management, 
controls, and reporting; (viii) financial accountability of statutory authorities; and (ix) transparent 
and accountable natural resource revenue management. ADB will also include support for 
improved infrastructure design and project readiness in its priority assistance sectors. 
   
11. The GoPNG reformed its procurement process with the creation of the Central Supply 
and Tender Board (CSTB). However, capacity limitations within the board and within IAs 
responsible for procurement continue to delay project execution and reduce transparency. The 
main challenge is to ensure that the institutions and their staff have the capability to put into 
practice the rules, procedures and controls that are already in place. In particular, the weakness 
in the procurement system is the result of: (i) low internal audit capability, (ii) poor procurement 
planning, and (iii) inadequate monitoring of implementation of procurement decisions and 
appropriate quality assurance of services provided. At the project level, ADB will ensure that 
appropriate mechanisms are in place to address weaknesses in procurement through: (i) 

                                                
9 ADB. 2016. PNG Country Partnership Strategy 2016-2020. Manila. 
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disclosure of updated and detailed information on project implementation in executing agencies 
websites; (ii) timely disclosure of information on selection of consultants and contractors through 
local media; and (iii) independent verification of the quantity, quality, and cost of civil works. 
Furthermore, ADB will also support the CSTB in infrastructure tender preparation, contract 
management and government’s efforts to establish a company blacklisting system to identify 
underperforming contractors. 
 
12. The CSP noted that despite recent attempts by the government to create new 
anticorruption institutions, the general perception is that corruption is endemic in PNG. The 
result of Transparency International's 2015 Corruption Perceptions Index gives PNG a score of 
25 (out of 100), placing the country 139 out of 167.10 Anticorruption rules exist but enforcement 
is weak due to low implementation capacity. Accountability institutions (i.e. the AGO) have 
powers to investigate corruption but suffer from limitations in resources and capacity. 
Implementation units funded by the ADB, will establish robust mechanisms to mitigate 
corruption risk by encouraging GoPNG to institute regular internal audits and complemented by 
external audits. ADB will also provide continuing support for institutional capacity development, 
staffing and resources of accountability institutions.   
 

IV. PROJECT FINANCIAL MANAGEMENT SYSTEM 

A. Overview 

13. The proposed Investment Program will be administratively managed by the ADB funded 
Program Management Office (PMO) and technically managed by a Program Director. The PMO 
will be under the First Assistance Secretary (FAS) for Donor Projects of the Deputy Secretary 
for Operations. The ADB PMO will build upon the institutional arrangement and lessons learned 
of the HRRIP PIU, which has a long experience in managing ADB financed projects.11 With the 
breadth of experience in managing development partner-assisted projects, it is expected that 
this condition will remain and further improve for the proposed Investment Program. 
 
14.  Financial controls in DOW follow the regulations stated in the Public Financial 
Management Act (PFMA). The PFMA was enacted in 1995 and is updated from time to time. It 
is envisaged that the financial management arrangements in the proposed Investment Program 
that are currently in place with HRRIP-PIU will continue. The PMO will ensure that Investment 
Program outputs are produced on time and within budget, and ensure effectiveness in achieving 
the envisaged outcome by: (i) managing the planning and implementation of the tranches; (ii) 
undertaking project management, including coordination within the DOW and with outside 
stakeholders; (iii) engaging and managing consultants (for detailed design, construction 
supervision, and implementation support); (iv) managing financing, accounting, and auditing; (v) 
undertaking monitoring, evaluation, and reporting of physical  progress; and (vi) monitoring key 
approvals.  
 
15. The DOW has established project steering committee (PSC), chaired by the DOW 
secretary for the on-going HRRIIP. The PSC comprises of representatives of key stakeholders 
from GoPNG and the Highlands provinces. The same PSC will likewise oversee the 
implementation of all tranches for the proposed Investment Program. The PSC will meet 
quarterly or more frequently as required, for the duration of the Investment Program. 

                                                
10 Transparency International 2013 index, PNG scored 25 out of 100 and was ranked 144 out of 177 countries.  
11 Approved in 2008, progress on the Highlands Region Road Improvement Investment Program (HRRIIP) is  
   satisfactory with Tranche 2 ongoing and Tranche 3 having commenced in 2016. 
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B. Strengths 

16. The current HRRIIP PIU staff has extensive experience in project accounting, 
disbursement procedures and procurement for the ongoing HRRIIP. The skills and capacity that 
were developed in DOW for the implementation of the HRRIIP will be relied upon in the 
implementation of the proposed Investment Program. DOW also has experience in the 
management of projects funded by other donors. The procurement function in the DOW 
including provincial DOW offices, is effectively managed by an experienced First Assistant 
Secretary with support of qualified staff. Opportunities for further training are provided to all the 
staff.  

C. Weaknesses 

17. The major weaknesses identified in the project financial management are: 
 
Staffing. Although the skills and capacity of the staff at the DOW central level have improved 
through various ADB and Australia Department of Foreign Affairs and Trade (DFAT) capacity 
building programs, the same cannot be said for personnel in the regions and provinces. Since 
the works financed under the tranches will be in the region and provinces, the personnel will 
have to undergo rigorous training on accounting and financial management to improve their 
skills. Furthermore, since the staff are not yet familiar with IFMS, the DOTR and DOW IT 
division will have to conduct training on the use of the new system.  New personnel that will be 
hired will have to undergo intensive training on all ADB procedures after loan effectiveness. 
 
Internal Controls. Although the DOW has its own internal audit division (IAD), the division does 
not perform audits on ADB financed projects as it lacks the staff and resources to do so. 
Furthermore, IAD auditors have not participated in any ADB sponsored trainings and therefore 
are not knowledgeable of ADB financial management reporting and procurement requirements.  
 
Information Systems. The DOW shifted to IFMS from PGAS in April 2016 but this has so far 
been limited to the DOW central office. The IFMS has not yet been rolled out to all the regional 
and provincial offices. Since PGAS and IFMS are not directly compatible having different 
classifications, manual transfer of financial transactions from PGAS to IFMS is required. This is 
prone to errors and fraud making the financial reports unreliable. 

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

18. Personnel. The proposed Investment Program will be administratively managed through 
a newly established PMO based on the lessons learned from the existing DOW-PIU for HRRIIP, 
which is headed by a Project Director. The Project Director is assisted by an international 
Project Coordinator and an experienced international Financial Specialist. The international staff 
will be reinforced with additional national technical, accounting and administrative staff. The 
proposed structure of the PMO is presented in the proposed Facility Administration Manual 
(FAM). Strict compliance with loan covenants will be enforced. 
 
19. Accounting Policy and Procedures. DOW will maintain, or cause to be maintained, 
separate books and records by funding source for all expenditures incurred on the Investment 
Program. DOW will prepare consolidated project financial statements in accordance with the 
government's accounting laws and regulations that are consistent with national accounting 
principles and practices. 
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20. Internal Audit. The DOW IAD was re-established in 2008 and conducts financial and 
compliance audits. Recently, a technical audit was included in its audit program. The DOTR has 
strengthened internal audit in government departments and provinces through the 
establishment and operation of audit committees. In addition, DOTR has seconded a Financial 
Controller to DOW that has resulted in promoting good governance, transparency, and 
accountability. This also enables issuance of audit certificates to various development partner-
funded projects on a timely basis.  
 
21. The IAD conducts post audits of transactions in DOW, but does not include those of 
ADB financed projects. Also, the IAD auditors have never participated in any ADB sponsored 
training and therefore are not aware of the ADB financial management reporting requirements. 
The IAD staff should be included in all future ADB trainings so that they will be knowledgeable 
of the requirements, policies and procedures of ADB and include all ADB projects in its annual 
audit program. However, the IAD will have to recruit more staff before it can expand its audit 
coverage. The performance of internal audits of all ADB programs and projects will be in 
addition to external audits.  
 
22. External Audit. It is mandatory for ADB funded projects to have the annual financial 
statements audited by independent auditors acceptable to ADB. The financial statements of the 
HRRIIP are audited annually by an independent external auditor appointed by the AGO and 
acceptable to ADB. External audits performed by the AGO through independent external 
auditors are in accordance with audit standards issued by the International Organization of 
Supreme Audit Institutions (INTOSAI) and accounting standards issued by the International 
Federation of Accountants (IFAC). This condition is expected to remain for the Investment 
Program. DOW will submit to ADB certified copies of audited annual project financial statements 
as well as the auditor report in English within six months of each financial year-end during 
implementation. The AGO has issued unqualified reports for previous financial years. 
 
23. Financial Reporting Systems. The DOW has recently upgraded its financial 
management system (FMS) from PGAS to IFMS. The new IFMS is the main business critical 
financial application that will enhance the coordination between DOW headquarters and the 
provinces. Moreover, the upgraded DOW system allows integration with the DOTR and shares 
budgetary items and expenditures through a monthly report system. Through the IFMS, DOTR 
will be able to monitor fund usage in real time. DOW plans to rollout the IFMS to the regions and 
provinces by the end of 2016. 

E. Disbursement Arrangements and Funds Flow 

24. The loan proceeds will be disbursed in accordance with ADB’s Loan Disbursement 
Handbook (2012, as amended from time to time)12 and detailed arrangements agreed upon 
between the Government and ADB. Online training for DOW staff and the PMO on 
disbursement policies and procedures is available at: 
http://wpqr4.adb.org/disbursement_elearning. DOW staff the PMO are encouraged to avail of 
this training to help ensure efficient disbursement and fiduciary control. 
 
25. Direct payment and reimbursement procedures will generally be used under the 
Investment Program. DOW will maintain project accounts and reimbursement will be forwarded 
to DOW maintained project accounts. The HRMG will coordinate internally within DOW to 
arrange allocation of counterpart funds for the approved tranches. The HRMG will be 

                                                
12 Available at: http://www.adb.org/Documents/Handbooks/Loan_Disbursement/loan-disbursement-final.pdf 

http://wpqr4.adb.org/disbursement_elearning
http://www.adb.org/Documents/Handbooks/Loan_Disbursement/loan-disbursement-final.pdf
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responsible for collecting supporting documents, preparing withdrawal applications and 
submitting to ADB through DOW. The DOTR will verify and endorse the withdrawal application 
before forwarding to the ADB for payment processing. 
 
26. Before the submission of the first withdrawal application (WA), the government should 
submit to ADB sufficient evidence of the authority of the person(s) who will sign the WAs on 
behalf of the government, together with the authenticated specimen signatures of each 
authorized person. The minimum value per withdrawal application is $100,000, equivalent 
individual payments below this amount should generally be paid by the EA/IA and subsequently 
claimed to ADB through reimbursement, unless otherwise accepted by ADB. The proposed 
funds flow for PNG is shown in Appendix 2. 
 

V. RISK DESCRIPTION AND RATING 

Risk Description Impact Likelihood 
Risk 

Assess-
ment 

Mitigation Measures 

Inherent Risk         

1. Country Specific  
   

 

1.1 Weak public financial 
management system due to 
the delayed implementation 
of the IFMS in all 
government departments. 
Some government 
departments still use PGAS 
which is not compatible to 
the IFMS 

Substantial Likely Substantial 

ADB supported strengthening 
of GoPNG PFM systems 
through the Financial 
Management Improvement 
Program. GoPNG should 
rollout IFMS to all government 
departments as soon as 
possible to get everyone 
online with the new FMS. 
Since IFMS is integrated with 
DOTR, it will be easier to 
check on activities within the 
government financial system.  

1.2 PNG’s shortage of 
foreign currency reserves, 
limited access to 
international credit markets, 
and heavy reliance on 
commodity prices suggest 
there is a significant 
macroeconomic country risk 
 

High Likely High 

Continuous monitoring by ADB 
of macroeconomic conditions; 
assessment of impacts of 
external shocks, particularly 
with respect to commodity 
prices; coordination with other 
development partners; and 
potentially other forms of 
assistance. 

1.3 Persistent lack of reliable 
accounting records due to 
shortage of skills in 
accounting and financial 
management 

High Likely High 

Upgrade skills capacity 
through rigorous training of 
finance and accounting 
personnel in accounting and 
financial management and 
reporting. Strengthen internal 
audit function to ensure that 
bank reconciliations are 
conducted regularly and on 
time. 
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1.4 Weak internal controls 
due to delays in the timely 
submission of annual 
financial statements for audit Substantial Likely Substantial 

Strict monitoring by DOTR on 
the timely preparation of 
annual financial reports. The 
rollout of the IFMS to all 
government departments will 
enhance coordination and 
monitoring by DOTR 

2. Entity Specific – Although 
DOW was one of the first 
departments to use the 
IFMS, this has not been 
rolled out to all the DOW 
regions and provinces 

Substantial Likely Substantial 

DOW plans to rollout IFMS to 
the regions and provinces by 
December 2016. DOW should 
exert efforts to keep to this 
schedule and in the meantime 
conduct rigorous training of 
regional and provincial DOW 
personnel on the use of the 
new system. 

Overall Inherent Risk 
  

Substantial   

Control Risk 
   

  

1. Implementing Entity – 
management and skills 
capacity in financial 
management is low 

Substantial Likely Substantial 

The ADB and DFAT have 
been providing capacity-
development and institutional 
support throughout the sector 
but more targeted training and 
capacity development should 
be conducted to address the 
low levels in skills and 
competency in financial 
management.  

2. Funds Flow –  GoPNG’s 
ability to provide counterpart 
funding is in question due to 
budget constraints resulting 
from lower than expected 
government revenues  

Substantial Likely  Substantial 

ADB’s direct payment will be 
adopted to pay ADB and EIB 
share of project cost. GoPNG 
assurance that adequate and 
timely counterpart funds are to 
be provided will be included in 
the loan agreement. Use of 
imprest account is not 
recommended 

3. Accounting Policies and 
Procedures – the project 
does not have written 
accounting policies and 
procedures 

Moderate Likely  Moderate 

Financial management is 
governed by the PFMA, 
however, it is recommended 
that the PMO develop a 
financial management manual 
that details all financial 
management and procurement 
procedures to ensure 
consistency in project 
implementation. 

4. Staffing - Lack of qualified 
finance and accounting 
personnel in the regions and 
provinces to implement the 
project 

Substantial Likely  Substantial 

Rigorous and targeted training 
of all finance and accounting 
staff in the regions and 
provincial office of DOW. 
Training should be conducted 
by DOTR personnel since they 
are the systems administrator 
for IFMS 
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5. Internal Audit – internal 
audit division in DOW is not 
performing audits of the 
project 

Substantial Likely  Substantial 

Internal audit unit in DOW 
should include the Investment 
Program in its annual audit 
plan to ensure that the outputs 
are being implemented 
according to ADB guidelines. 
Before this can be achieved, 
the internal audit division in 
DOW should be included in all 
ADB sponsored trainings on 
financial management and 
procurement and additional 
staff to perform audits will 
have to be recruited 

 

6. External Audit – financial 
statements were not 
prepared in accordance with 
international accounting 
standards and audit 
recommendations are not 
acted upon 

Substantial Likely  Substantial 

Audit reports and findings 
should be monitored and to 
immediately address issues 
identified.  

7. Reporting and Monitoring 
– delays in providing 
financial reports to DOW 
central office by regional and 
provincial offices 

Substantial Likely  Substantial 

Regular coordination meeting 
should be conducted by the 
PSC to thresh out problems 
early and to avoid delays in 
the preparation of reports. 
Include the project in the audit 
plan of the IAD 

8. Information Systems –  
DOW regional and provinces 
offices still use PGAS while 
DOW central office uses 
IFMS. The 2 systems are not 
compatible as the chart of 
accounts in PGAS differ from 
that of IFMS. Integration 
requires manual transfer of 
data into IFMS. This makes 
it prone to errors and fraud 
and cannot be relied upon 

Substantial Likely  Substantial 

DOW should hasten the 
implementation of the IFMIS to 
include all regional and 
provincial offices to have only 
a unified system. DOF should 
conduct training on the use of 
the IFMS 

Overall Control Risk     Substantial   

Overall (Combined) Risk     Substantial   

Source: Consultant’s Assessment 

 
VI. PROPOSED TIME-BOUND ACTION PLANS 

27. The following initial Financial Management Action Plan has been prepared based on the 
basic principles of sound financial management practices in the areas of (i) internal control, (ii) 
funds flow, (iii) accounting and financial reporting, and (iv) independent audits. This action plan 
will be updated annually based on discussions with the government as well as based on the 
results of the annual fiduciary reviews conducted. 
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Weakness Mitigating Action Responsibility Timeframe 

Staff capacity is low Intensive training on 
ADB procedures to 
include but not limited to 
financial management 
and procurement 

ADB 

Within six months of loan 
effectiveness 

Delays in the 
preparation of 
withdrawal 
applications will lead 
to insufficient funds 

Ensure that project 
related expenditures are 
liquidated more 
frequently to ensure that 
DOW main trust account 
and sub-accounts will be 
replenished on time.  

DOW 

Monthly monitoring 

Lack of regular 
internal audits of 
project accounts 

Mandate the internal 
audit division of the 
DOW to conduct 
monthly audits of the 
project to ensure that all 
financial transactions 
comply with established 
policies and procedures DOW 

At loan effectiveness, DOW will 
mandate the internal audit 
division to include the project in 
its annual audit plan and to 
conduct regular monthly audits. 
This will be included as part of 
the loan covenants. 
 
DOW to ensure that the internal 
audit division will have sufficient 
and capable staff in the internal 
audit unit to perform the 
increased tasks. New internal 
auditors to be hired at loan 
effectiveness 

External Audit 
observations are not 
being acted upon 

Rigorous monitoring by 
DOW and DOF of any 
current external audit 
observations and audit 
issues should be 
resolved quickly. 

DOW and PSC 

Annual Monitoring 

Use of a unified 
financial 
management 
reporting system 

Immediate rollout of the 
IFMS to the regions and 
provinces 

 

DOW and DOTR 

Prior to loan effectiveness 

Source: Consultant’s Assessment 

 
VII. SUGGESTED FINANCIAL MANAGEMENT COVENANTS 

28. The following are the suggested to be included as part of the financial management 
covenants: 
 

a) DOW to mandate the IAD to include the Investment Program in its annual audit plan 
and to conduct regular audits of project accounts. 

b) DOW to ensure that the IAD will have sufficient funds and qualified internal auditors 
to perform the increased task. 

c) DOW to ensure the use of a unified financial management system will be in use 
throughout the DOW headquarters and regional and provincial branches prior to the 
start of project implementation  
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d) DOTR and DOW should conduct targeted training of finance and accounting 
personnel on the IFMS in the regions and provinces 
 

VIII. CONCLUSION 

29. The proposed Multi-tranche Financing Facility for the Sustainable Highlands Highway 
Investment Program will support: (i) the restoration, upgrading and effective maintenance of 
about 430 kilometers of 2-lane rural highway from Lae Nadzab airport to Kagamuga airport in 
Mt. Hagen, (ii) improve road safety for vehicles and vehicle passengers on the Highlands 
Highway, (iii) improve transport logistics and services and strengthen value chain for domestic 
and international trade, and (iv) improve project management and institutional capacity. 
However, the results of the Financial Management and Internal Control Risk Assessment for the 
proposed Investment Program identified several financial management risks in staffing, 
reporting and monitoring, information systems, audits and funds flow. The overall inherent risk 
was assessed to be substantial and project risks were also assessed to be substantial. The 
overall combined risk was also assessed to be substantial. Although several major financial 
management risks were identified, the proposed mitigating measures are sufficient for the 
satisfactory implementation of the Investment Program. The summary of the risks and mitigating 
measures are presented in the table below. 
 

Weakness Risk Rating Mitigating Measure 

Funds Flow –  GoPNGs ability to 
provide counterpart funding due to 
budget constraints resulting from 
lower than expected government 
revenues from mineral exports 

Substantial 

ADB’s direct payment will be adopted to pay 
ADB’s share of Investment Program cost. 
GoPNG assurance that adequate and timely 
counterpart funds are to be provided will be 
included in the loan agreement. Use of imprest 
accounts are not recommended. 

Staffing - lack of qualified staff to 
implement financial management 
responsibilities in the provinces and 
districts 
 

Substantial 
 

Rigorous training of all finance and accounting 
staff in the regions and provincial office of DOW. 
Training should be conducted by DOTR 
personnel since they are the systems 
administrator for IFMS 

Reporting and Monitoring – delays 
in providing financial reports to 
DOW central office from regional 
and provincial offices  

Substantial 
 

Regular coordination meeting should be 
conducted between DOW regional and provincial 
staff to thresh out problems early and to avoid 
delays in the preparation of reports. Include the 
project in the audit plan of the IAD 

Internal and External Audits- lack of 
internal audits of project accounts 
and audit observations not being 
acted upon 

Substantial 
 

Internal audit of the Investment Program should 
be included in the annual audit plan of the IAD 
and external audit reports and findings should be 
monitored and to immediately address issues 
identified.  

Information Systems –  DOW 
regional and provinces offices still 
use PGAS while DOW central office 
uses IFMS. The two systems are 
not compatible as the chart of 
accounts in PGAS differ from that of 
IFMS. Integration requires manual 
transfer of data into IFMS. This 
makes it prone to errors and fraud 
and cannot be relied upon 

Substantial DOW should hasten the implementation of the 
IFMIS to include all regional and provincial 
offices to have only a unified system 





 

 

Appendix 1 

 
Table 1: Financial Management Assessment Questionnaire13 

 

Topic Response Remarks 

1.       Implementing Agency 

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

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

Not applicable  

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

Not applicable  

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

Yes, ADB HRRIIP  

1.5 Briefly describe the statutory reporting requirements 
for the entity? 

Prepares reports and 
accounts for D and D 

 

1.6     Describe the regulatory or supervisory agency of the 
entity. 

  

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

ADB project office under 
operations division 

 

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

See Appendix   

1.9     Describe the code of ethics in place. Not applicable  

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

Not applicable  

2.       Funds Flow Arrangements 

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

See flow of funds chart in 
Appendix 2 

 

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

Yes  

2.3     Are the disbursement methods appropriate? Yes by direct payment  

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

None  

2.5 In which bank will the Imprest Account be opened? Not applicable  

                                                
13 The responses to this questionnaire describe the existing situation in the DOW under its present legal status, 

structure and staffing.  
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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 

 Handling large volume of transactions 

 Issuing detailed monthly bank statements promptly 
 
 

Not applicable  

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

Not applicable Ask Mano if there is 
ceiling for disbursement 

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

Yes HRRIIP  HRRIIP is also a multi 
financing facility 

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 ADBs loan disbursement 
handbook? Identify any concern or uncertainty 
about the PIUs administrative and accounting 
capability which would support the establishment of 
a ceiling on the use of the SOE procedure. 

Yes but utilize direct 
payment method instead of 
imprest account 

 

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

Yes  

2.11 How are the counterpart funds accessed?   

2.12 How are payments made from the counterpart 
funds? 

Payments have to be 
approved by DOTR to 
ensure fund availability to 
pay contractors 

 

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

Not applicable  

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), are proper guidelines 
formulated to record and value the labor 
contribution? 

Not applicable  

3.       Staffing  

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

Organizational structure of 
the program will utilize 
existing structure of HRRIIP. 
See organizational chart in 
Appendix 3 

 

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

Yes existing staff will be 
assigned to the project and 
will recruit new staff as 
required 
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3.3  Describe the (proposed) accounts staff, including 
job title, responsibilities, educational background 
and professional experience. Attach job descriptions 
and CVs of key accounting staff. 

See organizational chart in 
Appendix 3 

 

3.4  Is the project finance and accounting function 
staffed adequately? 

Yes  

3.5  Are the finance and accounts staff adequately 
qualified and experienced? 

Yes  

3.6  Are the project accounts and finance staff trained in 
ADB procedures? 

Yes  

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

Annual contract   

3.8  Identify key positions not contracted yet, and the 
estimated date of appointment. 

 None  

3.9     For new staff, describe the proposed project finance 
and accounting staff, including job title, 
responsibilities, educational background and 
professional experience. Attach job descriptions. 

No new staff to be recruited 
at this time 

 

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

Yes  

3.11  What is the turnover rate for finance and accounting 
staff? 

Low  

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

Staff undergo training on 
ADB procedures. Some staff 
were allowed to pursue 
university degree and paid 
for by DOW 

 

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

All trainings provided by ADB 
at start of project 
implementation 

 

4.       Accounting Policies and Procedures  

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

DOW utilizes the Integrated 
Financial Management 
System (IFMS) developed by 
the DOTR. The IFMS is 
intended to be used 
throughout the whole 
government. The investment 
program will also use this 
system 
 

 

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

Yes since all payments 
should be approved by the 
DOF. No approval no 
payment 

 

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

Yes chart of accounts for 
projects have been 
incorporated in the IFMS 
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4.4  Are cost allocations to the various funding sources 
made accurately and in accordance with established 
agreements? 

Yes  

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

 Yes  

4.6 Describe the EAs policy for retention of accounting 
records including supporting documents (e.g. ADBs 
policy requires that all documents should be 
retained 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’ 
access? 

Retention of financial records 
is up to 5 years 

 

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

The 2014 external audit 
reports that financial 
statements were not 
prepared in accordance with 
international accounting 
standards 

 

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; and (iii) custody of assets 
involved in the transaction? 

(i)  Yes 
(ii)  Yes 
(iii) 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 provide a meaningful tool with 
which to monitor subsequent performance? 

Yes   

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

Yes  

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

No because once budgeted 
no additional budget will be 
provided  

 

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

Not applicable  

4.15  Who is responsible for preparation and approval of 
budgets? 

Each division is responsible 
for preparing the budget 
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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? 

Yes procedures are in place 
to plan project activities. And 
prepare annual budgets 

DOW will submit 
proposed budget to the 
DNPM. DNPM will 
review budget and adjust 
budget as necessary. 
After budget is approved 
this is forwarded to the 
DOTR approving the 
release of warrants. The 
funds are then release to 
nominated trust accounts 

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 
 
 
 
No 
 
 
 
Yes 
 
 
 
There is under budgeting in 
the last two years due to 
funding constraints as 
expected government 
revenues from mineral 
exports were not realized 

 

Payments 

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

(i)   Yes 
 
(ii)  Yes 
 
(iii)  Yes 
 
(iv)  Yes 

 

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

Yes  

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

Payroll is done by the 
Department of Personnel 
Management for the whole of 
the government. Only 
salaries of casual employees 
are processed and paid by 
DOW  

 

Policies And Procedures 

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

Cash basis  
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4.22  What accounting standards are followed 
(International Financial Reporting Standards, 
International Public Sector Accounting Standards – 
cash or accrual or national accounting standards or 
other? 

National standards  

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

All policies concerning 
accounting and financial 
management is based on the 
Public Financial 
Management Act (PFMA) 
that is revised from time to 
time. The DOW and the 
project will follow the PFMA 

 

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

Yes PFMA  

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

Yes  

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

Yes PFMA  

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 

  

Cash and Bank 

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

  

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

Yes  

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? 

No cash is handled except in 
extra ordinary situations such 
as where there is no bank in 
the area 

 

4.33  Are bank and cash reconciled on a monthly basis or 
more often? 

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

Bank reconciliations are 
done by the accounts 
division. No cash is handled 
except in extra ordinary 
situations such as where 
there is no bank in the area 

 

4.34 Are all reconciling items approved and recorded? Since accounting is done on 
cash basis there are no 
reconciling items 

 

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

Not Applicable  

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

Not Applicable  
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4.37   Are there appropriate controls in safekeeping of 
unused cheques, USB keys and passwords, official 
receipts and invoices? 

Yes, all cheques are held by 
the IT division for 
safekeeping and only drawn 
when needed 

 

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 passwords and access controls 

Since DOF is the systems 
administrator of the IFMS 
they control access 

 

Safeguard over Assets 

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

Policies and procedures 
being implemented are 
according to the Public 
Financial Management Act 

 

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

Yes as far as project assets 
such as vehicles and office 
equipment 

 

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

There is only one record  

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

Yes annually  

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

Not Applicable  

4.45 Describe the policies and procedures in disposal of 
assets. Is the disposal of each asset appropriately 
approved and recorded? Are steps immediately 
taken to locate lost or repair broken assets? 

Not Applicable  

4.46  Are the assets sufficiently covered by insurance 
policies? 

No insurance  

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

DOW does not record 
depreciation 

 

Other Offices and Implementing Entities   

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

DOW has regional and 
provincial offices 

Mt. Hagen is the DOW 
regional headquarters 

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

None There should be a 
financial management 
manual in the project to 
ensure that all the staff 
are aware on their job 
responsibilities and 
accountabilities 

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  
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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? 

The IFMS is still in the 
process of being rolled out to 
the regions and provinces. 
The target is by end of the 
year 

The IFMS is dependent 
on the availability and 
speed of the internet 
connection in the area. 
Since some areas are 
remote, reliability of the 
internet connect could be 
low 

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. 

There is currently no 
arrangement between 
different offices/implementing 
agencies 

 

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

Not Applicable  

Contract Management and Accounting   

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

Yes the agency maintains 
contract wide records and 
consistent with physical 
outputs 

 

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

Yes  

Other   

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. 

None  

5.  Internal Audit   

5.1  Is there an internal audit department in the entity? Yes  

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

Of the eight auditors two are 
CPAs, and two with 
accounting degree but not 
CPAs 

A total of 13 staff are 
planned this year 

5.3  To whom does the internal auditor report? DOW secretary and audit 
committee 

 

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

No  

5.5  Are actions taken on the internal audit findings? Yes but about 75% 
compliance 

 

5.6      What is the scope of the internal audit program? Financial, compliance and 
technical audit 

Technical audit was only 
recently introduced 

5.7      Is the IA department independent? Yes  

5.8      Do they perform pre-audit of transactions? No post audits once a year  
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5.9      Who approves the internal audit program? Audit committee Audit committee is 
composed of 
representative of the 
Auditor General, DOF 
and two independent 
audit members 

5.10    What standards guide the internal audit program? Institute of Internal Auditors 
and DOTR 

 

5.11    How are audit deficiencies tracked? Through follow-up audits the 
following year 

 

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

Two are over 20 years and 
the rest less than five years 

 

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

No  

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

All meetings with audit 
committee and management 

 

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

Yes. Issues range from 
misplaced records due to 
poor filing or records 
borrowed and never returned 

IA has proposed to the 
DOTR through the audit 
committee to include in 
the IFMS a registry of 
records so that copies 
will be available even If 
the original is lost 

5.16   Does the auditor have sufficient knowledge and 
understanding of ADBs guidelines and procedures, 
including the disbursement guidelines and 
procedures?                                                   

No They have never 
participated in any ADB 
sponsored training on 
ADB guidelines and 
procedures, thus they 
request that they be 
included in future ADB 
trainings 

6.  External Audit   

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

Auditor General Office Three years contract 

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

No  

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

No  

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

Yes for 2014  

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

No  

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 the audit 
services? 

No  
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6.7  Has the external auditor expressed any issues on 
the availability of complete records and supporting 
documents? 

Yes. Some vouchers are 
missing/ misplaced in the 
accounts division. The 
division is the custodian of 
records 

 

6.8  Does the external auditor have sufficient knowledge 
and understanding of ADBs guidelines and 
procedures, including the disbursement guidelines 
and procedures? 

Yes  

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? 

Yes   

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? 

Auditor General Office 
Appoint an independent 
auditor 

Philane Accounting has 
audited the HRRIIP for 
the past three years 

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

Not conclusive Only 2014 audit was 
provided so cannot 
ascertain if there were 
previous 
recommendations not 
implemented 

6.12   Is the project subject to any kind audit from an 
independent government entity (e.g. Supreme audit 
institution) in addition to the external audit? 

No  

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? 

Auditor General Office made 
the TOR for the annual audit 

 

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

Yes  

6.15   Does the external auditor have sufficient knowledge 
and understanding of ADBs guidelines and 
procedures, including the disbursement guidelines 
and procedures 

Yes  

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

Yes  

6.17   (for second and subsequent projects) 
          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? 

  

7.  Reporting and Monitoring   

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

Yes according to National 
standards 

IFMS 

7.2  Are financial statements prepared for the 
implementing unit? 

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

Yes financial statements are 
prepared once a year 

 

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

Yes  

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

Yes  

7.6  Are financial management reports used by 
management? 

Yes  

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

Yes  

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? 

Financial reports prepared 
through the IFMS 

 

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

No  

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 management system computerized? Yes  

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

IFMS commissioned by the 
DOF and customized for the 
operations of GoPNG 

 

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

IFMS covers most of DOW 
but will include the regional 
offices by end of the year 

Usage dependent on 
internet connection 

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? 

The project financial data is 
integrated through the IFMS 
software. Data is inputted 
directly.  

Since DOTR is the 
systems administrator of 
the IFMS, only DOF 
personnel can make 
changes to the data. 
DOW can only input data 
but not revise/delete 
when entered in the 
software 

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? 

Yes directly  

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

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

DOW has an IT division that 
is responsible for the IFMS 

 

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

Yes  

8.9     Are there back-up procedures in place? Yes  

8.10   Describe back up procedures – online storage, 
offsite storage, offshore storage, fire, earthquake 
and calamity protection for backups? 

Onsite storage  
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Director

International Team 
Leader

Social Safeguards 
Specialist

Project Manager

PROJECT MANAGEMENT OFFICE

Procurements 
Specialist

Environment 
Safeguards 
Specialist

Principal Engineer

Bridge Engineer

Roads Engineer

Geotechnical 
Engineer

Financial 
Management 

Specialist
Supervising Engineer

X 4

Specialist Roads 
Engineer 

x 2

Bridge Engineer
X 1

Social Safeguards 
Officer

 x 2

Environment 
Safeguards Officer

 x 2

Project Accountant 
x 2

Finance and 
Administration 

Officer

External Audit

Reports Design

Workforce Change 
Management

Road Safety 
Advisor

DS Corporate Services

Secretary
DOW

STEERING 
COMMITTEE RTATreasury

DOW-NRA Road 
Maintenance 

Review
RTA

NOTE:
1. Consulting positions may be short term and / or periodic
2. Number of person-months will depend on budget and feedback from DOW
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