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EXECUTIVE SUMMARY 

1. A financial management assessment (FMA) was conducted between January 2020 and 
December 2020 in accordance with ADB’s guidelines.1 The Council for Administration of the 
Infrastructure Fund (CAFI), composed of Ministry of Planning and Strategic Investment (MPSI, 
chair ministry), Ministry of Finance (MOF), Ministry of Public Works (MPW), and Ministry of 
Transport and Communication (MTC), will be the executing agency (EA), the Ministry of Public 
Works (MPW) is the implementing agency (IA), and Electricidade de Timor-Leste (EDTL) is the 
project implementing unit (PIU). A dedicated power sector project management unit (PMU) will 
be established within EDTL to manage the day-to-day operations of the project. The FMA 
considered the capacity of the EA, IA and PIU with respect to funds-flow arrangements, staffing, 
accounting and financial reporting systems, financial information systems, and internal and 
external auditing arrangements.2  

 
2. Whilst public financial management in Timor-Leste is broadly adequate, there is a lack of 
transparency with respect to public finances and service delivery performance. Approval 
processes are cumbersome and time-consuming, and budget out-turn performance is poor. From 
the project’s perspective, the fact that the sector-specific PMU has not yet been established 
presents a high risk. The transition of EDTL to an autonomous commercial entity and the 
associated institutional reforms represents a risk to the project. 

 
3. The overall pre-mitigation financial management risk is assessed as high and the following 
financial management action plan is proposed.  
 

Table 1: Financial Management Action Plan 

Risk Description Mitigation Actions Responsibility Timeframe 

Delays may occur as a 
consequence of the 
transition of EDTL from 
government department to 
state-owned company  

Establishment of the energy sector 
PMU is critical to ensure that the 
project is not unnecessarily 
impacted by reform of the sector 
and to manage advanced 
procurement actions. ADB’s 
technical assistance to the reform 
process provides ADB with 
additional scrutiny and visibility 
(footnote 3).  

ADB and the 
government  

Energy sector 
PMU established
 by 1 June 2021   

  

Poor implementation 
performance due to a lack 

of EDTL experience in 
implementing 
development partner 
projects  

Appoint experienced finance and 

accounting advisors within the 
Project Supervision Consultants 

(PSC), and experienced finance 

and accounting staff to the 
PMU. Key PMU staff to undertake 
training in ADB procurement, 
disbursement and financial 
management procedures.  

ADB, MPW and 
EDTL  

PMU staff 
appointed 3 
months before of 
loan 

effectiveness.  
PSC engaged 
within 6 months 
of loan 

effectiveness.  

 
1 ADB. 2019. Financial Analysis and Evaluation – Technical Guidance Note. Manila; ADB. 2015. Financial 

Management Technical Guidance Note – Financial Management Assessment. Manila 
2 Execution of this FMA was impinged upon by the COVID-19 pandemic. Consequently, it has drawn heavily from an 

FMA undertaken in August 2016 as part of the project preparatory activities for Timor-Leste: Dili to Baucau Highway 
Project.  



 
 

 

 

Risk Description Mitigation Actions Responsibility Timeframe 

Training 
delivered within 
12 months 
of mobilization of 
PSC  
  

Poor corporate 
governance and lack of 
internal controls prevents 
project from achieving the 
project outcome 

A transparent corporate 
governance structure will be 
implemented and the project will 
be included in the annual work 
program of the EDTL internal audit 
department. Further, all paperwork 
(in relation to payments) passes 
through the Ministry of Finance, 
providing an additional level of 
scrutiny.  
  

ADB, MPW and 
EDTL  
  

January 2022  

Delays in the approval of 
the national budget are 
not uncommon; delays of 
up to 8 months have been 
experienced. This 
presents the risk that 
counterpart funding is not 
available when required.  
 

A loan assurance has been 
included to address and mitigate   
this risk  

ADB, MOF and 
MPW.  

At loan signing  

Systems and operating 
procedures for financial 
reporting and asset 
management are yet to be 
established at EDTL.   

An effective management 
information system (MIS) for 
financial reporting and asset 
management to be established. 
ADB will monitor and support the 
corporatization process. PSC to 
draft guidelines, procedures, and 
operating manuals for PMU staff 
on financial management related 
tasks. 

ADB and EDTL By operational 
separation date 
of EDTL from 
MPW 

 

4. The following assurances/convenants are proposed to mitigate the risks associated with 
the corporatization process, financial management processes, and the financial sustainability of 
the project: 

i) The  Borrower  shall  ensure,  or  cause  the  Implementing Agency  to  ensure,  that  
(a)  all positions identified as key personnel within the PMU, as set forth in the PAM, 
are filled no later than 6 months after the Effective Date by individuals with adequate 
skills and expertise relevant to each position; and (b) vacancies in such positions, 
should they occur, are filled within 3 months. 

ii) The Borrower shall make available, through budgetary allocations or other means, all 
counterpart funds required for the timely and effective implementation of the Project, 
including funds  required  to  (a)  meet  additional  costs  arising  from  design  changes,  
price  escalation  in construction costs or other unforeseen circumstances; (b) ensure 
the Project Executing Agency, Implementing Agency, and Implementing Unit have 
sufficient funds to satisfy liabilities arising from any Works, Goods and/or  Consulting  



 

 
 

 

Services  contract;  and  (c)  ensure  effective  and  periodic  operation  and 
maintenance of the Project facilities, both during and after completion of the Project; 

iii) The Borrower shall ensure, or cause the Implementing Agency to ensure (a) 
development of the Corporatization and Financial Sustainability Plan, including but not 
limited to (i) a time-bound plan for transfer of assets and liabilities, establishment of 
governance and staffing arrangements, and securing managerial autonomy; and (ii) 
annual budgetary allocation from the Borrower to the Implementing Unit to ensure 
sufficient resources to operate and maintain the existing electricity generation, 
transmission and distribution network, based on forecasted revenue and expenditure 
of the Implementing Unit; (b) finalization and approval of the Corporatization and 
Financial Sustainability Plan by all requisite authorities no later than 6 months after the 
Effective Date; (c) implementation of such plan in accordance with its terms, with semi-
annual updates submitted to ADB on progress achieved in implementing such plan; 
and (d) annual updates to the Corporatization and Financial Sustainability Plan to 
reflect, amongst other things, the forecasted revenue and expenditures of the 
Implementing Unit for the succeeding financial year. 





 

 
 

 

I. INTRODUCTION 

1. This Financial Management Assessment (FMA) has been prepared in accordance with 
ADB’s guidelines3 in between January 2020 and December 2020. It aims to assess whether the 
relevant entities have adequate capacity to satisfactorily function as executing agency (EA), 
implementing agency (IA) and the project implementing unit (PIU) respectively for the proposed 
loan, in the areas of planning and budgeting, management and financial accounting, reporting, 
auditing, and internal controls. The FMA also includes a review of proposed disbursement and 
funds-flow arrangements and identifies measures for addressing identified deficiencies. 

II. PROJECT DESCRIPTION 

2. The project includes the following physical components:  
 

a. Deployment of smart meters including automatic meter reading (AMR) and 
advanced meter infrastructure (AMI); 

b. Upgrading of distribution network and rehabilitation of regional office buildings; 
c. Construction of a distribution control and dispatch center in Dili and installation 

of distribution automation system (DAS); and 
d. Establishment of a distribution management information system (DMIS). 
 

3. An institutional strengthening component is also included, covering staff training, 
development of guidelines and operations manuals for DAS, AMR, AMI, DMIS, and the dispatch 
and control center, and the establishment of electricity grid codes. 
 
4. ADB will provide a $35 million loan from its ordinary capital resources facility to finance all 
project components except component (b) from the list above. 

III. COUNTRY FINANCIAL MANAGEMENT ISSUES 

5. A substantive public expenditure and financial accountability (PEFA) assessment was 
undertaken by the World Bank between June 2018 and July 2019 and the period of analysis was 
2015, 2016 and 2017.4  This was a comprehensive update from the 2013 assessment.  The PEFA 
assessment provides ratings from “A” to “D” for aspects of Timor-Leste’s PFM.  The ratings for 
the PFM performance indicators are based on the criteria set out in Table 2. The PEFA 
assessment scores are set out in Table 3. 
 

Table 2: Summary of PEFA Performance Rating Criteria 

Rating  Criteria 

A High level of performance that meets good international practices  

B  Sound performance above the basic level  

C  
Basic level of performance broadly consistent with good 

international practices  

D  
Either less than the basic level of performance or insufficient 

information to score  

 

 
3 ADB. 2015. Financial Management Technical Guidance Note – Financial Management Assessment. Manila 
4 The World Bank. 2018. Timor-Leste - Public Expenditure and Financial Accountability (PEFA) Assessment 2018 – 

Public Financial Management Performance Report 2018. Washington. 
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6. The assessment identified PFM areas that require strengthening in Timor-Leste. In 
summary, the assessment report noted that overall performance has stalled and even 
deteriorated in specific areas since the 2013 assessment, despite some progress on reforms. 
Nine of the 31 indicators score C or C+, with seven indicators above the basic standard (with a 
score of B or A) and 15 indicators signal a weak performance (with D or D+). Table 3 summarizes 
the PEFA performance measurement framework 
 
A. Strengths identified 

7. Strengths identified related to the budget documentation and public access to budget 
information. A solid capacity to prepare budget projections of macroeconomic and fiscal 
performance was noted. Accounting and reporting for revenue is supported by a robust integrated 
treasury cash and expenditure management function, managed through a treasury single account 
(TSA). Control activities exist relating to cash management, payments systems under the 
Treasury department are good, and ex-post budget scrutiny is supported by a relatively effective 
oversight function through the external audit process and Parliament. 
 
8. The assessment noted the following areas of improvement since the previous (2013) 
assessment: 
 

• Aggregate expenditure outturn. 

• Reducing the extent of unreported government operations through increased treasury 
single account coverage. 

• Oversight of aggregate fiscal risks.  

• Effectiveness of measures for taxpayer registration and assessment. 

• Recording and management of cash balances, debt and guarantees. 

• Effectiveness of internal controls for non-salary expenditures. 

• Effectiveness of internal audit. 
 
B. Weaknesses Identified 

9. Budget reliability.  The main weakness identified with respect to budget reliability was 
the expenditure composition outturn. Outturn performance by both function and economic type 
were rated “D” in the assessment.  The main reasons identified for this poor performance were 
the increase in the number of autonomous public agencies from 2016 onwards, the administrative 
and financial decentralization process, and the establishment of municipal budgets in 2017. As a 
result, central ministries transferred part of their budget allocation to municipal budgets, including 
for services previously budgeted under the Ministry of State Administration. The outturn in the 
capital development budget was very poor and public transfers also contributed significantly to 
the overall variance. 
 
10. Transparency of public finances.  The extent to which service delivery performance is 
assessed and reported to the public was identified as a particular weakness. Quarterly annual 
action plans (AAP) implementation progress reports are for internal use only and are not 
published. Progress against AAP is self-reported with no further data quality control, calling into 
question their reliability. The Chart of Accounts does not allow tracking of resources received at 
service delivery level. There is no systematic performance evaluation of service delivery agencies. 
The government units in charge of internal control and performance measurement do not have 
yet the capacity to report on performance. Internal Audit Services within line ministries have been 
largely focusing on inspections and internal investigations. Performance achieved for service 



3 
 

 
 

 

delivery, resources received by service delivery units and performance evaluation for service 
delivery were all scored “D”, as was public access to fiscal information.  
 
11. Management of assets and liabilities.  There are no monitoring systems in place to 
review and assess information provided by subnational governments. Quantification of contingent 
liabilities in financial reports does not occur. Information concerning the capital costs of major 
investment projects is not included in budget documents and it is unclear if the total costs and 
physical progress of major investments are monitored. The government maintains fragmented 
registers of some of its fixed assets in various line ministries, without including information on their 
usage and age. Relevant indicators for these dimensions were rated “D” in the assessment. 
 
12. Policy-based fiscal strategy and budgeting. The assessment noted that the 
Government prepares estimates of the fiscal impact of revenue and expenditure policy 
adjustments for the current budget year, but not all policy decisions are included and not for the 
following two fiscal years. Further, the government has developed elements of a fiscal strategy 
but has not established a consistent and consolidated fiscal strategy with qualitative and 
quantitative objectives for fiscal policy. Annual budget include expenditure estimates by 
administrative and economic classification, but the most part estimates are made by applying a 
fixed increase to previous years’ budgets. Expenditures ceilings are approved at aggregate level 
and for some budget categories at ministry level before the first budget circular is issued, but only 
for the upcoming budget year and not for the two following fiscal years. Medium-term strategic 
plans are not consistently formulated across all sectors and investment plans are not grounded 
in reality. Budget documents do not provide clarity with respect to changes to aggregate 
expenditure estimates between the second year of the last medium-term budget and the first year 
of the current medium-term budget. Budget calendars are not strictly adhered to, budget circulars 
have been issued late in recent years and have not incuded budget ceilings, and budget proposals 
are routinely submitted to Parliament less than a month before the start of the fiscal year. Relevant 
indicators for these dimensions were rated “D” in the assessment. 
 
13. Predictability and control in budget execution. The assessment was critical of payroll 
controls, procurement and internal audit. Integrity of information remains an issue and no internal 
audits have been performed for at least the last three years. The centralized procurement 
database managed by MOF is not systematically used and updated in a timely manner The extent 
to which procurement was competitive was unclear to assessors. Government procurement plans, 
data on resolution of complaints and annual procurement statistics are not published, and there 
is insufficient information to determine the extent to which contract award information is published. 
Procurement complaints are to be acknowledged and solved by the procuring entity; that is, 
complaints are not reviewed by a body that is not involved in any capacity in procurement 
transactions or in the process leading to contract decisions. There is currently no comprehensive 
regulatory framework for the internal audit function in the Government. Direct coverage under the 
MoF represents less than 50 percent of all budget outturns. Internal audit activities are primarily 
focused on financial compliance, but there is no evidence of  adherence to the standards applied 
in the reports produced by the Office of Internal Audit (GAI). Relevant indicators for these 
dimensions were rated “D” in the assessment. 
 
14. Accounting and reporting. In general, all active central government bank accounts are 
reconciled annually but there is no systematic control over the process and delays can occur. 
Some delay is noted in quarterly finance reports, particularly the Q4 report. Relevant indicators 
for these dimensions were rated “D” in the assessment.  

 
15.  The government adopted the full cash basis of the International Public Sector Accounting 
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Standards (IPSAS) in 2012. Financial reports are confirmed to be compliant with IPSAS cash 
basis accounting standard and are prepared in accordance with the Budget and Financial 
Management Law. However, compliance with IPSAS could be further improved. The score for 
this dimension is rated “A” in the assessment. 
  
16. External scrutiny and audit.  Financial reports of government entities representing most 
total expenditures and revenues have been audited during the last three completed fiscal years. 
The Câmara de Contas (CdC) operates as Timor-Leste’s Supreme Audit Institution (SAI) and has 
a mandate to conduct financial audits of all central government entities. By law, the CdC operates 
independently with respect to procedures for the planning of audit engagements, arrangements 
for publicizing reports, and the approval and execution of its budget. It has has unrestricted and 
timely access to records, documentation and information. However, the assessment notes that 
the appointment and removal of the Head of the CdC by the President – and not by the Parliament 
– raises an issue of political independence.  The assessment also notes that hearings on audit 
findings are not regular, do not follow a prearranged schedule, and have questionable depth. 
Relevant indicators for these dimensions were rated “D” in the assessment. 
 

 Table 3: Summary of PEFA Performance Measurement Framework 

PFM Performance Indicator  
Overall 
Rating  

Pillar One: Budget Reliability   

PI-1 Aggregate expenditure outturn  C 

PI-2 Expenditure composition outturn  D+ 

PI-3 Revenue outturn  B+ 

Pillar Two: Transparency of Public Finances   

PI-4 Budget classification  C 

PI-5 Budget documentation  B 

PI-6 Central government operations outside financial reports  A 

PI-7 Transfers to subnational governments  C+ 

PI-8 Performance information for service delivery  D 

PI-9 Public access to fiscal information  D 

Pillar Three: Management of Assets and Liabilities   

PI-10 Fiscal risk reporting  D+ 

PI-11 Public investment management  D+ 

PI-12 Public asset management  C 

PI-13 Debt management  B 

Pillar Four: Policy-based Fiscal Strategy and Budgeting   

PI-14 Macroeconomic and fiscal forecasting  C 

PI-15 Fiscal strategy  D 

PI-16 Medium-term perspective in expenditure budgeting  D 

PI-17 Budget preparation process  D 

PI-18 Parliamentary scrutiny of budgets  C+ 

Pillar Five: Predictability and control in budget execution   

PI-19 Revenue administration  D+ 
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PI-20 Accounting for revenue  A 

PI-21 Predictability of in-year resource allocation  B+ 

PI-22 Expenditure arrears  D 

PI-23 Payroll controls  D+ 

PI-24 Procurement management  D 

PI-25 Internal controls on non-salary expenditure  B+ 

PI-26 Internal audit  D 

Pillar Six: Accounting and reporting   

PI-27 Financial data integrity  C+ 

PI-28 In-year budget reports  D+ 

PI-29 Annual financial reports  C+ 

Pillar Seven: External Scrutiny and Audit   

PI-30 External audit  D+ 

PI-31 Parliamentary scrutiny of audit reports  C 

Source: World Bank 2018, Washington. 

 
 
C. Public Financial Management Reform 

17. According to the PEFA assessment, between 2014 and 2017 the Ministry of Finance 
focused on three main reform initiatives: fiscal reform, performance management reform and 
program-based budgeting. The fiscal reform has the objective of diversifying revenue sources 
and supporting fiscal sustainability. Activities are coordinated by the Fiscal Reform Commission 
(FRC), a technical body supported by ADB and the EU, to work with the relevant government 
agencies and coordinate the reform process. Initial focus was on the reform of revenue 
administration and legal frameworks. The assessment reports that good progress has been made 
with customs reform, however the modernization of tax administration has made slower progress, 
and draft legislation had not been approved by the Council of Ministers at the time the assessment 
was published.  
 
18. Performance-based budgeting reform started in 2015 as an initiative from the Prime 
Minister’s Office to focus the government’s strategic priorities on service delivery, with the 
objective of introducing a programmatic and activity-based dimension to the budget process, to 
measure outputs and report on performance. In 2017, a budgetary governance roadmap prepared 
by the Organisation for Economic Cooperation and Development (OECD) was approved by the 
government. The administrative decentralization and financial deconcentration process, which 
has been a government priority since 2014, is still ongoing. Successive governments completed 
the deconcentration of most PFM functions to line ministries, APAs and municipalities between 
2016 and 2018. Training was delivered to municipalities in different PFM areas, FMIS was 
implemented in all agencies and municipalities, along with a focus on payment, full devolution of 
procurement and internal controls. Financial reporting by the municipalities is still being monitored 
by Treasury on the practices in accounting and reporting functions. Since 2018, municipalities 
produce their own budget. All municipalities have an internet connection and access to 
FreeBalance. 
 
19. The assessment notes that efforts have been made to strengthen government information 
systems and integrate them under one FMIS architecture. In 2018, MOF and the Civil Service 
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Commission (CSC) initiated the process to connect the FreeBalance Government Resource 
Planning (GRP) system and the Integrated System for Public Administration Management 
(SIGAP), which will allow the automatization of the alignment between the CSC database and the 
payroll system. At the same time, a process was launched to allow automated payments by 
connecting FreeBalance to the Central Bank’s payment system (R-Timor). Other upgrades are 
ongoing. 

IV. PROJECT FINANCIAL MANAGEMENT SYSTEM 

A. Institutional Context 

20. MPW has been the IA for a number of projects in various sectors including transport, water 
supply and sanitation in the past.5 However, as MPW’s capacity is inadequate in the areas of 
financial management and project management, projects have always been managed through 
project management units (PMU).  
 
21. The fiscal year (FY) for the central government is from 1 January to 31 December. For 
MPW and other central ministries and departments, the government has a highly centralized 
payments and payroll system located in the MOF. All transactions are processed by MOF 
Treasury staff. Accounting and reporting is done on a cash basis and consolidated financial 
statements are produced by MOF. Access to the Free Balance system by line ministries is 
provided on a read only access basis. Payroll is managed by a separate system known as ‘CHRIS’ 
which also currently represents the personnel management system for the government. 

 

22. The MPW has limited financial autonomy with regard to financial management and 
procurement activities which require prior approval of MOF or the CAFI (in the case of projects 
involving funding from the Infrastructure Fund including this project). MPW is responsible for 

preparing an annual action plan (AAP) to feed into budget preparation which is intended to serve 
as a link between the Strategic Development Plan and annual budget. Budgets are prepared for 

all major activities so that budget allocations may be compared with actual expenditures. Progress 
against the annual action plan is recorded in Quarterly Reporting Matrices. MPW is required to 

submit financial statements for MOF to prepare consolidated government financial statements. 
The finance department also prepares monthly financial reports which are submitted to the 

management within MPW to assist planning and decision-making activities. 
 
23.  Project Implementation Structure. A PMU will be formed in EDTL to manage the 

implementation of the project and would be supported by Project Supervision Consultants (PSC). 
The PSC would include finance and accounting staff to assist the PMU in submission of 

documents to ADB as also in preparation and submission of Audited Project Financial Statements 
(APFS). 
 
24. Establishment of a state-owned company. Historically, the electricity sector has been 
organized to function as a department of the government, utilizing civil service employees. EDTL 
did not exist as a legal entity and relied on other government institutions and departments for 

 
5 ADB. 2013. Report and Recommendation of the President to the Board of Directors: Proposed Loan to the Democratic 

Republic of Timor-Leste for the Road Network Upgrading Sector Project. Manila; ADB. 2016. Report and 
Recommendation of the President to the Board of Directors: Proposed Loan to the Democratic Republic of Timor-
Leste for the Dili to Baucau Highway Project. Manila; ADB. 2018. Report and Recommendation of the President to 
the Board of Directors: Proposed Loans and Technical Assistance Grants to the Democratic Republic of Timor-Leste 
for the Baucau to Viqueque Highway Project. Manila 



7 
 

 
 

 

funding and administrative support to perform its activities. The Directorate-General of Electricity 
(DGE) and six National Directorates had been assigned to perform the sector’s functions. 
 
25. Under a July 2020 decree, on 1 January 2021 EDTL, E.P. legally came into existence as 
a state-owned company entirely responsible for electricity supply across Timor-Leste. The stated 
objected of this fundamental reform of the electricity sector was to “…[achieve] self-sustainability 
through its activities, which will be possible through investment in human and material resources, 
as well as to modernize the sector through the creation of an entity exclusively focused on public 
service power supply”. The new decree requires that EDTL, E.P. “…proposes, monitors and 
ensures the execution of the national policy for the power sector, guaranteeing the sustainable 
and integrated management of the production, transmission, distribution and sale of electrical 
power, notably, through the establishment and provision of public power supply services”. 
 
26. EDTL, E.P. will be governed by the new decree, complemented by the legal framework 
that already exists for state-owned companies. The company will be subject to the control and 
supervision of the member of government responsible for the power sector, who will amongst 
other things: 
 

a. provide general policy and guidelines for the sector; 
b. approve budgets and audit reports for the company; 
c. propose to the Council of Ministers the appointment and dismissal of the 

chairperson of the company’s board of directors and appoint and dismiss all other 
members of the company’s board of directors; 

d. order internal and external audits to EDTL, E.P.'s management; and  

e. authorize the company to obtain bank loans.  
 

27. The establishing decree requires EDTL, E.P. to have a seven-member board of directors, 
a three-member audit committee and a three-member executive committee. Of relevance from a 
financial management perspective, the executive committee will assume responsibility for drafting 
the new company’s internal regulations and for preparing an annual budget, annual and multiyear 
plans and management accounts. The audit committee will be responsible for ensuring adherence 
to relevant laws and regulations and for supervising asset and financial management. It will also: 
 

a. issue opinions regarding the valuation of assets, amortization and reintegration of 
capital, constitution of provisions and reserves and determining financial results; 

b. issue opinions regarding on the annual balance, accounts and report of the Board of 
Directors; 

c. issue opinions regarding the company’s financial management; 
d. issue an opinion on the acquisition, disposal or encumbrance by EDTL, E.P. of assets; 
e. propose external audits of the company; and 
f. inform the competent authorities if irregularities are detected in the company’s 

management, and propose the corrective measures. 
 

28. The financial management principles articulated for EDTL, E.P. in the new decree 
mandate, “sound corporate management, ensuring the economic viability and financial balance 
of the company according to the national development plan and the pursuance of the public 
interest”. 
 
29. The new decree prescribes submission of an annual capital and operating budget outline 
to the government by 31 March each year and submission of a full budget no later than 30 
September. Approval of the budget is prescribed to be by 30 October (and in the absence of 
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decision by this date, the budget is deemed to be approved). 
 
30. Tight timeframes are also prescribed for submission and audit of annual accounts; 
accounts are prescribed to be closed on 31 December and submitted to the audit committee by 
10 March. In turn, the audit committee is required to endorse the opinion and submit to the 
government by 25 March. 
 
B. Overview of Financial Management Systems 
 
31. The following overview of financial management systems reflects the situation prior to the 
promulgation of the new power sector decree and the formation of EDTL, E.P. as discussed above. 
This assessment will be updated as necessary to reflect changes to processes and procedures 
that are implemented as the new company is made operational. 
 
32. The Council for Administration of the Infrastructure Funds (CAFI), composed of Ministry 
of Planning and Territory (MPT, chair ministry), MOF, MPW, and Ministry of Transport and 
Communication (MTC), will be the executing agency (EA), the MPW is the implementing agency 
(IA) and Electricidade De Timor-Leste (EDTL)  is the project implementing unit (PIU). The Major 
Project Secretariat Office (MPS) also has involvement to review budget proposals, submit 
proposals to the budget committee and attend budget hearings for projects that will be financed 
under the Infrastructure Fund. The MPS is also responsible for managing counterpart funds. 
 
33. The project will largely adopt the country’s public financial management system, as 
summarized above.  
 
34. A sector-specific PMU is yet to be formed within the PIU; this PMU is expected to be a 
simplified version of the transport sector PMU that has been operating since 2005 and has 
executed 12 externally-funded projects. The PMU will be responsible for the day-to-day 
implementation of the project, including (i) preparation and execution of a time-bound 
implementation plan; (ii) submission of annual budgets; (iii) overall project financial management 
including preparation of claims for payment and for accessing counterpart funds from the 
Infrastructure Fund; (iv) project monitoring, submission of regular progress reports to ADB and 
MPW; (v) having the project financial statements audited and submitted to ADB, and (vi) 
assessment of project outputs and results. The PMU will also provide procurement assistance to 
the MPW, although procurement will be the responsibility of the government’s National 
Procurement Commission (NPC). 
 
C. Personnel, accounting policies and procedures, internal control, internal and 

external 
 
35. Personnel. Financial management capacity is very limited in MPW. Earlier experience 
with multiple ADB projects6 has indicated the inadequacy of financial management system in 
MPW, evidenced by non-maintenance of accounting records as per internationally accepted 
accounting standards, inadequate reporting and delayed submission of Audited Project Financial 
Statements. Consequently, financial management activities of the project would be delegated to 
the PMU.The finance and administration function of the existing transport sector PMU has five 
fulltime staff – one manager, three administration assistants and one procurement specialist. All 
are national staff. As a minimum, the power sector PMU is expected to engage an international 

 
6  ADB. 2017. Project Procurement Related Review. Road Network Upgrading Project. Road Network Upgrading 

(Sector) Project. Manila. 
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finance advisor, a Financial Management Specialist, and a suitably qualified national Accountant. 
The international advisor will have experience with ADB project financial management 
requirements and the Financial Management Specialist will  need to have significant experience 
with local PFM requirements (and ideally with ADB financial management requirements). 
 
36. Accounting Policies and Procedures. The government adopted the full cash basis of 
the International Public Sector Accounting Standards (IPSAS) in 2012. MOF uses computerized 
financial management information system software known as Free Balance, which was 
introduced by the United Nations Transitional Administration of East Timor (UNATET). Until 
recently, appropriations, the General Ledger, Procurement, and Assets modules were included in 
the system. The payroll system was also integrated into Free Balance, which has reduced the 
need to input the same data several times, reducing the likelihood of errors.  
 
37. Only MOF can fully utilize Free Balance, since other ministries including MPW have only 
read-only access to the system. This means that line ministries are required to maintain shadow 
ledgers to record financial transactions, which are not reconciled with MOF data. As a result, the 
current system does not allow the complete tracking of line ministry transactions. MOF is currently 
in the process of expanding access to FMIS which will allow line ministries to directly input data 
into the system which is expected to improve audit trails, increase monitoring of expenditure and 
revenue performance, improve cash management and control of error and fraud through an 
increased ability to analyze expenditure trends. 
 
38. The PMU will maintain separate books of accounts for the project, prepare the project 
financial statements, and undertake to have the project financial statements audited annually. 
Project financial reporting will follow International Public Sector Accounting Standards (cash 
basis). 
 
39. Budgeting. In the first instance, EDTL is responsible for preparing an operating budget 
for the core electricity production and delivery chain (that is, the generation and distribution 
subsectors). However, the budgeting process involves other organizational units within MPW for 
input with respect to human resources, asset management and logistics, finance, procurement, 
strategic planning, and legal support. EDTL adheres to the standard government budgeting cycle 
and requirements and typically an expenditure budget is approved by parliament one month 
before the start of each fiscal year. In each of 2017, 2018 and 2019 actual operating expenditure 
was slightly lower than budgeted expenditure. 
 
40. For the project, the PMU will have responsibility for preparing an annual budget. The MPS 
is overall in charge of reviewing budget proposals, submission to the budget committee and 
attending budget hearings for projects that will be financed under the Infrastructure Fund. 
 
41. Process for counterpart funds. The process for counterpart funds will follow the 
standard government process. The PMU will submit an annual cash flow requirement to the Major 
Project Secretariat (MPS) via the Director-General and National Development Agency (NDA). The 
proposed ADB project is included in the government’s approved 2021 budget.  
 
42. Internal Audit. As noted in the country-level assessment above, there is currently no 
comprehensive regulatory framework for the internal audit function; internal audit activities are 
primarily focused on financial compliance, but there is no evidence of  adherence to the standards 
applied in the reports produced by the Office of Internal Audit (GAI). At the project level, an internal 
audit function will be established within the newly established SOE. The project will then be 
included in the annual work program of the Internal Auditor.  



10 
 

 

 

 
43. The PMU will reflect Timor-Leste’s PFM requirements with respect to segregation of duties 
and accountabilities, as well as differentiation of signatories for different level of transactions. 
 
44. External audit. The Câmara de Contas (CdC) acts as the Supreme Audit Institution of 
Timor Leste and has a mandate to conduct financial audits of all Government entities. While Timor 
Leste has not adopted national accounting standards, CdC applies the International Standards of 
Supreme Audit Institutions (ISSAI) standards in most of its auditing exercises. Due to limited 
resources of CdC, its overall coverage is reported to amount to less than 80% of the revenue, 
expenditures, assets and liabilities of all Central Government entities. In view of the to the limited 
resources of CdC, MPW will engage independent external auditors acceptable to ADB to audit 
the project financial statements on an annual basis.Due to the limited resources of CdC, the 
annual external audit report for the project financial statements is expected to be undertaken by 
a private company engaged for the purpose, and will include an audit opinion which covers: (i) 
whether the project financial statements present a true and fair view or are presented fairly in 
accordance with the applicable financial reporting framework; (ii) whether loan proceeds were 
used only for the purposes of the project or not; and (iii) the level of compliance for each financial 
covenant contained in the legal agreements for the project. The management letter prepared by 
the auditor will also be submitted to ADB. The statement of audit requirements will be provided to 
the PMU. 
 
45. Assets management. The PMU will maintain an asset register for all PMU equipment, 
furniture and vehicles procured with funding from the project. The register will be regularly 
updated and a physical stocktake conducted every year.7 Asset insurance is not typically taken 
out in Timor-Leste as insurance is not readily available.  
 
46. Reporting and Monitoring. DG Treasury has been tasked to prepare consolidated 
financial reports of the Government of Timor Leste. As per PFM Law, quarterly financial reports 
are published. Some reports are published annually. The quarterly reports provide information 
against the programmatic structure (programme, sub-programme, activity) for both Central 
Government institutions as well as autonomous public agencies.  

 
47. “Freebalance” is used by government for all public finance and accounting, however the 
transport sector PMU has found Freebalance to be difficult to use (without customization) for 
project financial management purposes. Consequently, Excel is used in conjunction with 
Freebalance, with manual transfer of information between the two systems as necessary. A 
Financial Management Specialist is supporting EDTL to develop the specifications for a 
management information system (MIS) for the financial reporting requirements of EDTL.8   
 
48. Project Payments. The flowchart in Figure 1 summarizes the payment process that will 
apply to the project (this process chart, which was provided by the transport sector PMU, is 
specifically for the project supervision consultant, however the process will be the same for all 
payments to contractors). 

 
 

 

 
7 The Distribution Management Information System, which is a project output, is a GIS-based asset register and will 

ultimately be integrated with accounting software. However, it will take a number of years to populate the asset 
database. 

8 This is funded by ADB through TA 9932-TIM: Implementing Reforms for Growth and Competitiveness  
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Figure 1: Project Payment Processa  

 

DG = Director General, DGE = Directorate General Electricity, MPS = Major Project Secretariat, NDA = 
National Development Agency, PMU = Project Management Unit 

a Flowchart is specifically for payments to supervision consultant, however it applies to all payments to 
contractors. 
Source: Transport Sector PMU 

 

D. Disbursement Arrangements and Funds Flow  

49. ADB loan proceeds will be disbursed in accordance with ADB’s Loan Disbursement 
Handbook (2017, as amended from time to time)9, and detailed arrangements agreed upon 
between the government and ADB. 
 
50. Disbursements from the loan will use direct payment procedure. The PMU will prepare 

 
9  The handbook is available electronically from the ADB website (http://www.adb.org/documents/ loan-disbursement-

handbook 
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disbursement projections for the loan in each year of project implementation for MPW, as 
appropriate, to make timely submissions for budgetary allocations for counterpart funds. Prior to 
endorsing the withdrawal application, the details of the payment may be subject to financial and 
technical review by the NDA. The PMU will retain the originals of all supporting documents and 
make these available for audit purposes. 
 
51. Counterpart funds will fully finance various contracts under the network rehabilitation 
component. Disbursement for counterpart funds will be carried out in accordance with the 
government’s guidelines and practices, as described above. 
 
52. The proposed fund flow mechanism is shown in Figure 2. 

 

Figure 2: Funds Flow  
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Fund Flow Arrangements: 
1. Government of Timor-Leste through MOF signs the loan and grant agreement with ADB.  
2. PMU submits requests through MPW to Treasury for approval of direct payments. 

Withdrawal applications  

Direct 
Payment 

Verify and endorse 
payment claims 

Endorse payment 
claims 

Flow of documents 
 

Flow of funds  

Confirm funds availability 
and prepare PR  

Verify and 
recommend payment 

Certified payment claims 

Asian Development Bank Ministry of Finance  

Major Project Secretariat  

Ministry of Public Works  National Development 
Agency  

Project Management Unit 

Contractors 

Consultants 

Direct 
Payment 



13 
 

 
 

 

3. Treasury submits to ADB signed withdrawal applications for direct payments. 
4. Consultants submit contractors certified payment claims to PMU to be verified and endorsed for payment. 
5. Consultants submit their payment claims to PMU to be certified and endorsed for payment.  
6. PMU submit the payment claims and supporting documents from contractors and consultants through MPW 

to ADN for verification and payment recommendation. 
7. After ADN recommendation, MPW submits the payment claims and supporting documents to MPS. 
8. MPS confirm funds availability and pays directly claims of contractors and consultants from the counterpart 

funds portion.  
9. MPS prepare payment request to Treasury for the ADB portion.  
10. ADB pays directly claims of contractors and consultants after receiving from Treasury the signed withdrawal 

application and supporting documents.   

Source: Asian Development Bank and MOF 

V. RISK DESCRIPTION AND RATING 

53. A Financial Management Internal Control and Risk Management Assessment was 
conducted (Table 4). The overall pre-mitigation risk is assessed as “high”.   

 
Table 4: Financial Management Internal Control and Risk Assessment (FMICRA) 

Risk Type/area Risk 
Rating 

Risk Description Mitigation Measures 

A. Inherent Risks 

1. Country 
specific risks 

Substantial Complex decision processes 
and overlapping 
responsibilities risk poor 
scrutiny of public sector 
investments. 

There is limited opportunity to 
mitigate this risk within the current 
organizational structure of the 
electricity sector. Corporatization of 
EDTL, the introduction of long-term 
planning frameworks and 
documented requirements for 
economic, financial, technical and 
safeguards analysis will reduce the 
risk that poorly scrutinized projects 
are implemented.  
 

Moderate Low transparency with respect 
to delivery of public services 
put at risk the effectiveness of 
investments. 

Corporatization of EDTL, a process 
that will commence in 2021 and is 
expected to be implemented over a 
number of years, will include a focus 
of public performance reporting. 
 

Overall 
Inherent Risk 

Substantial 

B. Control Risk 

1. Implementing 
unit 

Substantial The transition of EDTL from 
being a notional electricity 
supply utility but without any 
legal status to a state-owned 
enterprise will be challenging 
and time-consuming. There is 
a risk that the project will 
experience significant delays 
as a consequence of such 
fundamental changes to the 
structure of the sector.  
 

Day to day responsbility for 
implementation of the project lies 
with the PMU within EDTL. In this 
context, the advisors to the PMU are 
critical to ensure that the project is 
not unnecessarily impacted by 
reform of the sector. ADB’s technical 
assistance to the reform process 
provides ADB the ability to introduce 
good-practices to this process. 
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Risk Type/area Risk 
Rating 

Risk Description Mitigation Measures 

2. Funds flow Low Delays in the approval of the 
national budget are not 
uncommon; delays of up to 8 
months have been 
experienced. Payment 
approval process is lengthy 
and complex. 

A loan assurance has been included 
to address and mitigate this risk. 

3. Staffing High MPW has experience 
implementing ADB projects 
but this will be the first 
externally financed energy 
sector project  for EDTL. EDTL 
is not familiar with ADB’s 
financial management and 
disbursement requirements. 

Appoint experienced finance and 
accounting advisors within the 
Project Supervision Consultants 
(PSC), and experienced finance and 
accounting staff to the PMU. Key 
PMU staff to undertake training in 
ADB procurement, disbursement 
and financial management 
procedures.  

4. Accounting 
policies and 
procedures 

Moderate The PMU is inexperienced 
with ADB’s financial reporting 
requirements and EDTL has 
not yet published audited 
entity financial statements  

The financial specialist in the PSC 
team will be tasked to work with the 
PMU finance specialist, the MPW,  
and the Financial Management 
Specialist supporting EDTL to 
ensure that appropriate accounting 
policies and procedures are applied 
to the project. This FMA will be 
updated as necessary to reflect 
changes in accounting policies and 
procedures as the EDTL transitions 
to become a state-owned company. 
 

5. Financial 
Management 
Information 
System 

Substantial The “Freebalance” software 
used across the government is 
reported as not being suitable 
for useful for project finance 
and accounting. Microsoft 
Excel is used for project 
accounting by the transport 
sector PMU, with manual 
interfacing to Freebalance. 
This approach presents the 
risk of errors being introduced 
in the data transfer process. 

A Financial Management Specialist 
is supporting EDTL to develop the 
specifications for a management 
information system (MIS) for the 
financial reporting requirements of 
EDTL (including project financial 
reporting). The project financial 
reporting will be manually produced 
in Excel and transferred into 
Freebalance as an interim measure. 
External audit of the project financial 
accounts provides an additional 
level of control for this risk. 
 

6. Risk 
management 

Moderate Assets are not typically 
insured in Timor-Leste and the 
government is unfamiliar with 
the principle of providing 
insurance cover. 
 
This risk may not have 
substantial impact during 
project implementation. 
However, prudent asset 

The concept of providing insurance 
cover would need to be introduced 
and accepted by the government 
(and insurers be willing to underwrite 
the risk) before budgetary resources 
could be allocated for insurance 
cover. Therefore, no risk mitigation 
is proposed. 
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Risk Type/area Risk 
Rating 

Risk Description Mitigation Measures 

management dictates that all 
assets procured under the 
project should be insured.  

7. Internal audit High The internal audit unit in EDTL 
is yet to be established. 

A transparent corporate governance 
structure will be implemented and 
the project will be included in the 
annual work program of the EDTL 
internal audit department. Further, 
all paperwork (in relation to 
payments) passes through the 
Ministry of Finance, providing an 
additional level of scrutiny. 

8. External 
audit 

Substantial Private audit firms are typically 
engaged to audit project 
financial statements in Timor-
Leste and issues with the 
quality and completeness of 
audit opinions have been 
noted by ADB in transport 
sector projects.  

The government has been made 
aware of shortcomings in audit 
opinions for other projects. ADB will 
closely monitor the quality of the 
audit reports and provide assistance 
as required.   

9. Reporting 
and 
monitoring 

Moderate The project financial 
statements and reports 
prepared do not contain the 
required information, are 
delayed or are not of the 
expected quality.  

An effective management 
information system (MIS) for 
financial reporting and asset 
management to be established. 
ADB will monitor and support the 
corporatization process. PSC to 
draft guidelines, procedures, and 
operating manuals for PMU staff on 
financial management related tasks. 

Overall Control 
Risk 

Substantial 

Overall 
Combined Risk 

High 

 
VI. PROPOSED TIME-BOUND ACTION PLAN 

 
54. Based on the risk assessment and proposed risk mitigation measures, the proposed risk 
action plan is provided as shown in Table 1 in the executive summary. Reducing the post-
mitgation combined risk assessment to “moderate”.  

VII. CONCLUSIONS 

55. This assessment concludes that financial management practices in Timor-Leste, as they 
relate to the project, are adequate. However, the proposed power sector PMU has not yet been 
created and there is capacity building required within EDTL to implement an externally-funded 
electricity distribution project, these factors lift the assessed pre-mitigation financial management 
risk to high.  
 
56. The most pressing issues to be addressed to ensure adequacy of financial management 
arrangements for the proposed ADB loan are as follows: 

a. Recruit sector-specific PMU roles and mobilize key financial management advisors 
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to PMU. 

b. Train PMU staff in ADB procurement, disbursement and financial management 
procedures. 

c. Ensuring appropriate finance and accounting experience in the PSC. 


