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FINANCIAL MANAGEMENT ASSESSMENT 

 
A. INTRODUCTION 

1. A financial management assessment (FMA) was conducted in December 2018 for the 
Project Readiness Financing (PRF) and an update made in February 2020, in accordance with 
ADB’s Guidelines for the Financial Management and Analysis of Projects1 and the Financial Due 
Diligence: A Methodology Note.2 The assessment considered the Ministry of Finance (MOF) as 

the executing agency and Ministry of Infrastructure (MOI) as the implementing agency, and looked 
into funds-flow arrangements, staffing, budget, accounting and financial reporting systems, 
financial information systems, asset management, and internal and external auditing 
arrangements. Weaknesses were identified and mitigating measures were formulated to address 
or alleviate the impacts of these weaknesses. The FMA was guided by the responses to the FMA 
questionnaire and desktop reviews were made of the PEFA reports in 2010 and the Agile Report 
prepared in 2019. The assessments of the public financial management system of Tonga as 
reviewed in various project documents were also referred to. 
 
2. Ports Authority Tonga’s (PAT) involvement during project implementation will be as 
technical advisor, providing technical information and guidance to the project implementation 
team. It is envisaged that the capital cost of the upgrade will only be transferred to the books of 

PAT upon project completion. However, financial analysis will be conducted on PAT to assess its 
capacity to manage the investment and to cover the incremental recurrent costs upon 
commissioning.   

 
3. MOF has been the executing agency for all ADB-funded projects in Tonga and is currently 
the executing agency for four ongoing investment projects: (i) Grants 0264/G0265-TON: 
Nuku’alofa Urban Development Sector Project; (ii) Grant 0378-TON: Climate Resilience Sector 
Project; (iii) Loan 3509 and Grants 0347/0348/0444/0445/0446/0528/0586/0587/0588-TON: 
Outer Island Renewable Energy Project; and (iv) Grant 0575-TON: Cyclone Gita Recovery 
Project. MOI was the implementing agency for two completed projects: (i) Grant 0108-TON: 
Integrated Urban Development Sector Project; and (ii) Grants 0389/0390-TON: Cyclone Ian 
Recovery Project; and is the implementing agency for the ongoing Grant 0378-TON: Climate 

Resilience Sector Project. For the three projects where MOI was the implementing agency, a 
project accountant was recruited and based in the project management unit (PMU), to handle the 
disbursements and financial management tasks for each project. 
 
B. PROJECT DESCRIPTION 

4. The Nuku’alofa port is the main international port of Tonga and the country’s lifeline, given 
the geographical isolation of the nation from international markets. However, the cargo terminal 
of the Queen Salote International Wharf (QSIW) and one of the international cargo wharves is in 
urgent need of upgrade due to lack of maintenance and investment.3 The degradation of other 
facilities, container yard and access road and other auxiliary infrastructure, pose a risk to port 
workers. 
 

 
1  Available at: https://www.adb.org/documents/financial-management-and-analysis-projects  
2  Available at: https://www.adb.org/documents/financial-due-diligence-methodology-note  
3  The QSIW comprises two international cargo wharves and two domestic wharves. The international cargo wharves 

are: wharf number 1 built in 1967and upgraded in 1997; and wharf number 2 built in 1986. 

https://www.adb.org/documents/financial-management-and-analysis-projects
https://www.adb.org/documents/financial-due-diligence-methodology-note
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5. As Tonga is highly reliant on imports, the cost of importing goods has a significant impact 
on the country, affecting the nation’s competitiveness and representing a bottleneck to economic 
development. The outcome of the project is capacity and operations of the Nuku’alofa Port 
improved. The project will be aligned with the following impact: safer, more reliable, and more 
affordable transport infrastructure and services in Tonga.  The proposed project is to upgrade the 
Nuku’alofa port, rehabilitating, renewing and expanding the existing infrastructure and improving 
the management and operations practices. In response to the government’s request, ADB will 

provide $45.0 million in ADF grant to help finance the project.  
  
C.  COUNTRY AND SECTOR LEVEL FINANCIAL MANAGEMENT ISSUES  

6. After the 2010 Public Expenditure and Financial Accountability (PEFA) exercise, the 
government recognized that there is more to be done to achieve a project financial management 
(PFM) system that supports macroeconomic stability, create an environment conducive for private 
sector growth, ensure the optimal use of Tonga’s productive resources, and enhance 
accountability and good governance. Following the PEFA assessment in 2010, Tonga has been 
implementing a PFM Road map, an exercise being led by the MOF, previously the Ministry of 
Finance and National Planning. High priority reforms for the government include improving the 
macroeconomic framework for budget formulation; the upgrade of the financial accounting 
SunSystems, Tonga’s Integrated Financial Management Information System (FMIS); and 

completion of ongoing work to produce a “Whole-of-Government” financial report that includes 
the financial statements of Tonga’s state-owned enterprises. The Public Accounts Committee is 
still reviewing the 2015–2016 audit reports so there is no scrutiny of public accounts for the past 
3 years. ADB and other development partners such as the World Bank and the International 
Monetary Fund’s Pacific Financial Technical Assistance Center are providing support for reform 
implementation through technical assistance, policy dialogue, and annual budget support 
operations. 
 
7. Some of the more recent changes indicated in the 2019 PEFA Agile report, include the 
upgrading of the FMIS and some additional investments in hardware that enabled increased 
connectivity between MOF and other line agencies. The Revenue Management System was 
upgraded to allow functionalities like analysis, risk management, audit and investigations and 

assessments. The development of a new website has improved transparency but delays in 
uploading key documents undermine its usefulness. Macro-economic forecasting has been 
improved and feeds into the budget statement. The budget statement was also improved but 
delays in upload reduced public access. There are gray areas in comparability in reporting 
because the budget coverage includes all development fund with in-kind included but only funds 
that flow through Treasury are included in the financial statements. Oversight of other entities has 
improved as a result of improved financial reporting practices. However, assessment of risks is 
not consolidated. Overall, assessment of improvements in the different aspects is mixed because 
while improvements were undertaken in some areas, these are offset by deterioration in other 
areas. Notably, the improved audit planning in the Office of the Auditor General has enhanced 
the timeliness of audit reports that are submitted to the Legislative Assembly and thus are made 
more accessible to the public. 

 
D.  PROJECT FINANCIAL MANAGEMENT SYSTEM 

8. The PMU was set up under MOI and supervised by both MOF and MOI. The PMU 
undertakes the tasks of providing support to overall project management, preparing withdrawal 
applications and the associated tasks like verification of invoices and securing certification on the 
works done; preparing periodic progress reports and providing financial inputs into the reports, 
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reconciling project records with that of ADB, preparing financial statements and having them 
audited by the end of year, attending coordination meetings, records keeping, and managing 
paper work for the advance account. 

9. Staffing. There are only a few staff in the PMU but all are technically qualified to undertake 
their roles. The PMU consists of the following persons: 

• Anna Bing Fonua – team leader, managing the budgets, also responsible for 

reporting of the accounts to the MOI CEO 

• (Mr.) Feleti Faotusia – responsible for preparing the accounts  

• Fisilau Leone – technical support 

• Andrea Tora – administrative support 
 

10. Funds Flow.  The project will use direct payment and the advance account procedure.  
The flow of funds has been illustrated in a diagram in Figure 1.  Counterpart funding will be in the 
form of exemption from taxes and duties of procurement under the project. The PMU will track 
the amount of taxes and duties exempted and incorporate into project reports. The PMU staff will 
be encouraged to regularly reconcile project accounts with ADB’s Grant Financial Information 
System (GFIS). There is no land acquisition envisaged as upgrades will be made on existing 
infrastructure. 

 

Figure 1: Funds Flow Diagram 

 

 

11. Accounting and reporting systems.  The project will use the International Public Sector 
Accounting Standards for cash-basis accounting. The MOF uses the SunSystems which will also 
be used to consolidate project accounts. Separate project accounts will be maintained by the 
PMU which will include all fund sources including the government’s share in the form of exemption 
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from taxes and duties. The project financial statements will be finalized and submitted for audit 
considering the deadline of submission of audited project financial statements to ADB. 
 
12. Internal Audit. Internal audit for government is centralized at the Ministry of Finance. The 
internal audit department in the MOF checks internal control processes in the departments under 
the Ministry. Limited audit work for select ministries is being done by the internal audit team at 
MOF but the scope of audit is not comprehensive. The internal audit plan does not detail coverage 

by revenues and expenditures. To ensure that appropriate internal control is practiced in the PMU, 
a special arrangement will be agreed with the MOF to extend the internal audit function to MOI 
and the PMU. 

13. External Audit.  The independent audit of project financial statements will be undertaken 
by the Office of the Auditor General of Tonga as is currently being done in other ADB projects in 
the country. ADB’s requirements on the timeliness of submission of the audited project financial 
statements (APFS) have been discussed with the MOF. The MOF is familiar with ADB’s 
requirements having implemented several ADB-financed projects. Experience with MOF’s 
compliance with the financial management reporting requirements have generally been positive 
although previous periods have encountered delays in submission. The PMU have also been 
adequately informed of ADB’s requirements on submission of APFS. 

14. Monitoring and reporting systems. The PMU will be providing financial data inputs on 

the periodic progress reports, collecting and retaining supporting documents both for internal and 
external audit purposes, and preparing annual disbursement projections. The PMU was informed 
that direct payment and taxes and duties exempted will need to be captured in financial reports. 
The MOF will be responsible for reviewing and approving certified withdrawal applications online 
through the Client’s Portal for Disbursement (CPD) or forwarding signed hardcopies to ADB, for 
payment. Records should be kept beyond project completion to allow for project evaluation. 

15. Advance fund procedure. MOF will establish an advance account promptly after loan 
effectiveness. MOF will be accountable for the administration of funds in the advance account 
and for the proper use of the advances. MOF and MOI have proven their capacity to handle the 
advance account as they have handled efficiently the advance accounts for other ADB projects.  
The currency of the advance account will be in US dollars. The advance account will be used for 
progress payments to the consultants and other smaller value payments and will be used 

exclusively for ADB’s share of eligible expenditures. The ceiling of the advance account is the 
estimated expenditures to be financed by the grant for the forthcoming 6 months of project 
implementation.  

16. Asset management. The Government has an existing asset management policy and 
procedures are in place for recording and disposal of assets. However, the PEFA raised issues 
on completeness and timely update of the asset register which should be a reliable basis for 
allocation of budgets for repair and maintenance to promote the sustainability of public 
investments. The project includes the development and implementation of an asset maintenance 
plan to ensure sustainable maintenance of the port assets. In order to meet the maintenance 
needs of the port facility during the life of the project and ensure its sustainability, the government 
and MOF commit to (i) create a Major Maintenance Reserve Account by the PAT; and (ii) establish 
an Asset Management Unit with at least two full-time staff by the PAT. 

17. The overall pre-mitigation financial management risk of executing and implementing 
agencies is moderate. Overall, the Government of Tonga’s financial management policies, 
systems and procedures are sufficiently robust to meet ADB’s requirements for project 
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implementation. However, there are some observed weaknesses in the following areas; (i) there 
is limited audit function in other ministries and MOF should extend this function to these ministries 
including the PMU; (ii) the relevant staff of the PMU, MOF and MOI who are unfamiliar with ADB’s 
disbursement and reporting procedures will benefit from a focused training under the project,  and 
(iii) MOF should be encouraged to update the asset register and to assess if other public 
investments should be included. The summary of weaknesses and risks are summarized in Table 
1. The recipient, executing agency and implementing agency have agreed to implement an action 

plan as key measures to address the deficiencies. The financial management action plan is 
provided in Table 2.  

Table 1: Financial Management and Internal Control Risk Assessment 
Risk type Assessment Description Mitigation 

1. Inherent risks 

Country-specific M Some weaknesses in public 
financial management in the area 
of budget comparability and 

completeness of the asset 
register noted, but overall FM 
was assessed as sufficiently 
robust to meet ADB 

requirements for project 
implementation 

The PMU has been established 
ahead of project implementation and 
will be supported with consultants to 

ensure that financial management 
aspects of the project are closely 
monitored.   
 

A covenant will be included in the 
legal agreements to ensure that the 
cost of investment will be transferred 
to PAT at project completion. MOF to 

create a Major Maintenance Reserve 
Account by the PAT; and (ii) establish 
an Asset Management Unit with at 
least two full-time staff by the PAT. 

Entity-specific M Weak FM capacity due to 

absence of internal audit function 
in MOI.  Also, relevant staff are 
not familiar with ADB 
procedures.  

Agree with MOF on special 

arrangement to provide internal audit 
support to MOI and the PMU.  
Provide training on ADB 
disbursement and reporting 

procedures under the Project 
including use of the Clients’ Portal for 
Disbursement (CPD). 

Project-specific L Need to strengthen capacity 
within the PMU as project 

progresses from preparation to 
actual project implementation. 

PMU staff will benefit from training on 
ADB disbursement and reporting 

procedures under the Project.  

2. Control risks 

Implementing entity L Indicate accounting system and 
extent of computerization, 

including accounting standards 
being used in recording. 

MOF system is fully computerized but 
MOI is only using SunVision to 

monitor and report on its budget 
utilization. 
 
PMU will follow the system used by 

MOF. 

Funds flow M Lack of familiarity with ADB 
requirements and procedures 
may delay processing of 
withdrawal applications which 

would impact negatively on 
implementation.   

ADB training will be conducted at 
inception. Training will also be a key 
objective of the supervision 
consultants to be engaged under the 

project. 

Accounting L MOF uses Sunsystems which 
will be used by the PMU. 

A professionally trained accountant is 
included in the PMU staffing, who will 
also be trained in ADB disbursement 

procedures including CPD. 

Internal audit M Limited coverage of internal audit 
review process in PMU.  

Internal audit support will be provided 
by the Ministry of Finance.  MOF will 
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Risk type Assessment Description Mitigation 

enforce mandatory reconciliation of 
accounts. 

External audit L SAI of Tonga as an independent 
auditor is acceptable to ADB. 

Ensure that ADB’s policy on 
compliance with FM requirements are 

adequately explained to the 
EA/IA/SAI and clarity with this 
responsibility upon grant signing) 

Monitoring/reporting L Information on project funds from 

all sources must be captured in 
the reports. 

PMU staff will be trained in ADB 

disbursement procedures and 
reporting requirements. 

Asset Management 
policy 

M The assets register must be 
regularly updated to ensure the 
adequacy of budget provision for 

repairs and maintenance 

MOF to create a Major Maintenance 
Reserve Account by the PAT; and (ii) 
establish an Asset Management Unit 

with at least two full-time staff by the 
PAT.A covenant will be included in 
the legal agreements to ensure the 
transfer of accountability for the 

investment under the books of PAT. 

OVERALL MODERATE   

ADB = Asian Development Bank, EA = executing agency, IA = implementing agency, L = low; M = Moderate, MOF 
= Ministry of Finance, MOI = Ministry of Infrastructure, PAT = Ports Authority Tonga, PMU = project management 
unit, SAI = supreme audit institution. 

18. To address the risks identified in the FMA, the Government of Tonga, MOF, MOI and the 
PMU agreed to undertake the following actions summarized in Table 2 to ensure that the ADB’s 
requirements are met. 

Table 2: Financial Management Action Plan 
Weakness Mitigating Action Responsibility/Timing 

Unfamiliar with ADB’s 
processes both in 
procurement, 

disbursements and 
financial reporting 

ADB will conduct training and workshops to ensure that 
the PMU staff as well as relevant staff involved in 
project implementation are familiar with ADB 

procedures, and financial management requirements.  
Project management consultants will also include FM 
capacity building targets in their contracts. 

ADB; during inception 

Lack of internal audit that 
may allow for lapses in 

internal control 
procedures 

MOF will be encouraged to extend its internal audit 
support to other government offices especially MOI and 

PMU. ADB will monitor progress in this action. 

MOF/ADB 

Ensure that budget is 
provided for adequate 
repairs and maintenance 

of infrastructure assets 

The recipient will be encouraged to regularly update its 
assets register to enable budget allocation for repairs 
and maintenance.  

 
The capital cost of the project will be transferred to 
PAT’s books of accounts at project completion. A Major 
Maintenance Reserve Account by the PAT will be 

created and establish an Asset Management Unit with 
at least two full-time staff by the PAT 

MOF/PAT/ADB 

ADB = Asian Development Bank, FM = financial management, MOF = Ministry of Finance, MOI =  Ministry of 
Infrastructure, PAT = Ports Authority Tonga, PMU = project management unit,  
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E. DISBURSEMENT 

1. Disbursement Arrangements  

19. The grant proceeds will be disbursed in accordance with ADB’s Loan Disbursement 
Handbook (2017, as amended from time to time),4 and detailed arrangements agreed upon 
between the government and ADB. Online training for project staff on disbursement policies and 
procedures is available.5 Project staff are encouraged to avail of this training to help ensure 
efficient disbursement and fiduciary control. 

20. The PMU under the MOI will be responsible for preparing withdrawal applications as much 
as possible through ADB’s CPD system, collecting and retaining supporting documents, preparing 
the disbursement projections and requesting for counterpart budget. The MOF will be responsible 
for reviewing and approving PMU certified withdrawal applications online or forwarding signed 
hardcopies to ADB, for payment.   

21. Advance fund procedure. MOF will establish an advance account promptly after loan 
effectiveness at a reputable commercial bank. MOF will be responsible for the administration of 
funds in the advance account and will be accountable and responsible for the proper use of the 
advances. MOF has proven its capacity to handle the advance account as demonstrated in their 
handling of the advance accounts for other ADB projects. The currency of the advance account 
will be in US dollars. The advance account will be used for progress payments to the consultants 
and other smaller value payments. The advance account will be used exclusively for ADB’s share 

of eligible expenditures. The ceiling of the advance account is the estimated expenditures to be 
financed by the grant for the forthcoming 6 months of project implementation.  

22. The total outstanding advance to the advance account should not exceed the estimate of 
ADB’s share of expenditures to be paid through the advance account for the forthcoming 6 
months. PMU may request for initial and additional advances to the advance account based on 
an Estimate of Expenditure Sheet6 setting out the estimated expenditures to be financed through 
the account(s) for the forthcoming 6 months. Supporting documents should be submitted to ADB 
or retained by MOF in accordance with ADB’s Loan Disbursement Handbook (2017, as amended 
from time to time) when liquidating or replenishing the advance account. 

23. Withdrawal Application. Before the submission of the first withdrawal application (WA), 
the Government should submit to ADB sufficient evidence of the authority of the person(s) who 
will sign the withdrawal applications on behalf of the GoT, together with the authenticated 

specimen signatures of each authorized person. The minimum value per WA is stipulated in the 
Loan Disbursement Handbook (2017, as amended from time to time). Individual payments below 
such amount should be paid (i) by MOF and subsequently claimed to ADB, or (ii) through the 
advance fund procedure, unless otherwise accepted by ADB. The borrower should ensure 
sufficient category and contract balances before requesting disbursements.  Use of ADB’s CPD7 
system is encouraged for submission of withdrawal applications to ADB. 

 

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

handbook).    
5   Disbursement eLearning. http://wpqr4.adb.org/disbursement_elearning  
6  Estimate of Expenditure sheet is available in Appendix 8A of ADB’s Loan Disbursement Handbook (2017, as 

amended from time to time),  
7  The CPD facilitates online submission of WA to ADB, resulting in faster disbursement. The forms to be completed 

by the Borrower are available online at https://www.adb.org/documents/client-portal-disbursements-guide.     

https://www.adb.org/documents/loan-disbursement-handbook
https://www.adb.org/documents/loan-disbursement-handbook
http://wpqr4.adb.org/disbursement_elearning
https://www.adb.org/documents/client-portal-disbursements-guide
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2. Disbursement Arrangements for Counterpart Fund 

24. The PMU under MOI will ensure that counterpart funds such as tax exemptions, are 
reported under the project account.  

 
3. Accounting 

25. The MOF, through PMU will maintain or cause to be maintained, separate books and 
records by funding source for all expenditures incurred under the project using cash-based 

accounting system following the government’s financial regulations, which are in accordance with 
cash-basis International Public Sector Accounting Standards (IPSAS). The MOF, through PMU 
will prepare project financial statements in accordance with the government's accounting laws 
and regulations which are consistent with international accounting principles and practices. 

 
F.  AUDITING AND PUBLIC DISCLOSURE 

26. The MOF will cause the detailed project financial statements to be audited in accordance 
with International Standards on Auditing by an independent auditor acceptable to ADB. The 
audited project financial statements together with the auditor’s opinion will be presented in the 
English language and submitted to ADB within 6 months from the end of the fiscal year by the 
MOF.  

27. The audit report for the project financial statements will include a management letter and 

auditor’s opinions, which cover (i) whether the project financial statements present an accurate 
and fair view or are presented fairly, in all material respects, in accordance with the applicable 
financial reporting standards; (ii) whether the proceeds of the grant were used only for the purpose 
of the project; and (iii) whether the borrower or executing agency was in compliance with the 
financial covenants contained in the legal agreements (where applicable). 

28. Compliance with financial reporting and auditing requirements will be monitored by review 
missions and during normal program supervision, and followed up regularly with all concerned, 
including the external auditor.  

29. The recipient, MOF and PMU have been made aware of ADB’s approach to delayed 
submission, and the requirements for satisfactory and acceptable quality of the audited project 
financial statements.7 ADB reserves the right to require a change in the auditor (in a manner 
consistent with the constitution of the borrower), or for additional support to be provided to the 

auditor, if the audits required are not conducted in a manner satisfactory to ADB, or if the audits 
are substantially delayed. ADB reserves the right to verify the project's financial accounts to 

 
7 ADB’s approach and procedures regarding delayed submission of audited project financial statements:  

(i) When audited project financial statements are not received by the due date, ADB will write to the executing 

agency advising that (a) the audit documents are overdue; and (b) if they are not received within the next 6 
months, requests for new contract awards and disbursement such as new replenishment of advance accounts, 
processing of new reimbursement, and issuance of new commitment letters will not be processed. 

(ii) When audited project financial statements are not received within 6 months after the due date, ADB will withhold 

processing of requests for new contract awards and disbursement such as new replenishment of advance 
accounts, processing of new reimbursement, and issuance of new commitment letters. ADB will (a) inform the 
executing agency of ADB’s actions; and (b) advise that the loan may be suspended if the audit documents are 
not received within the next 6 months. 

(iii) When audited project financial statements are not received within 12 months after the due date, ADB may 
suspend the loan. 
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confirm that the share of ADB’s financing is used in accordance with ADB’s policies and 
procedures.  

30. Public disclosure of the audited project financial statements, including the auditor’s opinion 
on the project financial statements, will be guided by ADB’s Access to Information Policy 2018.8 
After the review, ADB will disclose the audited project financial statements and the opinion of the 
auditors on the project financial statements no later than 14 days of ADB’s confirmation of their 
acceptability by posting them on ADB’s website. The management letter, and additional auditor’s 

opinions will not be disclosed.9 

 
G. SUGGESTED COVENANT 

31. While it is understood that the involvement of PAT during project implementation is on an 
advisory capacity, the project investments will be managed and operated by PAT after 
commissioning.  Towards this end, a financial analysis was done for PAT to simulate the possible 
level of incremental recurrent expenditures resulting from the operation and maintenance of the 
asset and whether PAT has the financial capability to absorb the additional expenses.  A covenant 
is therefore appropriate to ensure that the capital cost of the investment is transferred to PAT’s 
books of accounts at project completion. To ensure the financial sustainability of the project, 
create a Major Maintenance Reserve Account by the PAT; and (ii) establish an Asset 
Management Unit with at least two full-time staff by the PAT. Under the project, a review of the 

tariffs applied at the QSIW will also be undertaken to update them and adapt them to regional and 
international standards. 

H. CONCLUSION 

32. For the purpose of the project’s implementation, the financial management capacity of the 
executing agency and implementing agency is assessed as sufficiently robust to meet ADB 
requirements for project implementation. There are also sufficient actions to ensure the financial 
sustainability of the project after completion. Tonga’s public financial management roadmap is a 
good approach to address weaknesses in the PFM systems as it carefully assesses each factor 
in the PFM and formulate plans for actions to upgrade.  However, the government should commit 
to integrate these factors together for the reforms to work. Improvements in some and 
deterioration in some will not bring the PFM system anywhere. Identify priority areas and focus 
significant efforts in addressing them will create lessons for addressing the PFM issues 

holistically. 

 
8  Access to Information Policy: https://www.adb.org/documents/access-information-policy  
9  This type of information would generally fall under access to information policy exceptions to disclosure. ADB. 2018. 

Access to Information Policy. Paragraph 97(iv) and/or 97(v). 

https://www.adb.org/documents/access-information-policy

