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FINANCIAL MANAGEMENT ASSESSMENT  

 

A. Introduction 

1. The project will increase renewable energy generation in the State of Yap by the 
construction of 1.6MW ground mounted solar PV, 0.3MW rooftop solar PV and a 0.8MW/0.8MWh 
battery energy storage system (BESS). The project will increase the renewable energy 
penetration to 38% from the existing 19%.  In the State of Kosrae, the project will construct 0.8MW 
of ground mounted solar PV and 0.4MW of rooftop solar PV. The project will increase the 
renewable energy penetration to 34% from the existing 8%. Furthermore, the project will electrify 
the village of Walung comprising of approximately 35 households with a mini-grid powered by a 
solar-battery-diesel system. The Yap State Public Services Corporation (YSPSC), the state-
owned combined vertically-integrated electricity and water utility and the Kosrae Utilities Authority 
(KUA), the vertically integrated state-owned electricity utility, as project implementing agencies 
will directly benefit from the project through the displacement of thermal generation and savings 
in fuel costs.  The Department of Resources and Development (DoRD) at the FSM national 
government has been designated as the project Implementing Agency (IA).  

B. Approach and Methodology 

2. The primary objective of financial management process is to optimize the financial benefits 
of an investment. Financial management encompasses financial planning, accounting, reporting, 
auditing, funding and organization. As the IA, DoRD should plan, develop and maintain financial 
management systems that can provide timely and reliable information for monitoring the proposed 
project, towards agreed objectives. As the project financier, ADB is governed by its Charter which 
requires that loan or grant proceeds should be used for its intended purpose with due regard to 
economy and efficiency and meet its obligations with loan repayments (if any).  

3. The FMA was carried out in accordance with ADB guidelines1. The guidelines state that 
“FMA is not an audit but a review designed to determine whether or not the entity’s financial 
management arrangements are sufficient for the purposes of project implementation”.  

4. The methodology adopted involved (i) reviewing country Public Financial Management 
(PFM) studies; (ii) documenting extent of external support for PFM; (iii) description and analytical 
review of financial management systems at the project entities, covering finance division 
organization structure, accounting policies and procedures, financial reporting, staffing, previous 
experience with ADB and other multi-lateral lending agencies, internal and external auditing, 
budgeting and internal control through the  completion of ADB’s financial management 
assessment questionnaire (FMAQ) and interviews with key staff of DoRD, YSPSC and KUA. The 
FMAQs are presented in Appendices A-C; (iv) based on the above, identification of potential  
financial management risks, rating of risks identified and mitigation measures for high risk areas; 
(v) developing a time-bound financial management action plan.     

 

 

 

 
1 Financial Management and Analysis of Projects, 2005,  Financial Management Technical Guidance Note 2015, Financial Due Diligence, A 

Methodology Note, 2009 

http://www.adb.org/Documents/RRPs/?id=49450-023-2
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C. Country and Financial Management Issues 
 

5. Government Structure. The FSM Constitution provides for the executive, legislative and 
judicial branches of government and is the supreme law of the land. The executive branch of the 
national government is headed by the President and the Vice President and the executive branch 
of the state governments are headed by Governors and Lieutenant Governors. With the exception 
of Chuuk, there is a unicameral legislature consisting of the Senate and in Chuuk a bicameral 
legislature comprising of the Senate and House of Representatives. The national legislature is 
known as the Congress and comprises of 14 Senators (six from Chuuk, four from Pohnpei and 
two each from Yap and Kosrae). The legislative branches of the national and state governments 
have the primary responsibility to enact laws. The judicial branches of the national and state 
governments are headed by a Chief Justice with the primary responsibility of interpreting the law.  
The judicial branch of the national government is the Supreme Court.  At the apex of the legal 
structure is the Constitution of the FSM and beneath this the public laws enacted by the FSM 
Congress. These are codified within the Code of the FSM.  The national government has national 
powers such as foreign affairs, defence, citizenship and immigration, taxes and duties, banking 
and commerce, navigation, shipping and marine resources. The state governments have powers 
for public health, education, traditions, customs and local government. 

6. Financial provisions under the FSM Code.   Public financial management (PFM) is 
based on the basic legislative framework under the FSM Code.  The Code in each jurisdiction 
covers basic executive, legislative and judicial procedures and has a separate chapter on financial 
management, also referred to as the Financial Management Act of 1979. The said Act states the 
policy of full disclosure of financial information of financial operations and transparency in the 
formulation and execution of the national budget and effective control over income, expenditure, 
funds, property and other assets. Article XII of the FSM Constitution gives Congress control over 
public finance in a number of ways such as approval of the annual Appropriation Bill containing 
estimates for the upcoming financial year and once approved by Congress becomes the 
Appropriation Act and the submission for Congressional approval of any Supplementary 
Appropriations during the financial year. The creation and remuneration of the post the Public 
Auditor is also provided for in the Constitution which therefore guarantees the independence of 
the position.  

7. Financial provisions under the Yap State Code. The Yap State Code codifies all laws 
in the State of Yap.  Public finance comes within the legislative provisions of this code under 
Chapter 12, Title 13 on State Financial Management. These provisions relate to the creation of a 
General Fund to account for all financial resources other than any Special Funds created and that 
all State revenues including revenue sharing from the National government to be deposited in full 
to the General Fund. In terms of payments, the Code provides for creating an obligation for 
expenditure and procedures for disbursing funds. Chapter 10 also under the Title 13 for Taxation 
and Finance provides for the manner in which the State Budget should be prepared and presented 
to the legislature.  Chapter 7 relates to the creation of the Office of Public Auditor, which shall be 
independent of administrative control and political influence. The jurisdiction of the Public Auditor 
covers all of government and government entities and an annual audit report is submitted to the 
legislature.  Under the Code, the auditor can also issue subpoenas requiring the production of 
books, documents and other papers required for the purpose of audit. 
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8. Financial provisions under the Kosrae State Code. The Kosrae State Code codifies all 
laws in the State of Kosrae.  Public finance comes within the legislative provisions of this code 
under Title 10 on Finance. These provisions are similar to those under the Yap State Code. 

9. Public finance management (PFM) initiatives. PFM is the legal framework and 
institutions (laws, processes, procedures, entities and systems) to prepare, plan, execute and 
control the national budget. The latest PFM assessment was carried out by Public Expenditure 
and Financial Accountability (PEFA)2 in August 20133. PEFA is methodology for assessing public 
financial management performance.  The reviews are carried out by the PEFA Secretariat, which 
is part of the World Bank.  The PEFA program is managed by seven international development 
partners; World Bank, IMF, European Commission and the governments of France, Norway, 
Switzerland and the U.K. The assessment concludes that although the budgeted revenues have 
been conservative the budget lacks a multi-year perspective in that its Strategic Development 
Plan is neither updated nor costed.  Furthermore, the assessment states that there is a fiscal risk 
from SoEs, other States and local government since there is no central agency that provides 
oversight.  PEFA also states that the discipline in the account reconciliation process is poor and 
often left till the end of the financial year which delays the account finalization 

10. A summary of the performance indicator ratings in PEFA assessments is in Table 1 

Table 1: Summary of Performance Indicator Ratings in PEFA Assessments 

No. Performance Indicator Rating Risk Rating* 

Credibility of the Budget   

1 Aggregate expenditure 
outturn compared to 
original approved budget 

B Low 

2 Composition of 
expenditure outturn 
compared to original 
approved budget 

- - 

3 Aggregate revenue outturn 
compared to original 
approved budget 

A Low 

4 Stock and monitoring of 
expenditure arrears 

- - 

Comprehensiveness and 
Transparency 

  

5 Classification of the budget C Moderate 

6 Comprehensiveness of the 
information included in the 
budget document 

D High 

7 Extent of unreported 
government operations  

D Substantial 

8 Transparency of inter-
government fiscal relations 

B Moderate 

 
2Under the PEFA framework, performance is assessed in relation to seven dimensions of public financial management: credibility of the budget; 

comprehensiveness and transparency; degree to which the budget is prepared with due regard to government policy; predictability and control 
in budget execution; accounting, recording and reporting; external scrutiny and audit operations; appropriateness of development partner 
practices in country; and intergovernmental fiscal relationships. 

 
3 This was followed up with a self assessment in 2016 
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No. Performance Indicator Rating Risk Rating* 

9 Oversight of aggregated 
fiscal risk from other public 
sector entities 

C Substantial 

10 Public access to key fiscal 
information 

C Moderate 

Policy-based budgeting   

11 Orderliness and 
participation in the annual 
budget process 

C+ Moderate 

12 Multi-year perspective in 
fiscal planning, 
expenditure, policy and 
budgeting 

D High 

Predictability and control in budget 
execution 

  

13 Transparency of taxpayer 
liability and obligations 

D+ Substantial 

14 Effectiveness of measures 
for taxpayer registration 
and tax assessment 

D+ Substantial 

15 Effectiveness in collection 
of tax payments 

D+ Substantial 

16 Predictability in availability 
of funds for commitment of 
expenditures 

C Moderate 

17 Recording and 
management of cash 
balances, debt and 
guarantees 

C Moderate 

18 Effectiveness of payroll 
controls 

D+ Substantial 

19 Competition, value for 
money and controls in 
procurement 

D Substantial 

20 Effectiveness of internal 
controls for non-salary 
expenditure 

C Moderate 

21 Effectiveness of internal 
audit 

-  

Accounting, recording and reporting   

22 Timeliness and regularity 
of accounts reconciliation 

D Substantial 

23 Availability of information 
on resources received by 
service delivery units 

- - 

24 Quality and timeliness of 
in-year budget reports 

D+ High 

25 Quality and timeliness of 
annual financial 
statements 

B+ Low 

External scrutiny and Audit   

26 Scope, nature and follow-
up of external audit 

C+ Moderate 



5 
 

 

No. Performance Indicator Rating Risk Rating* 

27 Legislative scrutiny of 
annual budget law 

C+ Moderate 

28 Legislative scrutiny of 
external audit reports 

D High 

Donor Practices   

29 Predictability of direct 
budget support 

- - 

30 Financial aid provided by 
donors for budgeting and 
reporting on project and 
program aid 

D High 

31 Proportion of aid that is 
managed by use of 
national procedures 

D High 

H = High (likely to occur, will have high impact if occurs; S=substantial (unlikely to occur, will have high impact if occurs); 
M = Moderate (likely to occur will have low impact if occurs; L = Low or Negligible (unlikely to occur, will have low impact 
if occurs). 

11. World Bank funded Strengthening Public Financial Management project. World Bank 
approved a $11m grant in 2018 towards; (i) Financial Management Information System (FMIS) 
design and implementation involving replacement of the existing system with a new FMIS in the 
national and state governments; (iii) conduct a system requirements study, procure and 
implement a revenue management system (RMS) at the national and state governments; (iv) 
change management and human resource development to support the transition process and 
human resource development process in terms of staff incentives, position descriptions, career 
development and training.  

12. ADB funded Strengthening Public Sector Management in the North Pacific. In 2014, 
ADB funded the above project that included inter alia, PFM improvements in FSM, Marshall 
Islands and Palau. In 2017, ADB financed a Compliance Advisor attached to the Department of 
Finance and Administration (DoFA) of the national government for a period of six months.  

13. IMF Article IV consultation was conducted with the Government of FSM in September 
2017. The consultation encourages the government to (i) implement a revenue management 
system; (ii) include multi-year expenditure projections in the budget; (iii) include limited PEFA 
assessments for all four States.  
 

 
D. Project Financial Management System - DoRD 

 
 

14. Brief description of DoRD. DoRD is a government ministry within the national 
government of FSM and represented in each of the four States by sub-offices.  DoRD functions 
as a focal point for overseeing and co-ordinating sector development plans in resource 
management and development, in the energy, trade, tourism, fisheries and agriculture.   
Discussion on org chart of DoRD  
 
 

Figure 1: Organization Chart of DoRD 
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15. Experience with ADB projects. DoRD has no previous experience in implementing an 
ADB project and therefore will need training in ADB disbursement procedures, documentation 
and preparation of project annual financial statements.   
 
16. Financial reporting. The accounting functions are limited at DoRD since payments are 
centralised within the Department of Finance & Administration (DoFA). Therefore, DoRD is only 
responsible for the preparation of Payment Vouchers.  A spreadsheet is used to keep track of 
payments against each budget head to ensure that the budget allocation is not exceeded and this 
is agreed with the DoFA records on a quarterly basis. There is no full time accountant and the 
work is done by an Administrative Officer.  
    
17.  Payroll.   The entire public sector payroll is centralized and maintained at DoFA. DoRD 
has no payroll functions.  

 

18. Internal and External auditing. There is no internal auditor at DoRD. Since there is no 
financial reporting at the DoRD level, there is no external audit as well and DoRD forms part of 
the FSM national government which is audited externally.  

 

 
E. Project Financial Management System - YSPSC (Project Beneficiary) 

 
 

19. Brief description of YSPSC. YSPSC is the vertically integrated electricity utility which 
produces and distributes electricity to the main island of Yap and outer islands of Yap in the State 
of Yap, FSM. It is a state-owned enterprise (SoE) incorporated under the YSPSC State Law 4-4 
of 1995 where government assets were vested in YSPSC on its creation.  YSPSC has a seven 
member Board of Directors appointed by the Governor for a four-year term and approved by the 
legislature of Yap State. Two of the Board members are from the private sector and two from the 
outer islands. The legislation dictates that YSPSC must be managed commercially with a view to 
a reasonable return. Reporting to the Board is the General Manager (GM) and assisting him is 
the Assistant General Manager (AGM). YSPSC has a functional structure, which consists of 
managers for power distribution, outer islands operations, power generation and the Comptroller. 
The finance division (numbering eight) is headed by the Comptroller and reporting to her are the 
Customer Services Manager, payroll and personnel section and the purchasing and inventory 
supply section. Also the billing and collection/teller staff and meter readers report to the 
Comptroller through the Customer Services Manager. The existing structure provides for 
reasonable internal control through the segregation of duties. YSPSC uses the Peachtree 
accounting software (now known as Sage under the Sage group of companies) since 2009 for its 
financial reporting and accounting. Existing staff are well trained in the use of Peachtree, although 
there is no software support for it.  
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Figure 2: Organization Chart of YSPSC 
 

 
 
 
20. Experience with ADB projects. YSPSC was the IA for the ADB funded Water Supply 
and Sanitation Project (Loan 1459) over 10 years ago and the Yap Renewable Energy Project 
(YRDEP) more recently. All the disbursement under YRDEP was direct payments by ADB to the 
supplier, although YSPSC handled all the documentation including completion and submission of 
Withdrawal Applications. Staff who gained experienced under YRDEP are still with YSPSC which 
means that there is adequate project administration experience.   

 

21. Financial reporting. YSPSC produces its financial statements in accordance with United 
States Government Accounting Standards (GASB). YSPSC uses the Peachtree accounting 
software for financial reporting and processing of financial information.  However, certain 
information is still being prepared on MS Excel such as the budget, the Fixed Asset Register 
(FAR) and the inventory register.  Although monthly reporting is done through the system, there 
is no comparison with the budget through the use of variances and explanations thereon.  
Peachtree does have a FAR and inventory module, but staff are reluctant to use these features 
fearing that it might disrupt the General Ledger (GL).  However, the payroll module on Peachtree 
is used for all functions including printing out pay checks on a fortnightly basis. The billing system 
is on Utility Star Platinum (USP) for post-paid accounts and Suprema for pre-paid for cashpower 
billing. Billing details are integrated into the GL using journal entries in the general ledger module. 
The extensive use of off-system spreadsheets for financial reporting and accounting is time 
consuming and error-prone and regressive when fully integrated accounting software is already 
available. The fact that staff are reluctant to use all the modules of the software implies inadequate 
training and lack of software support and the solution is to upgrade to a newer version of the same 
software (to avoid complete re-training) which has vendor support.  
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22. Financial reporting to the Board is through a monthly reporting cycle, consisting of profit 
and loss statement only and no variances with the budget is presented, which is inadequate and 
defeats the purpose of a budget when comparisons are not made against it and decisions taken 
during the year to rectify adverse variances. The budget is compared with the actual only at the 
year-end.  
 
23.  Payroll.   There is a separate payroll accountant dedicated for preparation of payroll. The 
payroll is prepared on the payroll module of Peachtree and therefore there is seamless integration 
with the GL. The module includes master payroll data for each employee, leave requests and 
approvals, deduction details for social security and other deductions to third parties such as for 
bank loans and timesheet details. Payroll is prepared fortnightly. Payment is  sent directly to each 
employee’s bank account or in the case of outer island employees sent by official cheque.  
 
24. Internal and External auditing. There is no internal auditor at YSPSC. Internal audit is 
an important function to ensure that internal controls are in place and functioning properly 
throughout the year as the external audit is only done at the year-end.  Nevertheless, recruiting a 
full-time internal auditor with the necessary qualifications and skills can be a major challenge in 
FSM.  Its external auditor is Deloitte from Guam and the auditor has expressed an unqualified 
(clean) opinion for all financial years. The Audit is up to date with the FY 17/18 audit report issued. 
The U.S.A. Government Auditing Standards is the basis for the audit. The Auditor’s Management 
Letter (ML) issued in February 2019 raises two issues which were also raised in the ML of the 
previous year; (i) physical verification of assets did not take place that year that and (ii)  YSPSC 
relies on FSM Petroleum Corporation’s (FSMPC) meter readings for fuel since its tank meters are 
not properly functional.  
 
F. Project Financial Management System – KUA (Project Beneficiary) 
 
 
25. Brief description of KUA. Brief description of KUA. KUA is the vertically integrated 
electricity utility which produces and distributes electricity to the main island in the State of Kosrae.  
It is a state-owned enterprise (SoE) incorporated under State Law No. 5-38 of 1991 when 
government assets were vested in KUA on its creation.  KUA is governed by a five member Board 
of Directors, four of whom appointed by the Governor for a four-year period and approved by the 
legislature of Kosrae State and the fifth, ex-officio, the Director of the Department of Public Works. 
The qualifications and experience of the General Manager and Comptroller are defined in the Law 
which also requires that the Comptroller prepare a budget for each financial year which indicates 
“KUA’s operational, capital and maintenance requirements which will be met by anticipated 
revenues or outside financial assistance”. The Law goes on to stipulate that the Comptroller 
prepare a proper and complete set of accounts that reflect its income, expenditure, assets and 
liabilities within 2 months of the end of the financial year and submit to the Governor and the 
Legislature. The requirement for auditing of financial statements is another provision in the Law.  
The Law also contains the provision that the State Government will not be responsible for the 
debts and obligations of KUA.  KUA will not be liable for taxes on operations although its 
employees and contractors will be liable to tax on their income. 
 
26. Reporting to the Board is the General Manager (GM) and reporting to the GM are the 
Customer Services Head, Comptroller, Operations Manager and Electrical Engineer. The finance 
division is headed by the Comptroller, who is providing services from his home office in the 
Philippines and was previously based in Kosrae since 2001. The Comptroller makes two visits to 
KUA during the year, for budget finalisation and during the audit.  The Assistant Comptroller is 
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full-time and manages the accounting office on a day to day basis. There are two other staff in 
accounting, the assistant accountant and a purchasing/administration officer. The assistant 
Comptroller is responsible for the General Ledger, payroll and overseas account payable and 
accounts receivable.  The billing section is under the Customer Service Head and the System 
Administrator is responsible for both the cashpower system (Suprema) and post-paid system (El 
Dorado). KUA uses MAS90 software for its financial reporting and accounting. Existing staff are 
well trained in the use of MAS90 although there is no backstopping software support. 
 

Figure 3: Organization Chart of KUA 

 
 

 

27. Experience with ADB projects.  KUA has no experience with ADB projects. Therefore, 
implementing the proposed project requires that staff be trained in ADB disbursement procedures 
and documentation prior to implementation.  
 
28. Financial reporting. KUA produces its financial statements in accordance with United 
States Government Accounting Standards (GASB). KUA uses MAS 90 accounting software 
(predecessor to Sage) for financial reporting and processing of financial information.  However, 
certain information is still being prepared on MS Excel such as the budget and the Fixed Asset 
Register (FAR) are prepared off-system and updated using a Journal Entry. Inventory records are 
also prepared using Excel and the Bank Reconciliation is prepared manually. The extensive use 
of off-system spreadsheets for financial reporting and accounting is time consuming and error-
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prone and regressive when fully integrated accounting software is already available. The budget 
is uploaded on to the system and a summary of actual GL accounts relating to the budget heads 
is obtained from the system on a monthly basis is prepared with Variance analysis off-system on 
Excel. The payroll module on MAS 90 is used for all functions (overtime, deductions, income tax 
etc) including printing out pay checks on a fortnightly basis. The billing system is on El Dorado for 
post-paid accounts and Suprema for pre-paid or cashpower billing. Billing details are integrated 
into the GL using journal entries in the general ledger module as there is no link between these 
systems.  
 
29. An aged analysis of receivables is prepared and used to track or chase up late payers and 
a provision for doubtful debts is based on the aged analysis. The volume of work that is done off-
system is quite large and therefore prone to error and is time consuming.  Although there is an 
inventory module on MAS 90 it is not used.  
 
30. Payroll.   The Assistant Comptroller handles the payroll and is also responsible for the 
GL, which is not ideal from an internal control perspective, especially since there is no dedicated 
HR Officer.  The payroll module in MAS 90 is used for payroll processing fortnightly which is 
integrated with the GL. Timesheet data is processing through time clocks. The data extracted 
from the time clocks is entered into MAS90 and forms the basis for the payroll. Personnel files 
are maintained manually by finance and it will be good to scan these files initially, even if separate 
payroll software is not used. The module includes master payroll data for each employee, leave 
requests and approvals, deduction details for social security and other deductions to third parties 
such as for bank loans and timesheet details. Payroll is prepared fortnightly. Payment is generally 
by cheque.  The GM and the four senior managers are on long term contracts and the total 
workforce was 27.  
 
31. Internal and External Auditing.  There is no internal auditor at KUA. Internal audit is an 
important function to ensure that internal controls are in place and functioning properly throughout 
the year as the external audit is only done at the year-end.  Nevertheless, recruiting a full-time 
internal auditor with the necessary qualifications and skills can be a major challenge in FSM. Its 
external auditor is Deloitte from Guam and the auditor has expressed an unqualified (clean) 
opinion for all financial years. The Audit is up to date with the FY 17/18 audit report issued. 
Government auditing standards issued by the Comptroller General of the United States have been 
is the basis for the audit. Neither material issues, nor special emphasis on any matter has been 
brought up in the audit report and a ML has not been issued.  
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G. Project Fund flow Diagram 
 

Figure 4: Project Fund Flow Diagram 
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H. Financial Management Risk Assessment 
 
 
32.  A financial management internal control and risk management assessment, largely based 
on the International Standard on Auditing 400: Risk Assessment and Internal Control, was carried 
out during the FMA.  
 
33. Inherent risks relate to the project’s operating environment and have been assessed as 
high for YSPSC. This is due to a “high” risk rating for entity-specific risks. In the case of YSPSC; 
(i) outer-island operations are loss-making and there is inadequate monitoring and reporting, (ii) 
the tariff structure is out-of-date and YSPSC administers four tariff structures for the main island 
and outer-islands which is administratively cumbersome; (iii) its Balance Sheet is geared due to 
on-lending of an ADB loan through the State Government. Debt needs to be serviced through 
operations which is a challenge with the loss-making outer-island operations and out-dated tariff. 
In the case of KUA, inherent risks have been rated as “high” due entity-specific risks as follows; 
(i)  KUA has no previous experience of implementing an ADB project. This would require support 
in ADB disbursement process, preparation and submission of Withdrawal Applications and 
supporting documents; (ii) an out-dated tariff structure which does not recover costs; (iii) 
significant amount of funds tied in an overseas investment portfolio of which a large share is in 
high-risk equities. Whilst this means that there can be fluctuation in the realisable value of the 
portfolio, the prudence of the investment itself when the utility is facing cashflow issues and the 
postponement of maintenance on its assets is questionable.  
 
34. Control risks relate the internal control environment of the entity to ensure that project 
funds will be used efficiently and effectively. YSPSC’s overall control risk has been assessed as 
“high” due to; (i)  the lack of an internal audit oversight; (ii) lack of monitoring and reporting of 
outer-island operations which are loss-making; (iii) in terms of information systems, although a 
computerized system is being used, fixed assets and inventory are recorded on spreadsheets 
and there is a significant amount of off-system work which is time consuming and error-prone. 
Furthermore, the budget is not uploaded on to the system to provide comparisons with actual 
results, so that remedial action can be taken without delay.  KUA’s overall control risk has also 
been rated as “high” due to; (i) lack of experience in a similar project; (ii) lack of internal audit 
oversight and (iii) the high use of off-system spreadsheets for reporting including fixed assets and 
inventory.  

 
 

Table 1. Financial Management Internal Control and Risk Management Assessment – 
DoRD (Implementing Agency) 

Risk Type Risk 
Assessment 

Rating * 

Risk Description Mitigation Measures 

A. Inherent Risk (the susceptibility of the project financial management system to factors 
arising from the environment in which it operates, such as country rules and regulations 
and entity working environment (assuming absence of any counter checks or internal 
controls)). 

1. Country-
specific 
Risks 

Moderate PEFA 2013 notes risks in 
effectiveness of taxpayer 
registration, tax 
assessment and collection  

Being addressed through the 
World Bank project approved in 
2018 where funding is being 
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made available for a revenue 
management system.  

2. Entity-
specific 
Risks 

Substantial DoRD has no previous 
experience in 
implementing an ADB 
project. It has a small staff 
with other administrative 
functions. 

DoRD staff will require training 
in ADB procedures to prepare 
and submit the Withdrawal 
Applications.   
 

3. Project-
specific 
Risks 

Low Relatively straightforward 
project will be implemented 
by a separate PMU 

 

Overall 
Inherent Risk 

Moderate   

B. Control Risk (the risk that the project’s accounting and internal control framework are 
inadequate to ensure project funds are used economically and efficiently and for the 
purpose intended, and that the use of funds is properly reported). 

1. Implem
enting Entity 

Substantial DoRD has not implemented 
an ADB project  

Although DoRD has no 
experience with ADB projects, 
the national government and 
some States (notably YSPSC) 
has. Since direct payment 
procedure is used, DoRD would 
not need to handle funds but 
staff need training in 
preparation and submission of 
withdrawal applications. 

2. Funds 
Flow 

High The project will be mainly 
direct payments to civil 
contractors, supervision 
consultants and equipment 
providers. However, 
paperwork to approve 
those payments will be 
done by DoRD   

 

3. Staffing 
 

High Staff have no experience 
with similar projects 

 

4. Accoun
ting Policies 
and 
Procedures 

Low No accounting functions at 
DoRD.  

 

5. Internal 
Audit 

Low No transactions made at 
DoRD. No accounting 
done and no reporting  

 

6. Externa
l Audit 

Low Audited as part of national 
government 

 

7. Reporti
ng and 
Monitoring 

Low Reporting as part of 
national government 

 
 
  



14 

 

8. Informa
tion systems 

Low As part of national 
government 

 

Overall Control 
Risk 

Moderate   

* H = High (likely to occur, will have high impact if occurs; S=substantial (unlikely to occur, will 
have high impact if occurs); M = Moderate (likely to occur will have low impact if occurs; L = 
Low or Negligible (unlikely to occur, will have low impact if occurs). 

 
 

Table 2: Financial Management Action Plan - DoRD 
 

Risk Type 
Risk 

Assessme
nt 

Risk Description Mitigation Measures Timing 

1. Country 
specific risk 

Moderate 

PEFA 2013 notes 
risks in effectiveness 
of taxpayer 
registration, tax 
assessment and 
collection  

Being addressed through the 
World Bank project approved in 
2018 where funding is being 
made available for a revenue 
management system. 

Ongoing 

2. Entity-specific 
Risks 

Substantial 

DoRD has no previous 
experience in 
implementing an ADB 
project.  
 
  

DoRD staff will require training in 
ADB procedures to prepare and 
submit the Withdrawal 
Applications 

Prior to grant 
disbursement 

 

 
Table 3. Financial Management Internal Control and Risk Management Assessment – 

YSPSC (Project Beneficiary) 

 

Risk Type Risk 
Assessment 

Rating * 

Risk Description Mitigation Measures 

Inherent Risk (the susceptibility of the project financial management system to factors arising 
from the environment in which it operates, such as country rules and regulations and entity 
working environment (assuming absence of any counter checks or internal controls)). 

Country-
specific Risks 

Moderate PEFA 2013 notes risks in 
effectiveness of taxpayer 
registration, tax 
assessment and collection  

Being addressed through the 
World Bank project approved in 
2018 where funding is being 
made available for a revenue 
management system.  

Entity-specific 
Risks 

High Outer island operations 
loss-making for the past 
several years.  
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Administrative burden of 
implementing four tariff 
structures.  Tariff structure 
out of date (2012) and not 
transparent.  
 
Significant debt on 
Balance Sheet and loss 
making outer island 
operations is a risk to debt 
repayment (all debt owed 
to State Government) 
 

 
 
 
 
Board decision to approve a full 
cost of service and tariff study  
 
 
 
 
 

Project-
specific Risks 

Low Low risk of implementation 
since similar in nature to 
the project previously 
implemented 

 

Overall 
Inherent Risk 

High   

Control Risk (the risk that the project’s accounting and internal control framework are 
inadequate to ensure project funds are used economically and efficiently and for the purpose 
intended, and that the use of funds is properly reported). 

Project 
Beneficiary 

Low YSPSC  implemented Yap 
Renewable Energy Project 
funded by ADB in 2015/16 

 

Funds Flow Low The project will be mainly 
direct payments to civil 
contractors, supervision 
consultants and equipment 
providers. However, 
paperwork to approve 
those payments will be 
done by YSPSC   

 

Staffing 
 

Low Low staff turnover and staff 
have experience with 
similar  projects 

 

Accounting 
Policies and 
Procedures 

Low YSPSC uses USA 
Government Accounting 
Standards and auditor’s 
have made no reference to 
any deficiency in their 
application 
 

 

Internal Audit High No internal audit function Since recruitment could be a 
challenge, contracting out for all 
four states is a possibility 

External Audit Low Audits conducted in 
accordance with USA 
Government Auditing 
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Standards, unqualified  
and on-time 

Reporting and 
Monitoring 

High Monthly, quarterly and 
annual reporting on-time. 
However, outer island (OI) 
operations not separately 
reported and management 
unaware that OI is heavily 
loss-making and impacts 
significantly on YSPSC 
financial results 
 
Budget needs to be 
compared with actual on a 
monthly basis not only 
annually and reported to 
the Board for action.  
 

YSPSC to include OI financial 
report, Yap main and 
consolidated YSPSC in monthly 
report to the Board 
 
 
 
 
 
 
Budget to be uploaded on to 
the system to facilitate 
comparison (see 8 below as 
well) 
 
  

Information 
systems 

High Not all modules of the 
software used such as 
fixed assets and inventory 
which is done using 
spreadsheets and is time 
consuming and error 
prone. Budget not 
uploaded to system for 
comparison with actual. No 
support available for 
software. 

Upgrade to the new version of 
Sage software with all modules 
in place and with vendor 
support.  

Overall Control 
Risk 

High   

* H = High (likely to occur, will have high impact if occurs; S=substantial (unlikely to occur, will have high impact if 
occurs); M = Moderate (likely to occur will have low impact if occurs; L = Low or Negligible (unlikely to occur, will 
have low impact if occurs). 
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Table 4: Financial Management Action Plan - YSPSC 
 

Risk Type 
Risk 

Assessment 
Risk Description Mitigation Measures Timing 

Country specific 
risk 

M 

PEFA 2013 notes risks 
in effectiveness of 
taxpayer registration, tax 
assessment and 
collection  

Being addressed through the World 
Bank project approved in 2018 
where funding is being made 
available for a revenue management 
system. 

Ongoing 

Entity-specific 
Risks 

H 

Outer island operations 
loss-making for the past 
several years.  
 
Administrative burden of 
implementing four tariff 
structures.  Tariff 
structure out of date 
(2012) and not 
transparent.  
 
Significant debt on 
Balance Sheet and loss 
making outer island 
operations is a risk to 
debt repayment (all debt 
owed to State 
Government) 
 

 
 
 
 
 
Conduct a full cost of service and 
tariff study  
 

Prior to grant 
negotiations 

Internal Audit 
H 

No internal audit function Since recruitment is a challenge, 
board decision to contract out 
services  

To be discussed as 
part of broader 
financial 
management 
reforms under TA 
9425 REG 

Reporting & 
Monitoring 

H 

Monthly, quarterly and 
annual reporting on-
time. However, outer 
island (OI) operations 
not separately reported 
and management 
unaware that OI is 
heavily loss-making and 
impacts significantly on 
YSPSC financial results 
 
Budget needs to be 
compared with actual on 
a monthly basis not only 
annually and reported to 
the Board for action.  
 

YSPSC to include OI financial report, 
Yap main and consolidated YSPSC 
in monthly report to the Board 
 
 
 
 
 
 
 
 
 
Budget to be uploaded on to the 
system to facilitate comparison (see 
5 below as well) 
 
  

To be discussed as 
part of broader 
financial 
management 
reforms under TA 
9425 REG 

Information 
Systems 

H 
Not all modules of the 
software used such as 
fixed assets and 

Upgrade to the new version of Sage 
software with all modules in place 
and with vendor support.  

To be discussed as 
part of broader 
financial 
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inventory which is done 
using spreadsheets and 
is time consuming and 
error prone. Budget not 
uploaded to system for 
comparison with actual. 
No support available for 
software. 

management 
reforms under TA 
9425 REG 

 
 

Table 5. Financial Management Internal Control and Risk Management Assessment – 
KUA (Project Beneficiary) 

 
Risk Type Risk 

Assessment 
Rating * 

Risk Description Mitigation Measures 

A. Inherent Risk (the susceptibility of the project financial management system to factors arising from 
the environment in which it operates, such as country rules and regulations and entity working 
environment (assuming absence of any counter checks or internal controls)). 

1. Country-
specific 
Risks 

Moderate PEFA 2013 notes risks in 
effectiveness of taxpayer 
registration, tax assessment 
and collection  

Being addressed through the 
World Bank project approved in 
2018 where funding is being made 
available for a revenue 
management system.  

2. Entity-
specific 
Risks 

High KUA has no previous 
experience in implementing 
an ADB project.  
 
Tariff is not transparent, out 
of date and does not recover 
costs. Although there is a 
two-part tariff the base tariff is 
unknown since the fuel 
adjustment charge is applied 
to the previous month’s tariff. 
The fuel efficiency rate is out 
of date since it was set in 
2013. Base tariff should be 
such that it covers fixed costs 
and a fuel adjustment charge 
to cover fuel costs.  
 
KUA has investments that 
account for 45% of its current 
assets consisting of U.S. 
treasuries, U.S. corporate 
bonds and U.S and non-U.S. 
equities. 69% of 
treasuries/bonds mature in 1-
5 years. Equities account for 
65% of the portfolio. Given 
KUA’s financial position, loss-
making with low cash 
reserves, investing in a high-

KUA will not be involved in fund 
flow or submission of withdrawal 
applications 
 
Board should approve to conduct a 
full cost of service and tariff study. 
This will be included in the tripartite 
agreement between FSM national 
government, state governments 
and the utilities.   
 
 
 
 
 
 
 
 
 
 
 
 
 
Board decision to re-evaluate its 
investments considering KUA, 
financial circumstances 
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equity portfolio does not 
appear prudent.  

3. Project-
specific 
Risks 

Low Relatively straightforward 
project will be implemented 
by a separate PMU.  

 

Overall 
Inherent Risk 

High   

B. Control Risk (the risk that the project’s accounting and internal control framework are inadequate to 
ensure project funds are used economically and efficiently and for the purpose intended, and that 
the use of funds is properly reported). 

1. Project 
beneficiary 

High KUA has not implemented an 
ADB project  

Although KUA has no experience 
with ADB projects, the national 
government and some States 
(notably YSPSC) has. The project 
design does not include KUA as an 
implementing agency, 

2. Funds 
Flow 

High The project will be mainly 
direct payments to civil 
contractors, supervision 
consultants and equipment 
providers. However, 
paperwork to approve those 
payments will be done by KUA   

3. Staffing 
 

High Staff have no experience with 
similar  projects 

4. Accounti
ng Policies 
and 
Procedures 

Low KUA uses USA Government 
Accounting Standards and 
auditor’s have made no 
reference to any deficiency in 
their application 
 

 

5. Internal 
Audit 

High No internal audit function Since recruitment is a challenge, 
board decision to contract out 
services  

6. External 
Audit 

Low Audits conducted in 
accordance with USA 
Government Auditing 
Standards, unqualified  and 
on-time 

 

7. Reportin
g and 
Monitoring 

Low Monthly, quarterly and annual 
reporting on-time.  

 
 
 
 
 
 
 
 
  

8. Informat
ion systems 

High Off system usage high. Fixed 
asset register and inventory 
prepared on spreadsheets 
and so is the monthly 
variance analysis with the 
budget. This is time 
consuming and error prone.  

Upgrade to the new version of 
Sage software with all modules in 
place and with vendor support.  
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Overall Control 
Risk 

High   

* H = High (likely to occur, will have high impact if occurs; S=substantial (unlikely to occur, will have high impact if 
occurs); M = Moderate (likely to occur will have low impact if occurs; L = Low or Negligible (unlikely to occur, will 
have low impact if occurs). 

 
 

Table 6: Financial Management Action Plan – KUA (Project Beneficiary) 
 

Risk Type 
Risk 

Assessment 
Risk Description Mitigation Measures Timing 

1. Country specific 
risk 

M 

PEFA 2013 notes risks 
in effectiveness of 
taxpayer registration, tax 
assessment and 
collection  

Being addressed through the World 
Bank project approved in 2018 
where funding is being made 
available for a revenue management 
system. 

Ongoing 

2. Entity-specific 
Risks 

H KUA has no previous 
experience in 
implementing an ADB 
project.  
 
Tariff is not transparent, 
out of date and does not 
recover costs. Although 
there is a two-part tariff 
the base tariff is 
unknown since the fuel 
adjustment charge is 
applied to the previous 
month’s tariff. The fuel 
efficiency rate is out of 
date since it was set in 
2013. Base tariff should 
be such that it covers 
fixed costs and a fuel 
adjustment charge to 
cover fuel costs.  
 
KUA has investments 
that account for 45% of 
its current assets 
consisting of U.S. 
treasuries, U.S. 
corporate bonds and 
U.S and non-U.S. 
equities. 69% of 
treasuries/bonds mature 
in 1-5 years. Equities 
account for 65% of the 
portfolio. Given KUA’s 
financial position, loss-
making with low cash 
reserves, investing in a 
high-equity portfolio 

KUA will not be involved in project 
implementation.  
 
Board should approve to conduct a 
full cost of service and tariff study  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Board decision to re-evaluate its 
investments considering KUA, 
financial circumstances 
 
 

Prior to grant 
disbursement. This 
will be included in 
the tripartite 
agreement 
between FSM 
national 
government, state 
governments and 
the utilities.   
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does not appear 
prudent.  

3. Internal Audit 
H 

No internal audit function Since recruitment is a challenge, 
board decision to contract out 
services  

To be discussed as 
part of broader 
financial 
management 
reforms under TA 
9425 REG 

4. Information 
Systems 

H 

Off system usage high. 
Fixed asset register and 
inventory prepared on 
spreadsheets and so is 
the monthly variance 
analysis with the budget. 
This is time consuming 
and error prone. 

Upgrade to the new version of Sage 
software with all modules in place 
and with vendor support.  

To be discussed as 
part of broader 
financial 
management 
reforms under TA 
9425 REG 

 
 
ANNEX A: DoRD FINANCIAL MANAGEMENT ASSESSMENT QUESTIONNAIRE 
 
 
 

Topic Response Potential Risk 
Event 

 
1. Executing / Implementing Agency  

  

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

National Government 
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-governmental 
portion), if any.4 

Not applicable  

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

No  

1.5 Briefly describe the statutory reporting 
requirements for the entity. 

No reporting as such 
except comparison with 
budget.  Reporting done 
at consolidated level 

 

1.6     Describe the regulatory or supervisory 
agency of the entity. 

Department of Finance 
and administration 

 

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

Government  

1.8 Obtain current organizational structure and 
describe key management personnel. Is 

  

 
4 In such cases, consult OAI on the need for integrity due diligence on non-governmental beneficial owners. 
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Topic Response Potential Risk 
Event 

the organizational structure and 
governance appropriate for the needs of 
the project?  

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

No separate code of 
ethics but has to 
function within the 
government policies 
and procedures 

 

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

Not applicable  

 
2. Funds Flow Arrangements  

  

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

No fund flow at DoRD 
since it only processes 
documentation but does 
not make payments.  For 
the project 
implementation, it is 
expected to create a 
PMU within the utilities 

 

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

Not applicable since the 
grant proceeds may not 
be transferred from the 
Ministry of Finance 

 

2.3     Are the disbursement methods 
appropriate? 

Yes  

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

 

No  

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

Not applicable  

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

• Executing foreign and local currency 
transactions? 

• Issuing and administering letters of credit 
(LC)? 

• Handling a large volume of transaction? 

• Issuing detailed monthly bank 
statements promptly? 
 

Not applicable  
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Topic Response Potential Risk 
Event 

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

Not applicable  

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

No  High risk.  Training 
in  

ADB disbursement  
 Procedures needed  

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

See 2.8 above  

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

No  

2.11 How are the counterpart funds accessed?  
 

Counterpart funding in 
terms of import duty 
exemption 

 

2.12 How are payments made from the 
counterpart funds?  

 

No payments made    

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

 

No  

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

 

No  

 
3. Staffing  
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Topic Response Potential Risk 
Event 

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

 

Administrative Officer 
(AO) and Fiscal officer, 
both part time 

High Risk. Project 
will require full time 
staff 

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

Not decided  

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

One officer has attended 
an undergraduate 
course in finance but not 
completed degree. The 
other has completed a 2-
year degree (non-
finance)  

Medium Risk.  Both 
utilities have 
experienced finance 
staff. YSPSC also 
has experience with 
ADB 

3.4  Is the project finance and accounting 
function staffed adequately?  

Yes  

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

Yes  

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

No High Risk. Training 
will need to be 
completed prior to 
disbursement 

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

No contracts – all 
permanent civil servants 

 

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

No  

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. 

 

Not applicable  

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?  

Will have  

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

Low   

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

No training policy  
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Topic Response Potential Risk 
Event 

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

 

None  

 
4. Accounting Policies and Procedures  

  

4.1  Does the entity have an accounting 
system that allows for the proper recording 
of project financial transactions, including 
the allocation of expenditures in 
accordance with the respective 
components, disbursement categories, 
and sources of funds (in particular, the 
legal agreements with ADB)? Will the 
project use the entity accounting system? 
If not, what accounting system will be used 
for the project? 

Yes, Budget for each 
section/program entered 
into Excel and payments 
against budget items 
done through the Excel 
with a running balance to 
ensure no overspend.  

However all payments 
centralized 

Low Risk.  
Centralized payment 
system with no 
payments at DoRD 

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

Yes  

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

Government Chart of 
Accounts 

 

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

Yes, at the national 
government level 

 

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

Done at the DoFA not 
DoRD 

 

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

Yes, there is a standard 
policy for retention of 
accounting records 

 

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

Not in particular to DoRD  

Segregation of Duties    
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Topic Response Potential Risk 
Event 

4.8  Are the following functional responsibilities 
performed by different units or persons: (i) 
authorization to execute a transaction; (ii) 
recording of the transaction; (iii) custody of 
assets involved in the transaction; (iv) 
reconciliation of bank accounts and 
subsidiary ledgers?  

 

Only approval of 
transactions. 

 

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

 

Ordering at DoRD. 
Payments and 
accounting at DoFA. 

 

Budgeting System    

4.10  Do budgets include physical and financial 
targets?  

Financial   

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

 

Yes for each 
department and 
program 

 

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

Compared on Excel Medium Risk. 
Formal system of 
periodic reporting 
lacking 

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

 

In advance  

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

 

No  

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

 

Secretary of department.   

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?  

Budget call in 
December to each 
department. 
Sections/programs 
within each department 
present activities and 
programs which are 
costed by the AO and 
Fiscal Officer before 
being approved by the 
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Topic Response Potential Risk 
Event 

Secretary. Meeting at 
Finance and & admin to 
discuss and adjust 
estimates before being 
made final in about 
March. Approved by 
Congress  

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 

 

 

No 

 

Payments    

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

 

Purchase Invoice made 
out by DOFA based on 
Purchase Requisitions 
by each department.  

 

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

 

Payments by DoFA  
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Topic Response Potential Risk 
Event 

4.20 Do controls exist for the preparation of the 
payroll? Are changes 
(additions/deductions/modifications) to the 
payroll properly authorized?  

 

Payroll prepared by 
DoFA. DoRD cross 
checks with DoFA 
report.   

Low Risk. 
Centralized payroll 
system 

Policies And Procedures    

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

Not applicable   

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

None at the DoRD. 
Government follows US 
Government Accounting 
Standards 

 

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

Yes, at DoFA  

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

Yes  

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

Yes  

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

Yes  

4.27 Do policies and procedures clearly define 
conflict of interest and related party 
transactions (real and apparent) and 
provide safeguards to protect the 
organization from them?  

  

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 for bank accounts. 
Include those persons who have custody 
over bank passwords, USB keys, or 
equivalent for online transactions. 

Not applicable  
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Topic Response Potential Risk 
Event 

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

Not applicable  

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?  

Not applicable  

4.33  Are bank accounts 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? 

Not applicable  

4.34   Are all reconciling items approved and 
recorded? 

Not applicable  

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  

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

Not applicable  

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

Not applicable  

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

Not applicable  

Safeguard over Assets    

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

DoRD has FAR and 
verification carried out 
by DFOA annually 

 

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

Yes on MS Excel  

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

Not applicable  

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

Yes  



30 

 

Topic Response Potential Risk 
Event 

fixed assets, inventories and stocks 
appropriately labeled? 

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

See 4.40 above  

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? 

No significant disposals  

4.46  Are assets sufficiently covered by 
insurance policies?  

 

No Medium Risk. 
Although potential 
for loss of assets 
due to natural or 
other disaster, 
DoRD not asset rich 
so impact not great 

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

 

Not applicable  

Other Offices and Implementing Entities    

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

YSPSC and KUA  

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

The finance divisions of 
the two utilities headed 
by their Comptrollers.  

 

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?  

No flow of funds. Only 
documents.  

 

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

Yes through the Project 
Management Units 

 

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

All project reporting and 
auditing will be through 
the PMU 
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offices and the main 
executing/implementing agencies. 

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

Not applicable  

Contract Management and Accounting   

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

Yes  

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?  

Yes  

5. Internal Audit    

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

Not applicable   

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

Not applicable  

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

Not applicable  

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

Not applicable  

5.5  Are actions taken on the internal audit 
findings?  

Not applicable  

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

Not applicable  

5.7  Is the IA department independent?   Not applicable  

5.8 Do they perform pre-audit of transactions? Not applicable  

5.9  Who approves the internal audit program? Not applicable  
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5.10  What standards guide the internal audit 
program?  

Not applicable  

5.11  How are audit deficiencies tracked? Not applicable  

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

Not applicable  

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

Not applicable  

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

Not applicable  

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

Not applicable  

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

Not applicable  

6. External Audit – entity level   

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

 

Entire national 
government account 
audited by Deloitte. 
DoRD not audited 
separately 

 

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

 

Not applicable  

6.3  Is the audit of the entity conducted in 
accordance with the International 
Standards on Auditing, or the International 
Standards for Supreme Audit Institutions, 
or national auditing standards?  

 

Not applicable  

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

Not applicable  

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

Not applicable  

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

Not applicable  
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6.7   Has the external auditor expressed any 
issues on the availability of complete 
records and supporting documents? 

Not applicable  

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

Not applicable  

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? 

Not applicable  

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? 

Yes likely will be the 
same auditor 

 

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

No  

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

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? 

Will have  

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

No  

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

Previous ADB project 
audit experience 

 

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

No  

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

they fully address the obligations under 
the loan agreements? Were there any 
material issues noted during the review of 

Not applicable  
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the audited project financial statements 
and related audit report that have 
remained unaddressed? 

7. Reporting and Monitoring    

7.1  Are financial statements and reports 
prepared for the entity?  

For national government 
as a whole not for 
DoRD separately 

 

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

No  

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

Not applicable  

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

Not applicable  

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

Not applicable  

7.6 Are financial management reports used by 
management?  

Not applicable  

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?  

Not applicable  

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

Not applicable  

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

No  

8. Information Systems    
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8.1  Is the financial accounting and reporting 
system computerized?  

Yes at the national level 
DoFA, not at the DoRD 

 

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

Not applicable  

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

Not applicable  

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? 

Not applicable  

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? 

Not applicable  

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

Not applicable  

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

Not applicable  

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

Not applicable  

8.9    Are there back-up procedures in place? Not applicable  

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

Not applicable  
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ANNEX B : YSPSC FINANCIAL MANAGEMENT ASSESSMENT QUESTIONNAIRE 
 
 
 

Topic Response Potential Risk 
Event 

 
1. Executing / Implementing Agency  

  

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

Public Corporation 
under the Yap State 
Government established 
in 1996 

 

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

Government owned.  

1.3 Obtain the list of beneficial owners of 
major blocks of shares (non-governmental 
portion), if any.5 

Not applicable  

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

ADB Loan 1459 FSM : 
Water Supply &  
Sanitation Project 
before 2008 

 

ADB Loans L3004 and 
L3005 Yap Renewable 
Energy Project (2015 
and 2016) 

 

Low Risk.  YSPSC 
did provide all ADB 
documentation for 
above projects 
including the 
financial statements  

 

 
5 In such cases, consult OAI on the need for integrity due diligence on non-governmental beneficial owners. 
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1.5 Briefly describe the statutory reporting 
requirements for the entity. 

Annual audited financial 
statements 

 

1.6     Describe the regulatory or supervisory 
agency of the entity. 

Governance by a seven 
member Board of 
Directors appointed by 
the Governor and 
approved by the 
Legislature of Yap State 

Medium Risk.  
Since the Board is 
appointed by the 
government there is 
government 
influence and 
commercially 
attractive decisions 
may be 
compromised 

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

See above  

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

Yes Low Risk.  Same 
structure for 
previous ADB 
projects 

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

No. As semi-
government employees 
bound by the Yap State 
Code.  

 

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

  

 
2. Funds Flow Arrangements  

  

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

ADB funds will flow 
direct to the Yap State 
which will then on-lend 
to YSPSC. The FSM 
national government will 
guarantee the loan to 
ADB on behalf of the 
Yap State Government 

 

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

Yes, was satisfactory 
under the previous 
project 

Low Risk 

2.3     Are the disbursement methods 
appropriate? 

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

 

No and none identified 
by the auditor 

 

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

Not known yet. Previous project did 
not manage any  
Funds 

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

• Executing foreign and local currency 
transactions? 

• Issuingand administering letters of credit 
(LC)? 

• Handling a large volume of transaction? 

• Issuing detailed monthly bank 
statements promptly? 
 

Not applicable  

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

No  

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

Yes  

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

Yes  

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

None. Local currency is 
USD 

 

2.11 How are the counterpart funds accessed?  
 

Unlikely to be applicable   

2.12 How are payments made from the 
counterpart funds?  

 

Not applicable  

2.13 If project funds will flow to communities or 
NGOs, does the PIU have the necessary 
reporting and monitoring arrangements 
and features built into its systems to track 

No  
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the use of project proceeds by such 
entities?  

 

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

 

No  

 
3. Staffing  

  

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

 

Headed by Comptroller. 
The position of deputy is 
vacant. Customer 
Services Manager 
reports to Comptroller as 
well as the Payroll and 
purchase and inventory 
section.  

Medium risk.  The 
post of Deputy 
Comptroller is an 
important one and 
needs to be filled  

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

Existing staff since they 
have experience on ADB 
projects 

Low Risk 

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

Undecided  

3.4  Is the project finance and accounting 
function staffed adequately?  

Yes Low Risk. Only 
documentation flow 
not fund flow since 
direct payment 
procedures followed. 
However document 
flow through YSPSC 
for which they have 
experience. 

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

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

Yes  

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

Not applicable. YSPSC 
staff handled 
documentation 

 

3.8  Identify any key positions of project 
finance and accounting staff not 
contracted or filled 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. 

 

Not applicable  

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?  

Will have  

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

Low turnover except in 
instances when qualified 
and experienced staff 
migrate 

 

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

No Medium risk.  
Finance staff need 
training or better 
performance and 
motivation 

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

 

On U.S. Department of 
Interior grants under the 
Compact 

 

 
4. Accounting Policies and Procedures  

  

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

Yes  
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If not, what accounting system will be used 
for the project? 

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

Yes  

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

Yes.     

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 monthly? Are actions 
taken to resolve reconciliation differences? 

Yes  

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

5 years  Low Risk 

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

The installation of fuel 
meters to each 
generator. This has 
appeared in the FY16 
and FY17 audit 
Management Letters  

Medium risk.  YSPC 
must be able to 
independently verify 
the quantity of fuel 
delivered 

Segregation of Duties    

4.8  Are the following functional responsibilities 
performed by different units or persons: (i) 
authorization to execute a transaction; (ii) 
recording of the transaction; (iii) custody of 
assets involved in the transaction; (iv) 
reconciliation of bank accounts and 
subsidiary ledgers?  

Yes. Transactions 
initiated by user 
departments. Payments 
authorized by GM/AGM 
and Comptroller, 
recorded by finance and 
assets (fixed assets) or 

Low Risk   Proper 
segregation of 
duties despite 
limited staff 
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 inventory with custody 
of user departments.  

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. Budget is prepared 
by division with physical 
details of energy, fuel 
and efficiency estimated 

 

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

 

Yes  

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

On an annual basis High Risk.  The 
budget needs to be 
monitored monthly 
with actual results 
so that corrective 
action can be taken 
during the year 

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

 

No  

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

 

No  

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

 

Preparation by finance 
with inputs from user 
units and approval by 
Board 

 

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.    



43 
 

 

Topic Response Potential Risk 
Event 

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 

 

 

 

 

No 

 

 

No 

 

Payments    

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

 

Yes  

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

 

Yes  

4.20 Do controls exist for the preparation of the 
payroll? Are changes 
(additions/deductions/modifications) to the 
payroll properly authorized?  

Yes. Separate payroll 
accountant maintains 
payroll. Timesheets 
used to update details. 

Low Risk 
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 Authorized by 
Comptroller 

Policies And Procedures    

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

Accrual   

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

U.S Government 
Accounting Standards 

 

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

Yes  

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

Yes  

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

Yes  

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

Yes  

4.27 Do policies and procedures clearly define 
conflict of interest and related party 
transactions (real and apparent) and 
provide safeguards to protect the 
organization from them?  

Yes  

4.28  Are manuals distributed to appropriate 
personnel?  

Yes  

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

  

Cash and Bank    

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

Two signatories 
management (GM and 
AGM) and Comptroller.  
No online banking used.  
Large projects require 
Board approval 

 

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

Peach tree Software off-
the-shelf software, now 
called Sage 50 under 
the Sage group.  

High Risk.  Risk 
rating high since 
modules for fixed 
assets and inventory 
not used. Budget not 
uploaded to 
compare with actual.  

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?  

Separate cashiers with 
separate cash registers  
for receiving cash from 
standard billing and 
cashpower customers.  
Kept in vault overnight 
and banked next day 

Low Risk 

4.33  Are bank accounts 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? 

Monthly bank 
reconciliations done on-
system. Cash 
reconciliations done on a 
daily basis by each of the 
cashiers and checked by 
accounting department 
and signed off by 
Comptroller 

Low Risk 

4.34   Are all reconciling items approved and 
recorded? 

Yes  

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

Yes   

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

No  

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

Yes  

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

No, except previous 
days collections 

 

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

No online transactions  

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

Annual asset verification 
along with auditor 

 

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

Yes manually using  
Excel updated annually 
only. Fixed asset 
module on Excel 

High Risk. Time 
consuming and error 
prone, the FAR 
module in Peachtree 
should be used 

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

Yes  

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

Fixed assets verification 
tagging last year only 
last year    

 

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

 

Store keepers use excel 
for inventory and end of 
year physical and 
transfer to GL  

 

High Risk  due to 
incomplete or 
erroneous 
spreadsheets. 
Inventory module in 
Peachtree should be 
used.  

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? 

Yes. Asset transfers 
have been on State 
Government directives 

 

4.46  Are assets sufficiently covered by 
insurance policies?  

 

Only workmen’s 
compensation available. 
No insurance taken on 
the basis that grants will 
be available 

High Risk in the 
event of a natural or 
other disaster 

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

 

Expenditure related to 
fully depreciated assets 
must be approved by 
the Board. 

 

Other Offices and Implementing Entities    

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

None  

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

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?  

  

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?  

  

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. 

  

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

  

Contract Management and Accounting   

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

Not applicable  

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

  

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?  

No formal arrangement High risk. These 
should be developed 
by HR 

5. Internal Audit    
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5.1  Is there an internal audit (IA) department 
in the entity?  

No  

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

  

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

  

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

  

5.5  Are actions taken on the internal audit 
findings?  

  

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

  

5.7  Is the IA department independent?     

5.8 Do they perform pre-audit of transactions?   

5.9  Who approves the internal audit program?   

5.10  What standards guide the internal audit 
program?  

  

5.11  How are audit deficiencies tracked?   

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

  

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

  

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

  

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

  

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

  

6. External Audit – entity level   

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

 

Yes, By Deloitte  

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

 

No  
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6.3  Is the audit of the entity conducted in 
accordance with the International 
Standards on Auditing, or the International 
Standards for Supreme Audit Institutions, 
or national auditing standards?  

 

USA Government 
Auditing Standards 

 

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

No  

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

No internal auditor or  
audit committee 

 

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

No  

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

No  

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

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? 

No  

External Audit – project level   

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

Yes. The previous ADB 
project was audited by 
the same auditor 

 

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

No  

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

No. The FSM public 
auditor does not audit 
component units.  

 

6.13   Has the project prepared acceptable terms 
of reference for an annual project audit? 

Yes, same as previous 
project 
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Have these been agreed and discussed 
with the EA and the auditor? 

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

No  

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

Yes  

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

No  

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

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

Yes, it was accepted by 
ADB 

 

7. Reporting and Monitoring    

7.1  Are financial statements and reports 
prepared for the entity?  

Yes  

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

Yes  

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

YSPSC prepares 
financial statements on 
an annual basis. 
Monthly reporting of 
Income statement only 

 

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

No  

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

Yes  

7.6 Are financial management reports used by 
management?  

Yes  

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

No High Risk.  A 
comparison is made 
at year end when it 
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may be too late for 
remedial action  

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?  

A Trial Balance is 
obtained from the 
system but there is 
substantial spreadsheet 
use as well 

High Risk.  Off 
system reporting is 
error prone and time 
consuming 

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

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 accounting and reporting 
system computerized?  

Yes  

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

Peachtree off-the-shelf 
software, now known as 
Sage 50 since 2009 

 

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

Stand-alone including 
two other systems for 
cash power (Suprema) 
and billings (UTP).  
These are journalized 
monthly into the GL on 
Peachtree.  

 

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? 

Project financial data 
also on Peachtree 

 

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? 

The monthly report is 
produced directly from 
the system. The Trial 
Balance produced by 
the system is given to 
auditors 
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8.6  Can the system automatically produce the 
necessary project financial reports?  

Yes  

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

Yes.    

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

Yes  

8.9    Are there back-up procedures in place? Yes  

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

Data is backed up on 
external drives and 
stored remotely 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
ANNEX C: KUA FINANCIAL MANAGEMENT ASSESSMENT QUESTIONNAIRE 
 

Topic Response Potential Risk 
Event 

 
1. Executing / Implementing Agency  

  

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

Public Corporation 
under the Kosrae State 
Government Law 
established in 1991 
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1.2 How much equity (shareholding) is owned 
by the Government? 

Government owned.  

1.3 Obtain the list of beneficial owners of 
major blocks of shares (non-governmental 
portion), if any.6 

Not applicable  

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

No High Risk. Staff 
have  

no experience in the  
required paperwork   

1.5 Briefly describe the statutory reporting 
requirements for the entity. 

Annual audited financial 
statements 
 

 

1.6     Describe the regulatory or supervisory 
agency of the entity. 

Governance by a five 
member Board of 
Directors four of which 
are appointed by the 
Governor and the fifth 
ex-officio Department of 
Public Works, all for a   
four year term 

Medium Risk.  
Since the Board is 
appointed by the 
government there is 
government 
influence and 
commercially 
attractive decisions 
may be 
compromised 

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

See above  

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

Yes Low Risk.  
Functional structure 
similar to the utilities 
in other States 

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

No. As semi-
government employees 
bound by the Yap State 
Code. 

 

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

No  

 
2. Funds Flow Arrangements  

  

2.1  Describe the (proposed) project funds flow 
arrangements in detail, including a funds 
flow diagram and explanation of the flow of 
funds from ADB, government and other 

ADB funds will flow 
direct to the Kosrae 
State which will then on-
lend to KUA. The FSM 

 

 
6 In such cases, consult OAI on the need for integrity due diligence on non-governmental beneficial owners. 
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financiers, to the government, EA, IA, 
suppliers, contractors, ultimate 
beneficiaries, etc. as applicable.  

national government will 
guarantee the loan to 
ADB on behalf of the 
Kosrae State 
Government 

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

Yes  

2.3     Are the disbursement methods 
appropriate? 

Yes  

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

 

No and none identified 
by the auditor 

 

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

Not applicable  

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

• Executing foreign and local currency 
transactions? 

• Issuingand administering letters of credit 
(LC)? 

• Handling a large volume of transaction? 

• Issuing detailed monthly bank 
statements promptly? 
 

Not applicable  

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

No  

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

Not applicable  

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

Not applicable  
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2.10  Is the entity exposed to foreign exchange 
risk? If yes, describe the entity’s policy and 
arrangements for managing foreign 
exchange risk. 

None. Local currency is 
USD 

 

2.11 How are the counterpart funds accessed?  
 

Unlikely to be applicable   

2.12 How are payments made from the 
counterpart funds?  

 

Not applicable  

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

 

No  

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

 

No  

 
3. Staffing  

  

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

 

GM reporting to the 
Board. Reporting to GM 
are functional managers 
for customer services, 
finance and operations 

 

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

New project 
management 

 

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

Headed by a 
Comptroller who works 
from his office overseas 
with bi-annual visits. 
Deputy Comptroller, 
assistant accountant 
and purchasing/admin 
officer  

Medium risk. Full 
time presence of 
Comptroller 
desirable but 
recruitment within 
the State is a 
challenge.  

3.4  Is the project finance and accounting 
function staffed adequately?  

No. New staff will need 
to be recruited or 
existing staff re-trained.  
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3.5  Are the project finance and accounting 
staff adequately qualified and 
experienced?  

Will be  

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

Not applicable  

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

Not known yet  

3.8  Identify any key positions of project 
finance and accounting staff not 
contracted or filled 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. 

 

Not applicable  

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?  

Will have  

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

Low turnover except in 
instances when qualified 
and experienced staff 
migrate 

 

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

No formal training policy Medium risk.  
Finance staff need 
training or better 
performance and 
motivation 

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

 

On U.S. Department of 
Interior grants under the 
Compact 

 

 
4. Accounting Policies and Procedures  

  

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

Yes  
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project use the entity accounting system? 
If not, what accounting system will be used 
for the project? 

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

Yes  

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

Yes.   

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 monthly? Are actions 
taken to resolve reconciliation differences? 

Yes  

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

5 years  Low Risk 

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

None  

Segregation of Duties    

4.8  Are the following functional responsibilities 
performed by different units or persons: (i) 
authorization to execute a transaction; (ii) 
recording of the transaction; (iii) custody of 
assets involved in the transaction; (iv) 
reconciliation of bank accounts and 
subsidiary ledgers?  

 

Yes. Transactions 
initiated by user 
departments. Payments 
authorized by two of 
four senior 
management,  2 seniors 
managers, GM and 
Comptroller, recorded 
by finance and  assets 
(fixed assets) or 

Low Risk   Proper 
segregation of 
duties despite 
limited staff 
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inventory with custody 
of user departments.  

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. Budget is prepared 
by division with physical 
details of energy, fuel 
and efficiency estimated 

 

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

 

Yes  

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

On monthly basis  

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

 

No  

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

 

No  

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

 

Preparation by finance 
with inputs from user 
units and approval by 
Board 

 

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.    

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

  

 

Yes 
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          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? 

 

 

No 

 

 

 

 

No 

 

 

No 

Payments    

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

 

Yes  

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

 

Yes  

4.20 Do controls exist for the preparation of the 
payroll? Are changes 
(additions/deductions/modifications) to the 
payroll properly authorized?  

 

No separate HR 
function   

High Risk. 
Accounting for 
payroll should be by 
a separate officer 

Policies And Procedures    

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

Accrual   
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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 (specify) 
or other?  

U.S Government 
Accounting Standards 

 

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

Yes  

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

Yes  

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

Yes  

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

Yes  

4.27 Do policies and procedures clearly define 
conflict of interest and related party 
transactions (real and apparent) and 
provide safeguards to protect the 
organization from them?  

Yes  

4.28  Are manuals distributed to appropriate 
personnel?  

Yes  

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

  

Cash and Bank    

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

Two signatories; Two 
out of four senior 
managers,  No online 
banking used yet. Large 
projects require Board 
approval 

 

Low Risk.   

4.31 Does the organization maintain an 
adequate and 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?  

Separate cashiers with 
separate cash registers  
for receiving cash from 
standard billing and 
cashpower customers.  

Low Risk 
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All cheques and cash 
banked daily using night 
deposit 

4.33  Are bank accounts 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? 

Monthly bank 
reconciliations done off-
system. Cash 
reconciliations done on a 
daily basis by each of the 
cashiers and checked by 
accounting department 
and signed off by 
Comptroller 

Low risk 

4.34   Are all reconciling items approved and 
recorded? 

Yes  

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

Yes   

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

No  

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

Yes  

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

No  

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

No online transactions  

Safeguard over Assets    

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

Annual asset verification 
along with auditor 

 

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

Yes manually using  
Excel updated annually 
only. Fixed asset 
module on Excel 

High Risk. Time 
consuming and error 
prone, the FAR 
module in MAS 90 
should be used 

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

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

Yes  

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

Yes 

 

 

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? 

Yes. Asset transfers 
have been on State 
Government directives 

 

4.46  Are assets sufficiently covered by 
insurance policies?  

 

Workmen’s 
compensation, fire and 
automobile insurance 

High Risk  No 
insurance against 
natural disasters. 
Should consider self 
insuring to mitigate 
risk 

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

 

Expenditure related to 
fully depreciated assets 
must be approved by 
the Board. 

 

Other Offices and Implementing Entities    

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

No  

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

  

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?  

  

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?  

  

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

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

  

Contract Management and Accounting   

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

Not applicable  

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

  

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?  

No formal arrangement High risk. These 
should be developed 
but no HR function 

5. Internal Audit    

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

No  

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

  

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

  

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

  

5.5  Are actions taken on the internal audit 
findings?  

  

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

  

5.7  Is the IA department independent?     

5.8 Do they perform pre-audit of transactions?   
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5.9  Who approves the internal audit program?   

5.10  What standards guide the internal audit 
program?  

  

5.11  How are audit deficiencies tracked?   

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

  

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

  

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

  

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

  

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

  

6. External Audit – entity level   

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

 

Yes, By Deloitte  

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 in 
accordance with the International 
Standards on Auditing, or the International 
Standards for Supreme Audit Institutions, 
or national auditing standards?  

 

Yes  

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

No  

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

No audit committee  

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

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

No  

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

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? 

No  

External Audit – project level   

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

Yes.   

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

Not applicable  

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

No. The FSM public 
auditor does not audit 
component units.  

 

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? 

Will have  

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

No  

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

Yes  

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

No  

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

they fully address the obligations under 

Not applicable  
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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 and reports 
prepared for the entity?  

Yes  

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

Yes  

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

Monthly reporting of 
actual profit and loss 
compared with budget 

 

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

No  

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

Yes  

7.6 Are financial management reports used by 
management?  

Yes  

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

No  

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?  

Yes through a Trial 
Balance 

 

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

No  

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

  

8. Information Systems    

8.1  Is the financial accounting and reporting 
system computerized?  

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

MAS 90   

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

Stand-alone including 
two other systems for 
cash power (Suprema) 
and post paid using El 
Dorado   These are 
journalized monthly into 
the GL on MAS 

 

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? 

  

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? 

To a large extent direct. 
However, fixed asset 
register and inventory 
maintained off system 
on spreadsheets 

High Risk. This is 
time consuming and 
error prone 

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

Yes  

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

Yes.    

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

Yes  

8.9    Are there back-up procedures in place? Yes  

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

Data is backed up on 
external drives and 
stored remotely 

 

 
 
 
 


