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Executive Summary 

 

The assessment was conducted to (i) assess the institutional capacity of BDB, (ii) conduct an 

operational and financial analysis, and (iii) develop a financial projection with critical performance 

indicators for BDB.  

 

The overall financial management risk for the project is assessed as High. Ministry of Finance, 

as an EA, has prior experience administering donor-funded programs including ADB projects. As 

an IA, BDB has limited experiences in development assistance projects. Key risks identified 

include (i) weak internal controls system (ii) inadequate financial management practices in 

absence of accounting policy and financial management policy/guideline (iii) poor portfolio quality 

resulting in high NPL and (iv) limited institutional expertise to undertake rural project/enterprise 

financing. Appropriate risk mitigation measures are proposed in table 9 and table 10. 
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I. Introduction  

 

1. This financial management assessment (FMA) assesses the institutional capacity of 
Ministry of Finance as an EA and BDB as an IA to undertake the proposed project. The 
assessment was conducted in accordance with ADB’s Financial Analysis and Evaluation 
Technical Guidance Note.1 

 

II. Brief Project Rationale2 

 

2. Despite the recent economic growth, the Bhutanese economy is still largely rural and 
agriculture-based. Out of its total population, 62.2% live in rural areas with agriculture as its 
primary source of livelihood for most rural population. The agriculture sector contributes about 
16.52% of the total gross domestic product but employs over 56% of the total population in 2017. 
Although Bhutan's poverty ratio decreased from 23.2% in 2007 to 8.2% in 2017, a sizable number 
of the rural population remains in poverty. The estimated 11.9% of the rural population is below 
the national poverty line as compared to 0.8% in urban areas. 
 
3. Most Bhutanese farmers are subsistence small farmers with limited landholdings and 
income. In rural areas, opportunities to generate cash incomes outside of agriculture or off-farm 
employment are extremely limited making farmers exclusively dependent on farming. The 
Government of Bhutan recognizes the cottage and small industries (CSIs) as the economy's driver 
and can positively impact employment, income generation and poverty reduction, and implements 
various policy measures to promote CSIs. CSIs constitute more than 90% of the total enterprises 
and employ about 99,288 people. However, despite the government support, the CSIs face 
various constraints including access to finance, access to infrastructure and market. Among 
these, access to finance is by far the largest constraint due to (i) weak financial and operational 
performances of the key rural finance institutions, (ii) lack of adequate products and limited social 
mobilization to reach rural CSIs, and (iii) rural financial institutions' limited source of funding. 
 

4. Executing and Implementing agencies. Ministry of Finance is the executing agency for 
the proposed project. It has prior experience in administering similar donor-funded programs 
including those of the ADB. It has the oversight authorities and capabilities to oversee the financial 
soundness and governance of BDB the implementing agency for the proposed project. 

 
5. Project steering committee. Project steering committee will be formed at EA comprising: 

• Director General, Department of Macroeconomic Affairs (DMEA) - Chair;  

• Chief Executive Officer (CEO), BDB; and 

• BDB representative as the secretariat.  
 

6. Project implementation unit. PIU will be established at BDB, headed by a project co-
ordinator. PIU will be responsible for project implementation, coordination with stakeholders 
including consultants and reporting project progress to EA and the ADB. 

 
 
 
 

 
1  ADB. 2019. Financial Analysis and Evaluation Technical Guidance Note. Manila. 
2 Project data sheet Bhutan: Diagnostic Study and Strategy Development for Rural Finance Sector Development. 
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III. Country and Sector Financial Management 

 

7. Country policy and institutional assessment. Bhutan ranks first in South Asian 

economies, from 2015–2018 for the World Bank’s Country Policy and Institutional Assessment 

(CPIA)’s public sector management and institutions cluster.3 

 

Table 1: Public Sector Management and Institutions  
Cluster Average (1 = Low to 6 = High), 2015–2018 

Countries 2015 2016 2017 2018 

Bangladesh 2.9 2.8 2.7 2.7 

Bhutan 3.8 3.9 3.9 4.1 

India N.A. N.A. N.A. N.A. 

Maldives 3.1 3.1 3 3 

Nepal 3.1 3.1 3.1 3.1 

Sri Lanka 3.4 N.A. N.A. N.A. 
N.A. = not applicable.  
Source: World Bank Group, Country Policy and Institution Assessment database. 

 

8. Country partnership strategy objective. ADB will foster economic diversification and 

reduce spatial and social disparities. The strategy4 will rest on three strategic pillars that will 

address the development challenges of structure-induced vulnerabilities and disparities, including 

(i) dynamic economic reforms to foster a resilient and diversified economy, (ii) improved 

connectivity to provide better access to information and markets, and (iii) greater inclusiveness 

through more equitable socioeconomic development. The three pillars are closely aligned with 11 

out of 17 national key result areas of the government, including economic diversification; reducing 

poverty and inequality; carbon neutrality and climate and disaster resilience; quality of education 

and skills; food and nutrition security; infrastructure, communication, and public services; gender 

equality; productive and gainful employment; a healthy and caring society; sustainable human 

settlements; and sustainable water. The country partnership strategy priorities are also aligned 

with all sustainable development goals (SDGs) except for SDGs 12, 14, 15, and 165. 

 

9. Financial sector in Bhutan. Financial institutions (i) commercial banks, (ii) CSI bank, (iii) 

microfinance institutions (MFIs), (iv) insurance companies in Bhutan are regulated by the Royal 

Monetary Authority.  

 

10. Banking sector in Bhutan. Currently, there are 5 (five) banks, 1 (one) CSI bank, 3 (three) 

nonbank institutions; one pension and provident fund, and 6 (six) MFIs, licensed and regulated 

by the RMA.  

 

 

 
3 The World Bank’s CPIA quantifies the qualitative aspect of a country’s policies and institutions. This cluster measures 

property rights and rule-based governance, quality of budgetary and financial management, and transparency, 
accountability, and corruption in the public sector in a country 

4  ADB. 2019. Country Partnership Strategy: Bhutan, 2019 – 2023- Fostering Diversification and Reducing Disparities. 
Manila.  

5  SDG1: no poverty; SDG2: zero hunger; SDG3: good health and well-being; SDG4: quality education; SDG5: gender 

equality; SDG6: clean water and sanitation; SDG7: affordable and clean energy; SDG8: decent work and economic 
growth; SDG9: industry, innovation, and infrastructure; SDG10: reduced inequality; SDG11: sustainable cities and 

communities; SDG13: climate action; and SDG17: partnership for the goals. 
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Table 2: Key Performance Indicators of Financial Sectora 

Particulars FY2015 FY2016 FY2017 FY2018 FY2019* 
(September 

Capital      

RWCAR (minimum 
requirement 12.5%, 
including capital 
conservation buffer) 

17.81% 18.99% 16.02% 15.12% 12.77% 

Core CAR (7.5% including 
capital conservation buffer) 

14.35% 15.58% 13.31% 11.80% 10.18% 

      

Asset Quality      

Gross NPL Ratio (NPL to 
total loans) 

6.03% 6.48% 7.98% 10.43% 18.39% 

Provisions to NPL 63.32% 70.79% 70.58% 68.59% 56.86% 

Single Largest Borrower 
(maximum allowable single 
largest borrower’s limit of 
25% of capital fund in case 
of individual or company or 
30% as group company) 

14.54% 15.42% 15.49% 13.56% 14.88% 

Exposure to 10 (ten) largest 
borrower (30% of total loans 
including off balance sheet 
items) 

16.94% 16.64% 15.20% 13.56% 12.23% 

NPL (Nu billion) 4.51 5.73 8.25 12.54 24.47 

Total Loan (Nu billion) 74.78 88.41 103.33 120.24 133.08 

      

Earning      

Return on Asset  2.58% 1.82% 0.67% 0.30% -1.52% 

Return on Equity  14.48% 11.31% 4.80% 2.29% -12.58% 

Profit After Tax (Nu billion) 2.83 2.31 0.99 0.474 -2.5 

      

Liquidity      

Loans to Deposits ratio 79.35% 77.23% 77.02% 85.69% 84.43% 

Statutory Liquidity 
Requirement ratio (minimum 
requirement of 20% banks 
and 10% non- banking 
institutions) 

30.49% 29.30% 27.37% 22.24% 22.78% 

a  Financial Sector Performance Report of RMA. 
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Table 3: Salient Features of Regulatory Framework for Commercial Bank in Bhutan 

Particulars Commercial Bank 

Minimum Paid Up Capital Nu. 600 Million 

Capital Adequacy Ratio 12.5% including 2.5% CCyB 

Core Capital 7.5% including 2.5% CCyB 

Counter-Cyclical Capital Buffer (CCyB) Between zero and 2.5% of a financial institution’s risk-weighted 
assets 

Statutory Liquidity Requirement Ratio Bank: 20 percent of total liabilities excluding capital fund and 
liabilities to the RMA 
 
Non-bank financial institutions: 10 percent of total liabilities 
excluding capital fund and liabilities to the RMA 

Cash Reserve Ratio As required by RMA from time to time 

Minimum Leverage Ratio Bank's core capital/Tier 1 capital divided by the bank's total 
exposure. Currently at 5% 

Single Borrower Limit 25% of capital fund in case of individual and 30% in case of 
group 

Limit on Credit to 10 (ten) largest 
obligor 

shall not at any time, exceed 30 percent of its total loans 
including off-balance sheet 

Provisions Requirement General Provision: Bank shall maintain a General Provision 
equivalent to 1 percent and 1.5 percent of the total principal 
outstanding under Standard and Watch categories 
respectively. 
 
Substandard: 20 percent of outstanding principal; 30 percent 
for Sector with highest exposure 
 
Doubtful: 50 percent of outstanding principal, 60 percent for 
Sector with highest exposure 
 
Loss: 100 percent of outstanding principal. 

Minimum Lending Rate (MLR) Minimum Lending Rate (MLR) framework issued by the RMA 
from time to time 

Loan to Value Ratio Loan upto Nu. 50 Million- 70% and More than Nu. 50 million-
60% 

Loan to Income Ratio Fixed Income-Up to 100% of current fixed income 
Variable Income-Up to 70% of the average income for the past 
6 months 

Tenure of Directors Not exceeding 3 (three) years. Possibility of reappointment for 
another one term. 

Independent Directors 2 (two) independent directors 

Whistle Blowing Policy The regulated entities shall develop policies that protect 
employees who report in good faith and on  reasonable 
grounds wrongdoing to the board or another designated 
function, such as the head  
of internal audit or compliance 

Risk Management Framework (a) Business unit (b) control function unit including risk 
management and compliance (c)Internal audit unit 

Code of Ethics The code of ethics shall apply to the board of directors, officers 
and employees of regulated entities 

Compliance Officer A financial institution may appoint an officer of appropriate 
seniority in the management of the financial institution as a 
Compliance Officer. 
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IV. Project Financial Management System  

 
A. Overview 
 

11. BDB was incorporated by the Royal Charter, in January 1988, with assistance from the 

ADB to function as a Development Finance Institution (DFI). BDB is registered as a company 

under the Companies Act 2000 and licensed under the Financial Institutions Act 1992 and 

functions as a domestic development bank with cheque facilities after obtaining its banking license 

in March 2010. 

 

12. Primary mandate of BDB is to provide banking services to the rural farmers. BDB provides 
seasonal, agriculture and business loans to the needy farmers. To cater the need of small farm-
holders and expand access to finance at the doorstep of rural farmers, BDB has introduced 
Farmer Outreach Banking (FoB). In FoB, field officers of BDB visit the farmers for entire banking 
transactions (i) loan disbursement, (ii) instalment collection, (iii) deposit collection, (iv) withdrawal 
at pre-determined place, date and time. BDB also runs 201 community centres across Bhutan 
where people can avail banking as well as ancillary services like phone, photocopy etc. 

 
13. BDB has also commenced corporate/industrial lending operations providing term finance 
and working capital for industrial and agro-based enterprises.  

 

14. Board of directors. The board of directors (BOD) is primarily responsible for policy 

formulation, approval of annual budget and strategic guidance. In addition to the BOD, (i) audit 

committee, (ii) credit committee, and (iii) risk management committee headed by the non-

executive directors are actively engaged and governed by respective terms of reference, as 

mandated by the RMA’s directives. Furthermore, executive level committee in (i) human resource, 

(ii) risk management, and (iii) credit are also functioning with specific mandates. Financial 

statements and management report of BDB are approved by the shareholders in annual general 

meeting. 

 

15. Composition of BOD, qualification and experiences. The BOD comprises 5 (five) 

representatives including CEO from Royal Government of Bhutan and 2 (two) independent 

directors. Chairperson is nominated by the Ministry of Finance. Current BOD’s composition is 

detailed as under: 

Table 4: BOD’s Qualification and Experience 

Name Position Representation Qualification Experience 

Mr. Lekzang Dorji Chairperson Royal 
Government of 

Bhutan 

Masters of 
Professional 
Accountancy, 
B.com (Hons) 

Director General, 
Dept. of Macro 

Economics, Ministry 
of Finance 

Mr. Nima Wangdi Independent 
Member 

NAa B.com Former Health 
Secretary, Ministry of 

Health 

Mr. Ugyen 
Penjore 

Member Royal 
Government of 

Bhutan 

M.Sc. 
B.Sc 

Director General, 
Department of 

Agricultural 
Marketing and 
Cooperatives 

(DMAC), Ministry of 
Agriculture & Forests 
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Name Position Representation Qualification Experience 

Mr. Phub 
Tshering 

Independent 
Member 

NAa Certificate in 
Electricity, 

DIP.EE 
INT.Tel.Reg 

Former Secretary 
General, Bhutan 

Chamber and 
Commerce and 

Industry, Thimphu 

Mr. Dhak 
Tshering 

Member Royal 
Government of 

Bhutan 

B. Com (Hons) 
Diploma, 

Accounts & Audit 

Director General, 
DAMC, Ministry of 

Agriculture & Forests 

Mr. Pema 
Wangdi 

Member Royal 
Government of 

Bhutan 

Master’s in 
Business 

Management, 
B. Com (Hons) 

Chief Executive 
Officer, Rural 

Enterprise 
Development 
Corporation 

Mr. Phub Dorji Member and 
Chief Executive 
Officer (CEO) 

Royal 
Government of 

Bhutan 

Master’s Degree 
in Public 

Administration 
Bachelors in Arts 

CEO, Bhutan 
Development Bank 

a  Not applicable. 

 

16. Corporate Governance Rules and Regulations 2018 issued by RMA states, the board of 

directors shall have “a range of knowledge and experience in relevant areas including but not 

limited to business, management, corporate governance, risk management, financial analysis, 

financial reporting, information technology, regulations and strategic planning. But current BOD 

has limited exposure and experiences in banking.  

17.  Five (5) board meetings in FY2018 and 6 (six) in FY2019 were held. 

 

Table 5: Composition of Board Level and Management Level Committee 

Name of 
Committee 

Composition No. of Meeting in 
FY2018 

No. of Meeting 
in FY2019 

Board Risk and 
Governance 
Committee 

Member: Four Directors including CEO 
Member Secretary: General Manager 
(CPRD or Head Risk) 
 

Two: Board Risk 
Committee Meeting  
Four; Board Risk and 
Governance 
Committee Meeting  

Three: Board 
Risk and 
Governance 
Committee 
Meeting  

Board Credit 
Committee  

Member: Three Directors including 
CEO 
Member- Secretary: General Manager, 
Credit Department 

Nil  Nil  

Board Audit 
Committee  

Member: Three Directors including 
CEO 
Member Secretary: General Manager, 
Internal Audit 

Six Four  

Management 
Committee  

Chairperson: CEO 
Members: Dy. CEOs, General 
Managers (ADM/HRM, CPRD, Banking, 
Credit, ICT, Finance) 
Member Secretary: Company Secretary  

Nine  Six 

Asset Liability 
Committee  

Chairperson: CEO 
Members: Dy. CEO, General Managers 
(Banking, Credit, Finance) 
Member Secretary: Asst. GM, Treasury  

Fourteen  Ten  
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Human 
Resource 
Committee  

Chairperson: CEO 
Members: Dy. CEOs, General 
Managers (Banking, Credit, Finance, 
CPRD, ICT) 
Member Secretary: GM, ADM/HRM 

Twenty-Six Twenty  

 

18. Chief executive officer. CEO is appointed from open competition. Ministry of Finance is 

responsible to appoint CEO on the recommendation of the BOD.  Remuneration, and other terms 

and conditions of the service of the CEO shall be as mentioned in the terms of reference (TOR). 

Tenure of appointment shall be of 3 (three) years in maximum with re-appointment clause for 

another term subject to the decision of the BOD. However, the BOD may remove the CEO from 

his/her office at any time, in case his/her performance is unsatisfactory.  

 

19. Incumbent CEO re-appointed for 3 (three) years term was initially appointed in August 

2016. Before the appointment in BDB, he was in civil services. 

 

20. Credit services.  BDB provides 36 (thirty-six) different credit products to a wide range of 

clientele. However, the top 5 (five) credit products (i) agriculture and animal husbandry (26.05%),  

(ii) housing loan (17.58%), (iii) general overdraft (15.46%), (iv) service loan (7.33%), and (v) 

consumer loan (6.67%) constituted 73.09% of total loan portfolio as of 31 December. 

 

21. Credit process. Credit process is guided by Credit Manual 2019. 

 

Table 6: Standard Credit Process 

Step Branch/Region/HO Procedures 

1 Branch Office 1. Discuss/review the project proposal in the branch credit committee. 

2. Recommend the proposal with proper justification along with the 

scanned copy of the documents: 

a) Detailed appraisal report. 

b) Branch manager’s recommendation. 

c) Engineer’s estimates if applicable. 

d) Copy of ownership certificate. 

e) CIB report. 

3. Project approvals from relevant agencies wherever applicable. 

4. Wait for approval. 

2 Regional Office 1. Receive the proposal from the branch office. 

2. Regional Project Officer shall review the project proposal. 

3. Regional Project Officer visit/verify the project site if required. 

4. Present to the regional credit committee for discussion. 

5. Regional credit committee shall discuss/review the project proposal. 

6. If the proposal is within the regional sanctioning authority, the 

proposal shall be either accepted or rejected and the decision shall 

be conveyed to the branch office. 

7. If the proposal is beyond the regional sanctioning authority, the 

proposal shall be forwarded with proper justification to head office 

along with the scanned copy of the following documents: 

a) Detailed appraisal report. 

b) Regional manager’s recommendation. 

c) Engineer’s estimates if applicable. 
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d) Copy of ownership certificate. 

e) CIB report. 

f) Project approvals from relevant agencies wherever applicable. 

8. Wait for approval. 

3 Head Office 1. Regional focal person receives the loan proposal from the region. 

2. Regional focal person review the proposals, get additional 

information if required from the branch and finalize the proposal. 

3. Present the proposal to the relevant committee for approval. 

4. Issue sanction letter to concerned region/ branch if approved. 

5.  Inform concerned region/branch in writing if declined. 

 

22. Following the standard process, it may take 2 (two) weeks to 3 (three) months for approval 

of a loan application.   

 

23. Credit committee and loan sanctioning authority. BDB has credit committee at branch 

level, regional level, head office (management level) and board level. Each committee has 

assigned credit sanctioning limit as detailed below.6 

 

Table 7: Loan Sanction Authority 

Sr. no Committee Sanctioning Limit 

1 Board Credit Committee Above Nu. 35 million  

2 Executive Credit Committee  Above Nu. 20 million to Nu. 35 Million 

3 Head Office Credit Committee I Above Nu. 10 million to Nu. 20 Million 

4 Head Office Credit Committee II Above Nu.2.5 million to Nu.10Million  

5 Main Branch Credit Committee  Up to Nu. 10 Million 

6 Regional Credit Committee  Up to Nu. 2.5 Million 

7 Branch Credit Committee Up to Nu. 1.5 Million 

Note: All the loan except at Gewong Field Office with sanctioning authority of Nu.100, 000/- needs to be 

discussed and approved by respective committees. 

 

24. Core banking software (CBS), IT and MIS. BDB uses “Finacle” CBS for banking 

transaction. It is an integrated software and used by all departments and branches through same 

CBS browser. Software is off-the-shelf and reports are customized as per the requirement.  

Financial statement related to any product is available on a real time basis and additional reports 

also can be customized as per the requirement. ICT Policy and Finacle SOP governs the 

confidentiality, integrity and availability of the data.  

25. However, in some instances, report generated from CBS differed from the audited report, 

which raised concern about the reliability of data. BDB should need to do system audit to find 

system related discrepancies.  

 
6 Credit Manual 2019 of BDB. 
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26. The auditors, in annexures to their audit report for FY2018, stated that “It was informed to 

us that Migration audit was conducted by the Royal Authority for which no report was available. 

In some of the branches, unidentified differences are lying as “migration account” which requires 

proper identification and reconciliation of related accounts.”  

 

B. Strengths 
(i) Fully computerized financial management system 

(ii) Financial statements are prepared as per BFRS/IFRS 

(iii) Internal audit department which directly reports to Board Audit Committee 

(iv) Financial management functions are undertaken by permanent staffs. 

(v) Finance and treasury department is adequately staffed. 

 

C. Weakness 
(i) BDB doesn’t have financial management bylaws or manual. Office orders are 

issued to guide the approval authority. Absence of manual may undermine the 

financial discipline and financial management practices.  
(ii) Weakness in internal control system highlighted by the external auditors. 

 

27. ADB is supporting BDB in development of institutional strengthening plan, through TA 

9805-BHU: Diagnostic Study and Strategy Development for Rural Finance Sector Development, 

in close consultation with BDB. BDB institutional strengthening focuses would include, but not be 

limited to (i) establishing a strong and autonomous corporate governance, (ii) strengthening 

BDB’s core business areas, (iii) enhancing staff skills and increasing loan officers, (iv) improving 

portfolio quality and resolving NPLs, (v) installing new credit appraisal methodologies and 

developing new credit appraisal manuals with sector specific models and parameters, (vi) 

improving management information system, and (vii) strengthening internal control and risk 

management. 

 

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

 

28. Human resources. Human resources related activities are governed by Internal Service 

Rule-2017. BDB follows a systematic recruitment and development process. Vacant and newly 

created positions are published in newspapers or other platforms and competitive recruitment 

process is adhered to select suitable candidates. The human resource management committee, 

headed by CEO, is responsible for entire human resource management process. 

 
Table 8:  Number and Composition of Human Resources 

SN Service Type Number of Staffs 

Female Male Total 

1. Permanent staff 317 325 642 

2. Contract staff                4   4 

Total 317 329 646 

 

29. Accounting and finance function.  Finance department has adequate staffs headed by 

the general manager. “Finacle” an integrated banking software is used by finance department for 

financial management, preparation of financial statement and MIS generation. However, current 
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staffs do not have adequate experience on donor funded programs and ADB’s guidelines and 

procedures.  

30. Accrual based accounting system is followed.  Payments are made through cheque except 

petty cash. Petty cash management is guided by the office order issued in 21 May 2014.  Dual 

signatures with respective predefined authorities are required to operate bank accounts. The 

cheque books and passwords are handled by the designated staffs only. Automated payroll 

management system is in place to manage the payroll. BDB also maintains contract-wise 

accounting records to indicate gross value of contract, and any amendments, variations and 

escalations, payments made, and undisbursed balances are recoded accordingly and regular 

reconciliation is carried on the undisbursed items. 

 

31. Internal audit. BDB has adequately staffed independent internal audit department 

headed by the general manager which reports directly to the audit committee. The audit 

committee approves internal audit plans and programs. The head office, branches and major 

clients, on sampling basis are audited at least once in a year. The audit committee reviews audit 

reports on quarterly or required basis and directs the management for corrective actions.  

 

32. BDB conducts “normal” and “surprise” audit of the branches and departments as per the 

annual audit plan. However, BDB is yet to implement “Risk Based Audit” approach and conduct 

“Information System Audit”. In addition, internal auditors do not have knowledge and 

understanding of ADB’s guidelines and procedures, including the disbursement guidelines and 

procedures. 

 

33. External audit. An external auditor, appointed by the Royal Audit Authority (RAA) 

conducts external audit and reports to shareholders in the annual general meeting (AGM). The 

remuneration and TOR of the external auditor is also fixed by the RAA.  External auditor conducts 

its audit in accordance with Bhutanese Auditing Standards (BAS) and International Standards on 

Auditing (ISAs). Those standards require that external auditor comply with ethical requirements, 

plan and perform audit to obtain reasonable assurance whether the financial statements are free 

from misstatements. 

 

34. The external auditor is responsible for program or projects audit, but external auditor may 

not have sufficient knowledge and understanding of ADB’s guidelines and procedures, including 

the disbursement guidelines and procedures. BDB shall inform and update external auditor about 

ADB’s guidelines and procedures, including the disbursement guidelines and procedures. 

E. Financial Reporting Systems and Including Use of Information Technology 
 

35. Review of audited financial statements. Gainender & Associates, Chartered 
Accountants, New Delhi, India conducted the external audit for FY2016, FY2017 and FY2018. 
Unqualified audit reports for the audited periods were issued. However, external auditors, without 
qualifying their opinion drew attention to the following in FY2018 audit report: 
 

(i) a) Current account with Royal Monetary Authority is under reconciliation, as on 31 
December 2018. An amount of Nu3,245,520.19 mentioned as “prior period 
adjustments” are pending for identification and reconciliation since 2016. 

 b) BFS account with Royal Monetary Authority is under reconciliation, as on 31 
December 2018. An amount of Nu9,103,150 mentioned as “Any other adjustments” 
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are pending for identification and reconciliation. 
(ii)  In view of the various cases of misappropriation/ embezzlements and unauthorized 

sanctions & disbursements acts involving employees of the bank, overwriting of field 
receipts, back date errors in field receipts, non-updating of field collections of funds 
collected by PSOs in various branches, internal control systems and procedures of the 
bank relating to credit management need to be strengthened. The RAA has appointed 
Yoganandh & Ram LLP, Chartered Accountants, Chennai, India as an external auditor 
for FY2019. 

 
36. Financial reporting. The financial statements are prepared in accordance with Bhutan 
Financial Reporting Standards (BFRS) and International Financial Reporting Standards (IFRS). 
 
F. Fund Flow Arrangements 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

ADB = Asian Development Bank, BDB = Bhutan Development Bank, MoF = Ministry of Finance.  

 

V. Risk Description and Rating 

 

37. Financial management, internal control and risk management assessment were 

conducted. The executing agency has experiences on ADB’s program management and 

implementation.  The implementing agency has limited experiences in donor funded programs 

implementation. The overall risk is rated as High. 

 

 

ADB 

MOF 

BDB 

Sub-borrowers 
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Table 9: Key Risk Assessment and Action Plan 

Risk Description Rating Mitigation Measures Responsibility Proposed Time 

Financial management 

practices in BDB is 

inadequate in the 

absence of accounting 

policy and financial 

management 

policy/guideline. 

 

BDB has adequately 

staffed finance and 

account division, 

integrated software for 

financial management 

but does not have 

accounting policy or 

manual and financial 

management manual 

or procedures which 

may undermine 

financial management 

practices. 

 

H Financial due diligence and 

financial management 

assessment of BDB have been 

completed.  

 

Accounting manuals in 

compliance with BAS and BFRS 

and IFRS and financial 

management policy and manual 

in compliance with relevant laws 

and regulation (e.g., Income tax 

law) will be prepared. Audited 

fund utilization statement will 

regularly be obtained from BDB. 

 

Under the attached TA, capacity 

development training will be 

conducted to BDB staff on 

financial management including 

ADB’s financial management 

requirements and procedures.  

 

ADB, BDB December 2020 

 

 

 

 

By December 

2021 

 

 

 

 

 

 

 

 

From June 2021 – 

December 2024 

 

 

BDB’s limited 

institutional expertise to 

undertake rural CSI 

financing including: 

 

(i) poor credit 

appraisal process, 

and, 

 

(ii) limited skills of 

credit staffs on 

rural project or 

enterprise 

financing credit 

appraisal and risk 

management. 

H BDB will revise credit manuals, 

and group loan manuals and 

develop a business plan and a 

group loan operational plan with 

operational and financial targets. 

 

Institutional capacity of BDB on 

rural CSI financing will be 

enhanced through attached 

technical assistance. 

Comprehensive mandatory 

training for new staff and credit 

officers will be introduced. The 

training for higher management 

including the executive board 

members will be provided. New 

credit manuals with the 

improved credit underwriting 

process will be developed. 

 

BDB evaluates annually, by the 

end of each FY, the 

implementation of the business 

plan evaluation with analysis of 

achievements, unmet gargets 

and corrective measures. 

ADB, BDB By December 

2021 

 

 

 

 

From June 2021 – 

December 2024 

 

 

 

 

 

 

 

 

 

 

 

 

From June 2021 – 

December 2024 



13 
 

Risk Description Rating Mitigation Measures Responsibility Proposed Time 

 

BDB's internal control 
is weak.   External 
auditor has consistently 
raised internal control 
related issues in annual 
report. 

H BDB will place a compliance 
focal at branches. 
Comprehensive internal control 
and compliance framework will 
be developed and implemented. 
 
BDB has one compliance focal, 
who is primarily responsible for 
the RMA reporting. Compliance 
unit will be strengthened both 
qualitatively and quantitatively. 
Compliance officer will be 
actively engaged to implement 
internal control and compliance 
framework. 
 
At branch level, a designate 
compliance focal will check 
transactions at the closure of 
business as per internal control 
and compliance framework. 
 
A new field banking modality will 
be developed with “tablet 
banking or POS banking with 
digital receipts” to eliminate 
misappropriations, over  writing 
of field receipts, back dates 
errors in field receipts, and non-
updating field collections of fund 
collected by field officers in 
various branches. 
 
Risk-based audit approach will 
be implemented and information 
system audit will be conducted 
in regular interval. 

ADB, BDB By June 2021 
 
 
 
 
 

By June 2021 
 
 
 
 
 
 
 
 
 

From January 
2021 – December 

2024 
 
 
 

By June 2021 
 
 
 
 
 
 
 
 
 
 

From June 2021 – 
December 2024 

 
 

Poor portfolio 

management with high 

NPLs 

H Under the BDB institutional 

strengthening, measures will be 

taken to better manage portfolio 

and reduce NPLs including 

revising the credit manual and 

initiating a risk-based scoring 

system, and interest rate setting 

methodologies for different loan 

products; reducing the number 

of loans per credit officer to 

enhance the portfolio 

monitoring; and introducing the 

mandatory credit training 

ADB, BDB From June 2021 – 

December 2024 
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Risk Description Rating Mitigation Measures Responsibility Proposed Time 

programs for junior and senior 

offices. 

Overall risk High    

ADB = Asian Development Bank, BAS = Bhutan Accounting Standard, BDB = Bhutan Development Bank, BFRS = Bhutan 

Financial Reporting Standard, CSI = cottage and small industry, FY = fiscal year, IFRS = International Financial Reporting 

Standard, POS = point-of-sale, TA = technical assistance.  

Source: ADB. 

 

VI. Conclusion and Recommendations 

 

38. The financial management practice in IA is inadequate and needs capacity enhancement 

on many areas as identified in table 9.   
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Annexure 1:  Financial Management Assessment Questionnaire  

 
Institutional Assessment 

 Questions BDB Response Risk Identified 

1. Corporate Governance 

1.1 Strategic a. Does BDB have a long-term 
business plan? 

b. Does BDB have a clearly 
articulate division for its 
growth and profitability? 

c. In what areas did BDB 
succeed in the past? 

d. What has been the BDB’s 
most successful activities? 

a. BDB 5 year’s strategic plan 
completed in FY2019. New 
long-term business plan is 
yet to be developed. 

b. Yes. 
c. Providing financial services 

to rural farmers. 
d. Rural financial services 

including Farmers Outreach 
Banking 

High 

1.2 Board a. What is the composition of 
the board? 

b. What are the qualifications 
and experience of the board 
members? 

c. How is the remuneration of 
the board members 
determined? 

d. How independent is the 
board? 

e. Are the Board committees 
established?  

 

a. Seven member board of 
directors including two 
independent directors. 

b. Qualifications and 
experience of board of 
directors are annexed. 

c. CEO remuneration is 
decided by Royal 
Government of Bhutan on 
the recommendations of 
board of directors. Board of 
directors are paid sitting fee 
only. 

d. Royal Government of 
Bhutan appoints board of 
directors. Responsibilities of 
board of directors are 
outlined by the RMA’s 
regulations. However, board 
of directors independency to 
discharge their 
responsibilities couldn’t be 
ascertained. 

e. Board committees are 
established as per the 
RMA’s requirement.  

High 

1.3 Management a. Who are the key managers? 
b. How long have they served in 

the industry / that institution? 
c. Are there clear policies laid 

down for various aspects of 
the business? 

d. Are targets and market 
approach clear? 

a. CEO, Deputy CEO and 
General Managers are the 
key managers. 

b. CEO was appointed in April 
2016. Before this, he was in 
civil service. Other 
managers have long 
experience in development 
banking. 

High 
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 Questions BDB Response Risk Identified 

c. BDB has written policies and 
procedures including credit 
manual and risk 
management manuals. 
However, it doesn’t have 
accounting policy and 
financial management by 
laws.  

d. BDB core mandate is to 
provide access to finance to 
rural Bhutan including 
agriculture credit.  

1.4 Affiliates/ 

/subsidiaries 

a. Are there other affiliates/ 
subsidiaries and are they 
profitable? 

b. Has BDB been subsidizing 
any group of companies? 

c. Has there been any group 
company defaults in the past? 

 

d. Is there any off-balance sheet 
support given on behalf of 
group companies? 

e. Are the transactions between 
BDB and any group 
companies considered to be 
at arm’s length? 

a) No 
b) No 
c) No 
d) No 
e) No 

Low 

1.5 Employee 

management 

a. How does the attrition rate of 
employees compare with 
other institutions?  

b. What are the stock options 
and other experiences? 

c. What is the capacity building 
of employees and employee 
development initiatives? 

d. Are there any legal cases 
pending from employees? 

a. BDB has attrition rate of 
around 5% in the last 3 
years. Attrition rate of other 
institutions couldn’t be 
ascertained. 

b. Not applicable 
c. Various work related 

trainings and capacity 
enhancement programs. 

d. No 

Moderate 

1.6 Regulatory 

compliance 

a. What are the statutory filings 
required by the BDB? 

b. Any negative findings in 
regulatory audit? 

c. Is there a score given for 
regulatory audit and if so 
what was the score for the 
last 3 years? 

d. What shortcomings have 
been identified in any 
regulatory audit and how has 
BDB addressed these 
issues? 

e. Fines if any paid to the 
regulator 

a. Statutory filing requirements 
are annexed. 

b. Not available. External 
auditor has issued 
unqualified report 

c. Not available  
d. Shortcomings are or in the 

process of being addressed  
e. No 
 

Low 



17 
 

 Questions BDB Response Risk Identified 

1.7 Listing 

compliance 

a. Are all the filings complete, 
accurate and done on time? 

b. Has there been any findings 
of listing violations?Have 
there been penalties / fines 
imposed by the authority? 

a. Not applicable 
b. Not applicable 

Low 

1.8 Tax authorities a. Pending disputes if any with 
tax authorities? 

b. Any fine/ penalties imposed 
and paid by BDB? 

c. Has there been any tax audit 
conducted on BDB? 

a) No 
b) No 
c) Tax audit in 2016 

Low 

2. Risk Management Framework 

2.1 Risk 

management 

a. Does BDB have a risk 
committee and a risk policy? 

b. How often is the risk policy 
reviewed? 

c. Has there been a stress 
testing done and what has 
been the assessment of value 
at risk? 

d. Does BDB have an internal 
risk rating system or do they 
use the credit rating agency 
rating? 

e. Is the lending done as per 
risk pricing formula or is it 
discretionary? 

f. What is the kind of market 
risk and asset liability 
mismatch risk that is 
considered acceptable? 

g. Has there been any adverse 
regulatory comment on risk 
practices? 

h. Are there any areas identified 
by the Risk committee / 
internal audit / operations 
team that are considered 
vulnerable and if so how has 
it been addressed? 

a. BDB has board level and 
management level risk 
management commitee 

b. As and when required 
c. No. 
d. BDB doesn’t have internal 

risk rating system but risk 
management discuss and 
formulates appropriate 
strategy to manage different 
types of risk. 

e. Lending is discretionary  
f. No policy set 
g. No  
h. No 
 

High 

2.2 Credit Function a. Does BDB have a credit 
policy? 

b. What types of lending 
products are available and 
are they comparable to 
peers? 

c. What is the base rate of 
lending and is it competitive? 

d. What percentage of overall 
loans do the top 20 
constitute? 

a. Yes 
b. BDB provides 36 different 

types of lending products 
and are in line with the peers 
products.  

c. Minimum Lending Rate 
(MLR) is base rate which is 
7.04% as of 31 December 
2019. BDB interest rate on 
lending ranges from 9% to 

High 
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 Questions BDB Response Risk Identified 

e. What percentage of net worth 
do the top 5 borrowers 
constitute? 

f. Do the regional offices have 
enough autonomy to take 
lending decisions? 

g. If BDB lends in a consortium 
arrangement does it conduct 
an independent appraisal, or 
does it rely on the appraisal 
of the lead FI?  

h. What has been the history of 
repetitive business? 

i. Does BDB have a well-
established appraisal process 
in terms of depth and flow? 

13.5% which is in line with 
market. 

d. Approximately 7.5% 
e. Top five borrowers 

constitute 27.37% of net-
worth as of 31 December 
2019 (unaudited). 

f. Regional and branch office 
have enough autonomy to 
take decision within the 
prescribed limit. 

g. Depend on lead finance 
appraisal  

h. Not available 
i. BDB credit appraisal needs 

further strengthening.   

 

 

 

 

2.3 Problem Loans a. Does BDB have a clearly 
defined recognition policy for 
NPAs? 

b. Are BDB’s definition for NPAs 
consistent with regulators’ 
definition? 

c. How involved is senior 
management in NPA 
management? 

d. Are specialized teams 
involved in NPA recovery? 

e. What corrective steps have 
been taken in the 3 years to 
reduce NPAs? 

f. Is the management 
aggressive in collateral 
realization to recover dues? 

g. Is the provisioning aggressive 
or conservative? 

h. Have there been any 
regulatory issues / concerns 
in recognition and 
management of NPAs? 

a. NPAs are recognized as per 
the policy guideline of the 
RMA 

b. DBDL follows RMA directive 
for NPAs definition. 

c. Senior management are in 
NPA management as 
required. 

d. No. NPA is recovered from 
regular process 

e. NPA has increased in last 3 
years. 

f. No. BDB needs to take court 
approval to realize due from 
collateral so that process is 
slow. 

g. Provision is as required by 
the prudent regulations 

h. No  
 

High 

2.4 Investment 

portfolio 

a. Is there a broad investment 
plan that is adhered to or is 
the investment driven by 
market instruments? 

b. What proportion of the 
investment portfolio is in 
government securities? 

c. Has BDB, in the past 5 years, 
conducted any write-offs 
because ofmark-to-market 
issues? 

d. Has BDB conducted any 
stress testing on its 
investment portfolio? 

a) No 
b) No 
c) No 
d) No 
 

Moderate 
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 Questions BDB Response Risk Identified 

2.5 Capital  a. What is the level of capital 
adequacy? How often do they 
raise capital? 

b. What is the dividend payout 
ratio? 

 

a. As of 31 December 2019, 
capital adequacy is 
expected to be around 12%. 
Paid up capital was Nu.507 
million in FY2017 and 
increased to Nu. 600 million 
in FY2018 

b. DBDL has not paid any 
dividend in preceding 5 
fiscal years. 

High 

2.6 Funding a. Is BDB aggressive in 
pursuing low cost funds? 

b. Can the branch raise 
sufficient low-cost liabilities to 
pursue future growth plans? 

c. What proportion of the 
deposits are bulk deposits? 

d. What are the other market 
borrowing options in its pool 
of funds? 

e. Does the credit rating of the 
institution allow it to raise 
funds unhindered? 

a. Contribution of low cost fund 
(current and saving account) 
is low in BDB deposit mix. 

b. With current deposit mix, it is 
difficult. BDB needs to offer 
suitable low cost deposit 
products. 

c. Top 30 deposit constitute 
43.96% of total deposit as of 
31 December 2019. 

d. NA 
e. NA 

High 

2.7 Off balance 

sheet liabilities 

a. Any significant increase in off 
balance sheet liabilities 

b. Pending legal disputes and 
status? 

c. Hedging contracts and open 
positions. 

a) No 
b) Yes  
c) Not Applicable  

Moderate 

2.8 Collateral / 

Asset protection 

measures 

a. Does BDB have adequate 
measures to protect asset 
financed? 

b. Are assets covered by 
insurance? 

c. Is the asset documentation 
adequate for enforcement if 
required? 

d. How often are assets 
inspected and how often are 
they assessed? 

a. Yes 
b. Yes 
c. Yes 
d. During the mortgage and 

later as required. 

High 

2.9 Compliance 

function 

a. Is there a separate 

compliance function? 

b. Who does the compliance 

function report to? Is it 

independent? 

c. Is the unit adequately 

staffed? 

d. Is there a whistle blower 

policy? 

 

a. Yes. 

b. Compliance function is 

reported to CEO and the 

RMA as required.  

c. No. One designated 

compliance officer is 

currently functioning in head 

office 

d. No. However, there are 
suggestion box in BDB 
outlets. 

High 

 



 

 

Other Issues 

Topic Response Risk Identified 

1. Executing / Implementing Agency  

1.1  Please confirm the legal 
status/registration of your institution. 

BDB is established through Royal Charter, 
registered under the Companies Act 2000 
and governed by Financial Service Act 2011 

Low 

1.2 How will the proposed ADB loan 
facility be managed under the current 
organizational structure? 

PIU will be established in BDB to manage 
ADB loan facility. ADB loan will be will as per 
the agreement 

Moderate 

1.3 How much equity (shareholding) is 
owned by the government? Obtain 
the list of beneficial owners of major 
blocks of shares (nongovernmental 
portion), if any? 

Ministry of Finance (RGoB) owns 96.61%. 
Bank of Bhutan 2.12%, Royal Insurance 
Corporation of Bhutan 0.85% and 0.42% is 
owned by Bhutan National Bank. 

Low 

2. Funds Flow Arrangements  

2.1    Do you have experience in the 
management of disbursements from 
international financial institutions 
(yes/no)? 

Yes Moderate 

2.2  Please confirm if the proposed fund 
flow arrangements and 
disbursements to end borrowers 
under the project are in line with 
internal credit review and lending 
policies and processes (yes/no)? 

Yes Moderate 

2.3  How do you monitor eligibility of sub-
borrowers? 

Sub-borrowers will be selected as per BDB 
credit policy. 

Moderate 

2.4  Is the bank in which the advance 
account is established capable of 

• foreign currency transactions 
(yes/no)? 

• handling large volume of transaction 
(yes/no)? 

• issuing monthly bank statements 
(yes/no)? 

Yes Low 

2.5   In which bank will the advance 

account (if applicable) be 

established? If separate account or 

ledger in the BDB's accounting 

systems may be used in lieu of a 

separate bank account, the BDB has 

adequate fiduciary arrangement to 

manage the separate account in its 

system? 

Advance account will be established in BDB Low 

2.6  If there is a free limit above which the 
proposals need to be submitted by 
BDB to ADB for prior approval and if 
so does that into consideration the 
BDB’s record of performance? 

This will be governed by Project 
Administration Manual.  

Low 



 

 

Topic Response Risk Identified 

2.7  Does BDB 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 BDB’s 
administrative and accounting 
capability which would support the 
establishment of a ceiling, at the free 
limit, on the use of the SOE 
procedure. 

BDB doesn’t have accounting policy and 
existing staffs do not have experience on 
LDH. BDB should develop accounting policy 
or separate policy addressing ceiling, free 
limit and SOE procedure. BDB staffs also 
needs to be trained on LDH 

High 

3. Financial Management Resources and Staffing  

3.1  What is the organizational structure of 
the accounting department? Please 
provide an organization chart. 

Accounting function is under finance and 
treasury department. 

Moderate 

3.2 Please identify proposed accounts 
staff for the ADB Loan Facility, 
including job titles, responsibilities 
and educational backgrounds. 

General Manager Finance and Treasury will 
be responsible  

Moderate 

3.3  Will the ADB Loan Facility have 
written position descriptions that 
clearly define duties, responsibilities, 
lines of supervision and limits of 
authority for all loan officers, 
managers and staff (yes/no)? 

Yes Low 

3.4  Are finance and accounting functions 
staffed adequately (yes/no)? 

Yes High 

3.5  Are finance and accounting staff 
adequately qualified and experienced 
(yes/no)? 

Yes. But finance and accounting staffs do not 
have prior experience in ADB project. 

High 

3.6  Indicate key positions not yet 
contracted, and estimated date of 
appointment, if any. 

NA NA 

3.7  What is the personnel turnover rate? Approximately 5% Low 

4. Accounting Policies and Procedures  

4.1  What accounting standards are 
followed in the preparation of financial 
statements? 

Bhutan Accounting Standard and Bhutan 
Financial Reporting Standard 

Moderate 

4.2  Are controls in place concerning the 
preparation and approval of 
transactions, ensuring that all 
transactions are correctly made and 
adequately explained (yes or no)?  

Yes High 

4.3  Are the General Ledger and 
subsidiary ledgers, if any, reconciled 
and in balance? 

Yes High 



 

 

Topic Response Risk Identified 

4.4  Do procedures exist to ensure that 
only authorized persons can alter or 
establish new accounting principles, 
policies or procedures (yes/no)? 

Yes High 

4.5  Are all accounting and supporting 
documents retained on a permanent 
basis in a defined system that allows 
authorized users easy access 
(yes/no)? 

Yes High 

4.6     Are there written policies and 
procedures covering all routine 
financial management and related 
administrative activities, including an 
accounting policy and procedures 
manual (yes/no)? 

BDB doesn’t have accounting policy and 
financial management manual. Currently, 
accounting is done using relevant Bas/BFRS. 
Financial management is carried out through 
office orders issued in different dates 

High 

4.7     Are there adequate policies and 
procedures manuals to guide 
activities and ensure staff 
accountability (yes/no)?  

Yes.  Moderate 

4.8     Are these procedures manuals 
distributed to appropriate personnel 
(yes/no)? 

Yes  Moderate 

4.9    To what extent is the accounting 
system computerized? Please explain 

Accounting function is fully computerized in 
Finnacle, a banking software of good 
repute. 

Moderate 

4.10  Are there policies and procedures 

that clearly define conflict of interest 

and related party transactions, real 

and apparent? Are these policies 

clear and unambiguous? Do these 

policies and procedures provide 

safeguards to protect the organization 

from conflict of interest and related 

party transactions (yes/no)? 

Yes 
 

 

 

Moderate 

5. Segregation of Duties  

 5.1  Are the following functional 
responsibilities performed by different 
units or persons:  
(i) Authorization to execute a 

transaction (yes/ no);  
(ii)  Recording of the transaction 

(yes/ no);  
(iii)  Custody of assets involved in the 

transaction (yes/no) 

Yes High 

5.2  Are bank reconciliations prepared by 
someone other than those who make 
or approve disbursements? 

Yes High 

6. Budgeting Procedures 

6.1 Do budgets include financial targets 
(yes/no)?  

Yes High 



 

 

Topic Response Risk Identified 

6.2 Are plans, budgets and activities for 
the use of the ADB Loan Facility 
realistic, based on valid assumptions, 
and developed by knowledgeable 
individuals (yes/no)?  

Yes  
Low 

6.3 What procedures are in place to plan, 
review and monitor the lending 
pipeline? 

Credit policy and risk management policy are 
in place to plan, review and monitor 
lending.  

High 

7. Safeguard over Assets  

7.1 Is there a system of adequate 
safeguards to protect from fraud, 
waste and abuse (yes/no)? 

Yes High 

7.2 Do you advise employees, 
beneficiaries and other recipients of 
where and whom to report to if they 
suspect fraud, waste or misuse of 
internal resources or property 
(yes/no)? 

Yes High 

7.3 Are assets sufficiently covered by 
insurance policies (yes/no)?  

 

Yes. Assets with high risk such as vehicles, 
Computers and equipment, office buildings, 
Cash (cash in vault, cash at counters, and 
cash in transit), etc. are sufficiently covered 
by insurance policies. 

Moderate 

7.4 How are the subloans in the 
proposed project reviewed, approved 
and monitored? 

Sub-loans will be reviewed, approved and 
monitored as per PAM, credit policy 
and risk management policy of BDB 

Moderate 

8.      Internal Audit  

8.1  Is there an internal audit (IA) 
department (yes/no)?  

Yes Moderate 

8.2  What are the qualifications and 
experience of audit staff and how 
long have they been working with the 
bank?  

 

1) General Manager 
- Master in Development Management 

with major in Micro Finance 

-  Post Graduate Certificate in 

Financial Management, RIM, 

Semtokha 

-  B.A. Economics Honors,  

2) Audit Officers - Degree Certificate 
3) Asst. Auditors - XII Passed Certificate 

Internal Auditors are working for 
reasonably long time in the bank 

Moderate 

8.3  Do any of the internal audit staff have 
relevant IT background (yes/no)? 

No High 

8.4  Is the internal audit department 
sufficiently independent (yes/no)?  

Yes Moderate 

8.5  To whom does the internal auditor 
report? How frequently? 

Audit Committee. At least quarterly or as 
required. 

Moderate 

8.6  Can the internal audit department 
include the ADB Loan Facility 
separately in its work program? 

Yes Moderate 



 

 

Topic Response Risk Identified 

8.7  Is there an Internal Audit Manual 
governing the IA function (yes/no)? Is 
it risk based (yes/no)? 

Yes. No High 

8.8  How are audit deficiencies managed 
and tracked, and are actions taken on 
internal audit findings? 

Internal audit report is discussed in audit 
committee. Audit committee directs 
management to take necessary action on 
audit findings. 

High 

8.9  Does the internal auditor meet with 
the audit committee without the 
presence of management (yes/no)? 

Not necessarily. But management can be 
invited if required. 

Low 

9. External Audit – entity level 

9.1  Are financial statements audited 
regularly by an independent auditor 
(yes/no)? [Please provide a copy of 
the latest audited financial 
statements].  

Yes Low 

9.2 Who is the current external auditor, 
and when was the last time the 
external auditors were changed? 

For 2019, Yoganandh & Ram LLP, Chartered 
Accountants, Chennai, India. For the current 
FY, external auditor is changed. 

Low 

9.3  Have there been audit delays 
(yes/no)? When are audit reports 
normally issued? For what year are 
the most recent audited financial 
statements available? 

No. Within 3 months of FY closure. FY2018 Low 

9.4   Is the audit conducted according to 
International Standards on Auditing 
(yes/no)? 

Yes Low 

9.5  Has any audit report within the past 3 
years revealed any accounting 
issues? Was it a qualified audit 
opinion (yes/no)? How have they 
been addressed?  

Issues raised by external auditors have been 

addressed or in the process of being 

addressed.  

Moderate 

9.6  Does the external auditor meet with 
the audit committee without the 
presence of management (yes/no)?  

Not necessarily. But management can be 

invited if required 

Low 

9.7  Have you engaged external audit 
firms for any non-audit engagements 
[e.g., consulting] (yes/no)?  

No Low 

9.8   Are you aware of ADB auditing 
requirements (yes/no)? 

No Low 

External Audit – loan facility/ project 
level 

  

9.9 Will the statutory auditor audit the 
project accounts or will an auditor be 
appointed to audit the project 
financial statements? 

Yes, external auditor will audit project 

accounts 

Low 

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

Not Applicable NA 



 

 

Topic Response Risk Identified 

(Please provide the latest 
management letter). 

9.11  Is the ADB Loan Facility subject to 
any kind of audit from an independent 
governmental entity (e.g. the 
supreme audit institution) in addition 
to the external audit (yes/no)? 

Yes, Royal Audit Authority Low 

9.12 Will terms of reference for an annual 
project audit be prepared relating to 
financing under the ADB Loan Facility 
(yes/no)? Will these be agreed and 
discussed with the auditor, where 
relevant? 

Yes Low 

10. Reporting and Monitoring  

10.1  What kind of financial management 
reports are prepared for internal use 
by management? 

 

Financial Performance, Loan outstanding 
amount, ten largest exposures, list of new 
loan sanctioned, Number of loan 
enhanced/renewed/restructured/rescheduled, 
statement of off-balance sheet, capital 
adequacy, staff loans, statement of loans to 
Board of Directors, Related party loans, top 
30 NPL loans and top 30 largest depositors 

Moderate 

10.2  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 
(yes/no)?  

Quarterly. Yes Moderate 

10.3  Does the reporting system need to be 
adapted to report on individual 
projects/project components 
(yes/no)?  

Yes Low 

10.4  Are financial reports prepared directly 
by the (automated) accounting IT 
system or are they prepared using 
spreadsheets or by some other 
means? 

It is prepared on spread sheet. BDB is 
planning to automate soon. 

 
Moderate 

11. Information Systems  

11.1  What are the internal and external 
audit findings on information systems 
over the past two years and how 
have these findings been addressed? 

Finnacle was implemented in FY2017. 
Auditors raised the issues on data migration 
which are addressed or in the process of 
being addressed 

High 

11.2 Can the IT system produce the 
necessary project financial reports to 
include specific loan information on 
sub borrowers? E.g  women-led 
borrowers, borrowers outside the city, 
previously unbanked borrowers, etc. 
(yes/no)? 

Yes High 

11.3 Does the management organization 
and processing system safeguard the 

Yes High 



 

 

Topic Response Risk Identified 

confidentiality, integrity and 
availability of data (yes/no)? 

ADB=Asian Development Bank, FI=financial intermediary, IA=implementing agency, IT=information 

technology, PFI=participating financial intermediary, SOE=statement of expenditures. 

 

 

 


