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Financial Management Risks

1. Financing 
– cost estimates, adequacy of funding and forex 
risks

2. Financial management 
– transparency, accountability and governance

3. Financial sustainability 
–operation and maintenance of project assets

4. Going concern assumption for the EA / IA
– during project operating life
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1. Financing
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2. Financial Management

Project
Specific financial management arrangements

Institutions
Implementing agencies, state owned enterprises, 
financial intermediaries

Subnational Governments
Decentralized systems – 
provinces, local governments

Country
Country Systems

Transparency, accountability and governance
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2. Financial Management – Risks Rating
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2. Financial Management – Risk Profile of ADB 
Operations
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3. Financial Sustainability 
Declining success rate of infrastructure projects
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Financial Management - Risk Identification
Programming

Evaluation Preparation 

Implementation 
and Monitoring 

Approval 

Risks evolve at every stage

• Fiduciary financial management 
(FM) risk assessed of country 
systems (incl. sectors and key 
institutions)

• Preliminary FM risk
• Pre-mitigation FM risk
• Develop FM Action 

Plan (FMAP) for 
mitigating and 
managing FM risks

• Disclose FM risk
• Agree FMAP
• Covenants

• Review audit reports and 
management letters

• Monitor FM risk, FMAP 
& covenants

• Discuss and initiate 
action, as needed

• Note FM performance
• Note lessons learnt

Project Cycle
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Financial Management – Early Warnings

Non-compliance with 
recognized accounting 
standards

Accounting Practices

Manual records
Decentralized and/or 
fragmented systems

Reporting Systems

Not following standards
Poor quality
Delays
Qualified opinions 
Audit observations

Audit Reports

Weak or non-existent 
Not independent

Internal Audit

Lack of qualified
Inadequate staff
High turnover

Staffing

Recording incomplete
Reporting inaccurate
Valuation not updated
Verification not done

Asset Management

Administration

Transfer delay
Payment delay
Advance fund – low turnover, commingling, exchange risks

Funds Flow

Decentralized implementation
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Financial Management – Audit Reports
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Financial Management – Risk Identification
PROJECT ENTITY COUNTRY

Project Measures Institutional Country Systems

Budgeting

Funds flow

Staffing

Internal Control

External Audit

Accounting & 
Reporting

Systems

Country systems
Entity systems
Ring-fenced systems
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Financial Management – Risk Mitigation
PROJECT ENTITY COUNTRY

Country’s systems for budgeting externally financed projects*

Entity system Treasury system

Additional staff for the project Seconded, where feasible

Supplemented by 
project FM Manual

Entity’s Internal Control 
Procedures

Government control 
procedures

Private auditor   OR Supreme Audit Institution
Supplemented by project FM 

Manual Leverage entity’s accounting and reporting systems, 
where feasible

Standalone project software

Project Measures Institutional Country Systems

Budgeting

Funds flow

Staffing

Internal Control

External Audit

Accounting & 
Reporting

Systems

*May differ from country to country, where implementing agency is an independent entity.
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Financial Sustainability - Risk Mitigation

ENTITY COUNTRY

Where implementing 
agency is an entity, 
independent of the 
government:
• Financial ratios are 

identified
• Targets are 

covenanted
• Covenants are 

monitored

Asset management policies, 
systems & practices

O&M funding & utilisation

Fiscal and budget position

Institutional Country Systems

Asset 
Management

O&M funding 

Profitability

Solvency

Liquidity

Operational 
efficiency

Covenants
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Financial Management - Compliance
Status as of 30 June 2025
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Financial Management - Compliance

01 Legal 
Agreements

03 Project 
Assets

02FMAP

04FM 
Outputs

Ø Audited Project Financial Statements

Ø Audited Entity Financial Statements

Ø Financial Covenants

Ø Asset capitalization and recording

Ø Physical verification and valuation

Ø Asset disclosure and reporting 
Ø Operation and maintenance

Ø Staffing

Ø Systems

Ø FM Manual
Ø Internal Controls

Ø Budgeting & Funds Flow

Ø FM outputs in project design
(where applicable).

How we monitor compliance
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Questions?


