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Presenter Notes
Presentation Notes
Welcome to ADB’s Disbursement Course!  This course is prepared by the Loan Administration Division (CTLA), Controller’s Department.



Commonly Used Acronyms

CTL Controller’s Department
 CTLA Loan Administration 

Division of Controller’s 
Department

 DMC developing member 
country

 EA executing agency
 FAW force account for works
 GFIS Grant Financial 

Information System
 IA implementing agency

LFIS Loan Financial 
Information System

PAM Project Administration 
Manual

PCSS procurement contract 
summary sheet

RRP Report and 
Recommendation of the 
President

SOE statement of expenditures
WA withdrawal application

Presenter Notes
Presentation Notes
Here are some of the commonly used acronyms in this eLearning course.  Let us go over them briefly.



Module 1: 
Disbursement Principles, 
Policies and Guidelines 

• (Eligibility of Expenditures)
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Module 2: Disbursement Principles,  Policies and Guidelines (Eligibility of Expenditures)



What is Disbursement?

1. Transfer of financial resource to 
Developing Member Countries (DMCs) for 
achieving ADB’s mission

2. The withdrawal of proceeds from a grant 
account or loan account

3. Measure progress and achievement

Presenter Notes
Presentation Notes
Before starting the Course, let’s discuss What is Disbursement?

1. Disbursement is not only transfer of money. It is transfer of financial resources to Developing Member Countries, for achieving ADB’s mission: to reduce poverty, and improve the quality of people’s life.

2. As defined in ADB’s Operations Manual Section J6, disbursement is “The withdrawal of proceeds from a grant account or loan account”.

3. In practice, Disbursement is also used to measure progress and achievement of ADB projects.  Various ADB missions monitor achievements based on the S-curve projection of contract award and disbursement.



Basic ADB Disbursement Principles
ADB’s Charter lays down the basic principles to be followed:

•Loan Purpose (Article 14-XI)
 Proceeds of ADB loan used only for the purposes for which it 

was approved, with due attention to considerations of 
economy and efficiency.

•Expenditures Incurred (Article 14-X)
 Borrower permitted to draw loan funds only to meet project 

expenditures as they are actually incurred.

•Procurement in Member Countries (Article 14-IX)
 Proceeds of ADB loan used only for procurement in member 

countries.  In addition, goods and services should be produced 
in member countries.

Presenter Notes
Presentation Notes
The “Agreement Establishing the Asian Development Bank”, i.e. the ADB Charter, sets forth the basic principles related to disbursement. Article 14, Operating Principles, requires the following:
 
First principle: Disbursement only for project purposes. The proceeds of any loan should be used only for the purposes for which the loan was approved and with due attention to considerations of economy and efficiency.  Such loan purposes are specified in loan agreement: Schedule 1 of Loan Agreement describes objectives and scope of the project, and the allocation table stipulates the expenditure categories eligible to be financed for the project.

Second principle: Disbursement only for expenditures incurred. The Borrower shall be permitted by ADB to draw loan funds only to meet expenditures in connection with the project as they are actually incurred.  Here, “incurred” means that payment obligation is determined based on contracts, agreements, invoices, etc.  The total ADB loan amount is NOT disbursed to a borrower in lump-sum.  Likewise, the total contract amount is NOT disbursed to the contractor in lump-sum.  

For instance, under ADB’s project loans, mobilization advance payments may be disbursed to the contractor based on an invoice as the payment obligation is determined in accordance with the contract; however, lump-sum payment of the whole contract amount to the borrower is not allowed, as a part of the contract is not billed yet.

Third principle: Procurement in member countries.  Proceeds of ADB loans and grants shall be used only for procurement in member countries of goods and services produced in member countries, unless specifically permitted otherwise by ADB Board of Directors.
 



Loan Documents

•Expenditures and cost categories are described in loan 
documents (see LDH, Section 3.5) 

RRP, PAM
Financing/Project 

Agreement Procurement/ 
Consulting 
Contracts Loan 

Disbursement

Loan Account

Detailed Cost 
Estimate by 
Financier

Allocation Table

PCSS No. and  
Contract Ledger 
in LFIS

WA with 
Supporting 
Documents

LFIS

Presenter Notes
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Eligible project expenditures are described in the loan documents, particularly the Detailed Cost Estimate by Financier found in the PAM and the allocation table in the Loan Agreement. 
 
In this eLearning course, “Loan Documents” include the report and recommendation of the President (RRP) which is the Board approval document, the Project Administration Manual (PAM), and the loan agreement.
 
Contracts are approved based on the agreed expenditure categories, and disbursement will be made against approved contracts upon submission of withdrawal applications and required supporting documents. After the cash settlement, the disbursement is recorded in ADB’s loan financial information system (LFIS).
 
Consistency among loan documents and disbursement operations is key to meeting the third requirement in the ADB Charter: disbursement only for project purposes.




Allocation Table

• Minimize number of categories as possible

Expenditure 
Categories

Presenter Notes
Presentation Notes
The allocation table contains important information. This table defines expenditure categories financed by the loan, allocation of amount per categories, and applicable disbursement percentages.

The number of categories is kept to the minimum required for anticipated project needs.

Appendix 4C of Loan Disbursement Handbook provides an example of the allocation table.




Legal Agreement
Allocation Table
o Project expenditures to be financed through ADB 

loans are usually grouped into expenditure 
categories.

o The allocation table is normally inserted for all 
types of project loan agreements. 

o The allocation table is input to the Loan Financial 
Information System (LFIS) or Grant Financial 
System (GFIS)

Presenter Notes
Presentation Notes
Project expenditures to be financed through ADB loans are usually grouped into expenditure categories. The loan agreement between the borrower and ADB presents the amount allocated to each expenditure category of project expenditure in the allocation table.  Disbursements are based on this allocation table.

The allocation table is normally inserted for all types of project loan agreements (including sector loans, unless the information necessary to complete the allocation is not available at the time of the approval). For financial intermediation loans, the allocation table may or may not be attached to the loan agreement.

The allocation table is input into the Loan Financial Information System (LFIS) or Grant Financial System (GFIS).  Disbursements are charged to the expenditure categories of the allocation table and recorded in LFIS or GFIS.  

No disbursement is made in excess of the allocated balance of each expenditure category, unless otherwise agreed between ADB and the borrower. The borrower must ensure that the balances of the expenditure categories in LFIS/GFIS website are sufficient to cover the amounts to be disbursed or committed prior to the submission of the withdrawal application.







Module 2: 
The Four Major 
Disbursement Procedures

Presenter Notes
Presentation Notes
Module 3, The Four major disbursement Procedures



Four Major
Disbursement Procedures

Direct Payment

Reimbursement

Commitment

Advance Fund

Simplified 
Documentation 
(SOE* or FAW**)

* Statement of Expenditures
** Force Account for Works

ADB

Presenter Notes
Presentation Notes
ADB has standardized procedures for withdrawal of loan proceeds, to facilitate disbursement. There are four major types of disbursement procedures, known as Reimbursement, Advance fund, Direct payment, and Commitment procedure.

Reimbursement is a disbursement procedure where ADB pays from the loan account to the borrower’s account for eligible expenditures which have been incurred and paid for by the borrower out of its budget allocation or its own resources. 

Advance Fund was formerly called “Imprest Fund”.  This is a disbursement procedure where ADB makes an advance disbursement from the loan account for deposit to an Advance account established by the borrower. The advance account is to be used exclusively for financing ADB’s share of eligible expenditures under the loan.

Direct payment is a disbursement procedure where ADB, at the borrower’s request, directly pays a designated beneficiary stipulated in the contract and approved by ADB.

Commitment is a disbursement procedure where ADB provides, at the Borrowers’ request, an irrevocable undertaking to reimburse a commercial bank for payments made or to be made to a supplier against a Letter of Credit, financed from the loan account.

While ADB normally requires submission of full supporting documentation, if approved for the project, simplified documentation procedures such as Statement of Expenditure (SOE) or Force Account for Works Certificate may be used.

The SOE or statement of expenditure procedure, involves submission of an SOE sheet in lieu of full documentation to support an application. The force account for works certificate (FAW certificate) procedure involves submission of periodic certifications of progress or completion of civil works to support the borrower’s application for reimbursement. 

Details of each procedure will be discussed later.



Suggested Types of Payments

Disbursement 
Procedures Suggested Types of Payments

Reimbursement

Advance Fund

Direct Payment

Commitment

Mainly large value payments when there are 
insufficient borrower resources to pre-finance 
expenditures and there is no provision of 
advance fund procedure for the project.  May 
also be used when payments are required to be 
made in currencies that the borrower may have 
difficulty obtaining

Large importation costs

Encouraged for all eligible project expenditures 
when the borrower has sufficient resources

Expected for all eligible project expenditures 
when the procedure is approved for a project

Presenter Notes
Presentation Notes
Reimbursement is encouraged for all eligible project expenditures when the borrower has sufficient resources.

Advance fund is expected for all eligible project expenditures when the procedure is approved for a project.

Direct payment is mainly for large value payments when there are insufficient borrower resources to pre-finance expenditures and there is no provision of advance fund procedure for the project.  The procedure may also be used when payments are required to be made in currencies that the borrower may have difficulty obtaining.

Commitment is used for large importation costs.





Module 3: 
Withdrawal Application

Presenter Notes
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Module 4, Withdrawal application

In this module, we will go over the basics of the withdrawal application.

One of the common causes of delay in disbursement is incomplete information in withdrawal applications.  It is important to understand the requirements for submission of the withdrawal application so that ADB can process the disbursement without delay.




Basic Requirements for Disbursement

•Requirements for First Withdrawal :

• Loan declared effective;
• Receipt of authenticated specimen signatures;
• Disbursement conditions per loan agreement 

have been met, as appropriate

Presenter Notes
Presentation Notes
The first withdrawal from the loan account requires:
 
1.  ADB has declared the loan effective, meaning that all conditions of effectiveness per the loan agreement have been fulfilled by the Borrower;

Receipt of authenticated specimen signature.

3.  Disbursement conditions (if any) as specified in the loan agreement have been met, as appropriate.






Disbursement Guidelines and Practices

•Application for withdrawal
Use the appropriate withdrawal application form 

(Appendix 5A & 10A). 
Use the appropriate summary/SOE sheet 

(Appendix 6A,10B).
 Assign a 5-digit application number to the 

applications to facilitate reference and control.

Presenter Notes
Presentation Notes
 
Application for withdrawal – For all withdrawals, ADB must receive a withdrawal application (WA) in the prescribed form.  A WA is a written request from the Borrower to ADB to pay funds against the Borrower’s loan account.  The Borrower must:
 
Use the WA form appropriate to the procedure selected.

Use the summary/statement of expenditure (also called “SOE”) sheet appropriate to the procedure selected.

Assign a 5-digit application number to the applications to facilitate reference and control.






Withdrawal Application Form

Withdrawal Application consists of:
 The application itself, in letter form
 Summary/SOE sheet(s) for each category 

claimed
 Supporting documents, if required

•  May be submitted in photocopies

 Force account for works (FAW) certificates, as 
applicable.

Presenter Notes
Presentation Notes
The WA consists of 3 parts:
 
1.  The signed original application itself in letter form.  There are 2 prescribed forms: one for Reimbursement, Advance Fund, Direct Payment, and Policy-based Lending (PBL) and one for Issuance of Commitment Letter.

Summary/SOE sheet(s) for each category claimed. The summary sheet and SOE are now combined into one form – the “Summary/SOE sheet,” differentiated only by the “Type of Form” selected.  If “SOE sheet” is selected, the applicable ceiling, if any, should also be indicated.

3.  Supporting documents, if required. These may be submitted as photocopies. Force account for works certificates may also be required, if the FAW certificate procedure is used.




Sample Withdrawal Application Form

Basic
Information

The undersigned
certifies 
and agrees
as indicated.

Payment
Instructions

Authorized
Signatory

WA Contents

Presenter Notes
Presentation Notes
This is a sample WA form, and is composed of five parts:

Basic information;
Payment instructions;
Withdrawal Application Contents;
Borrower certifications and agreements; and
Authorized signatory.



Application Number

o ADB’s  numbering system should be adopted. 
The withdrawal application should be 
numbered sequentially not exceeding 5 digits 
or characters.  Ex. 00001, 00002, 00003, etc.

o If the project has more than one EA/IA, an 
alpha identification may be assigned by the 
project coordinator for each EA/IA.  Ex. A0001 
to A9999; B0001 to B9999, C0001 to C9999, 
etc.

Presenter Notes
Presentation Notes
For ease of identification and reference, ADB’s numbering system should be adopted. The withdrawal application should be numbered sequentially not exceeding five digits or characters.  Ex. 00001, 00002, 00003, etc.
 
If the project has more than one executing or implementing agency, an alpha identification may be assigned by the project coordinator for each entity to facilitate identification.  Ex. A0001 to A9999; B0001 to B9999, C0001 to C9999, etc.




Currency of Disbursement

• Disbursement is made 
a) in the currencies in which cost of goods and 

services has been paid or is payable, or 
b) in the currency of the advance account, when 

providing advances.

• A separate application should be made for each 
different currency being withdrawn, and for each 
payee.

Presenter Notes
Presentation Notes
Disbursement is made (i) in the currency in which the cost of goods and services has been paid or is payable, or (ii) in the currency of the advance account, when providing advances to the advance account. 
 
The minimum value per withdrawal application is $200,000 equivalent, or 1% of the loan or grant amount, whichever is lower, unless otherwise stipulated in the project administration manual (also called the “PAM”). Individual payments below this amount should be paid (i) by the borrower and subsequently claimed to ADB through reimbursement, or (ii) through the advance fund procedure (if such procedure is stipulated in the PAM), unless otherwise accepted by ADB. The Borrower should consolidate claims to meet this limit under reimbursement or advance fund procedures. This saves both the Borrower’s and ADB’s time in filling out and processing claims. 
 
And finally, a separate application should be made for each different currency being withdrawn, and for each payee.




Payment Instructions

• Borrower should designate a bank in the country of the 
requested currency of payment.

• ADB will make payments to the specified account in the 
designated bank. 

• For example:
 If the currency of disbursement (USD) is the same as the currency of 

supplier’s country (USA) => a bank in the country of the currency 
(USA)  should be designated.

 If the currency of disbursement (USD)  is to be paid to a non-US 
supplier (PAK) => in addition to the designated bank in the country of 
the currency (USA, Correspondent Bank), a bank in the supplier’s 
country (PAK)  should also be designated.

Presenter Notes
Presentation Notes
The Borrower should designate a bank in the country of the requested currency of payment, into which ADB will make the payments.

For example, if the currency of disbursement (USD) is the same as the currency of supplier’s country (USA), a bank in the country of the currency (USA) should be designated.

However, if the currency of disbursement (USD)  is to be paid to a non-US supplier (for example in India), then in addition to the designated bank in the country of the currency (USA, Correspondent Bank), a bank in the supplier’s country (in this case India) should also be designated.




Sample Withdrawal Application Form

Basic
Information

Payment
Instructions

Presenter Notes
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To help ensure prompt disbursement processing, all information on the withdrawal application needs to be indicated correctly.

First, the ADB Loan or Grant number; 
 
Second, the application number;
 
Third, the type of disbursement. The appropriate box for the type of disbursement needs to be selected.
 
Fourth, the application currency and amount (both in figures and in words).

Fifth, the payment instructions of the payee and correspondent bank, if applicable.



   
 



Sample of Withdrawal Application Form

The 
undersigned
certifies 
and agrees
as indicated.

Authorized
Signatory

Contents
of WA

Presenter Notes
Presentation Notes
Sixth, the contents of the withdrawal application should be indicated.

And finally, the withdrawal application should be signed by the authorized representative of the borrower.  By signing the withdrawal application, the borrower certifies the following:

The expenditures were or will be made for the purposes specified in the Loan Agreement and in accordance with its terms and conditions and the undersigned has not previously withdrawn from the Loan Account or obtained or will obtain any other loan, credit or grant for the purpose of fully or partially meeting these expenditures.

The works, goods or services claimed for direct payment, reimbursement, or liquidation of advance have been procured in accordance with the agreement(s) and the cost and terms of the purchase thereof are reasonable and in accordance with the relevant contract(s).

The works, goods or services were or will be produced in and supplied by a member country of ADB, unless specifically permitted otherwise by ADB's Board of Directors.

This application is claimed in accordance with ADB's Loan Disbursement Handbook and all documents related to the expenditures covered by this application are available for examination by auditors and by ADB upon request.

Unless otherwise restricted in the Loan Agreement, if the disbursement pursuant to this application results in the agreed allocation of the corresponding expenditure categories of the Loan Account being exceeded, ADB may process the disbursement and subsequently reallocate to such categories from other categories to the extent required to meet the shortfall.






Summary Sheet

• A summary sheet lists individual items according 
to category or subcategory to which they relate.

• Use separate sheet(s) for each category or 
subcategory.

• List items of payment to the same supplier 
together, one below another.

Presenter Notes
Presentation Notes
A summary/SOE sheet should be attached to the withdrawal application form (except for applications for issuance of commitment  letter, and for policy-based loans).  The summary/SOE sheet lists individual items according to category or subcategory to which they relate.

When using summary/SOE sheets, a separate sheet(s) must be used for each different category or subcategory, and

Items for payment to the same supplier should be listed together, one below another.



Sample of Summary Sheet Form

Select One

PCSS 
Number

Presenter Notes
Presentation Notes
This is a sample of the form used for summary/SOE sheet for project loans and grants. As discussed earlier, the summary sheet and SOE sheet use the same form, differentiated only by the “Type of Form” selected.  If “SOE sheet” is selected, the applicable ceiling, if any, should also be indicated.  An SOE sheet should be used for claiming expenditures under the SOE procedure, which will be covered in more detail in Module 5, Required Documentation.
 
The loan number and application number, which are indicated in the summary/SOE sheet, should be consistent with the accompanying withdrawal application form. Further, the category or subcategory number should be provided, consistent with Loan Agreement, as the form lists individual items according to category or subcategory to which they relate. A separate summary sheet should be prepared for each category and/or subcategory.  The relevant period of the expenditures should also be indicated.
 
The appropriate box for the type of the disbursement procedure needs to be marked, to indicate which disbursement procedure is applicable.
 
Items for payment to the same supplier should be listed together, one below another.
 
The Procurement Contract Summary Sheet (PCSS) number should be indicated in the form. The PCSS number is the key control identifier to confirm ADB’s approval of a contract. We will discuss it in detail in the next slide.  The PCSS number is critical in processing the withdrawal application.  As such, the borrower should ensure that this number is indicated in the summary/SOE sheet prior to submitting the withdrawal application to ADB. Otherwise, disbursement will be delayed.

For each item, the total amount paid or payable as well as ADB’s disbursement percentage (which should be consistent with the Loan Agreement) and amount requested for withdrawal (i.e. ADB’s share of expenditure) should be indicated in the appropriate column of the form. The total amount requested for withdrawal or amount to be liquidated also needs to be indicated. 



Procurement Contract Summary Sheet or 
PCSS

• For identifying a particular contract.

• The PCSS includes:
o ADB contract number
o Date of contract approval
o Mode of procurement and/or consultant selection method
o Name and nationality of contractor or supplier
o Terms of payment and currencies of contract
o Price escalation clause (yes / no)
o Total amount of the contract
o Amount to be financed by ADB, and
o ADB’s disbursement percentage.

• The borrower should ensure sufficient contract balances before 
requesting disbursements

Presenter Notes
Presentation Notes
The borrower is responsible for managing its contracts, including contract balances, in accordance with ADB’s guidelines, and for maintaining records for all signed contracts in a contract ledger in its financial systems. The borrower should ensure sufficient contract balances before requesting disbursements.
 
The PCSS number is assigned by ADB and the information is inputted to the Loan Financial Information System (LFIS) or Grant Financial Information System (GFIS) for identifying a particular contract approved by the borrower and submitted to ADB under a particular loan.  For financial intermediation loans, the equivalent of the PCSS number is the subloan number, which should be shown in the summary/SOE sheet for financial intermediation loans (Appendix 7D). 

The PCSS includes information such as 
ADB contract number
Date of contract approval
Mode of procurement and/or consultant selection method
Name and nationality of contractor or supplier
Terms of payment and currencies of contract
Price escalation clause (yes / no)
Total amount of the contract
Amount to be financed by ADB, and
ADB’s disbursement percentage.
 
The PCSS number should be indicated in the summary sheet. To find the number, refer to ADB’s monthly report named List of Contract by Executing Agency, which is available in the LFIS/GFIS website. 

This concludes Module 4, Withdrawal Application.




Module 4:

Required Documentation

Presenter Notes
Presentation Notes
Module 5, Required Documentation.

In this module, we will go over the supporting documentation to be submitted to ADB together with the withdrawal application.  Incomplete supporting documents can cause delay in disbursement, so it is important that the requirements are understood.



Documentation Requirement

 The required supporting documents must be submitted 
together with the WA

 ADB will return WAs that do not meet the requirements.
 Additional supporting documents may be required 

depending on the transaction involved.
 Do not submit documents that are not required to avoid 

delays in disbursement.
 If supporting documents are written in local language, 

there should be an English translation of important words 
and items in the documents

Presenter Notes
Presentation Notes
To substantiate the requested disbursement is for eligible project expenditures, the required supporting documents must be submitted to ADB together with the withdrawal application, unless simplified documentation is approved. 

ADB will return withdrawal applications that do not meet the requirements. Additional supporting documents may be required depending on the transaction involved.

Do not submit documents that are not required, in order to avoid delays in disbursement.

If supporting documents are written in local language, there should be an English translation of important words and items in the documents (e.g., the title of the document, name of the supplier and/or contractor, description of goods and services, amounts, and dates). 




Reimbursement CommitmentDirect PaymentAdvance Fund

Module 6 Module 9Module 8Module 7

Documentation Type

YES

Simplified Documentation 
applicable?

Simplified 
Documentation 

(SOE sheets, 
FAW certificates)

NO

Full Supporting 
Documentation 

(Invoices, bills, receipts, 
letters of credit, etc.)

Presenter Notes
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This flowchart shows the type of documentation required for each disbursement procedure.

Simplified documentation may be used for reimbursement and advance fund procedures, if approved by ADB.

The statement of expenditures (SOE) procedure involves the borrower submitting an SOE sheet to support an application, while
the force account for works certificate procedure (FAW certificate procedure) involves the borrower submitting periodic certifications of the progress or completion of civil works in support of its application for withdrawal of loan proceeds.

SOE procedure and FAW certificate procedures will be discussed later in this module.




Supporting documents to be submitted to ADB

Presenter Notes
Presentation Notes
The following table shows the required supporting documents to be submitted to ADB.

In addition, the evidence of payment (such as official receipt, bank transfer record or other proof or payment) is required for the reimbursement procedure and liquidation of the advance fund.



Supporting documents to be retained by the EA and/or the 
IA

Presenter Notes
Presentation Notes
Further, supporting documents summarized in the this table should be retained by the borrower for annual audit of project financial statements and/or ADB’s review. ADB reserves the right to request submission of such documents, if deemed necessary.



Simplified Documentation

 Used when certain conditions met.

 These are:
 Statement of Expenditures (SOE); and
 Force account for works (FAW) certificate

 SOE and FAW certificate procedures should not 
be used in combination.

Presenter Notes
Presentation Notes
To facilitate efficient disbursement operations, simplified documentation procedures may be used under the reimbursement and the advance fund procedures when certain conditions are met. These are:

1.  Statement of expenditure (also called “SOE”) procedure; and

Force account for works (also called “FAW”) certificate procedure.

It is important to note that the SOE and FAW certificate procedures are separate simplified documentation procedures and, therefore, should not be used in combination. For instance, expenditures under FAW certificate procedure should not be listed in the SOE sheet for liquidation.




Statement of Expenditures
(SOE) Procedure

 Reimbursement/advance fund procedure

 No submission of supporting documentation

 SOE sheet is submitted instead of the usual 
supporting documents

 SOE sheet provides data on contracts and 
disbursements of individual payments (up to any 
applicable SOE ceiling)

 Expected to be used when certain conditions met

Presenter Notes
Presentation Notes
The SOE procedure involves submission by the executing agency of an SOE sheet, along with the withdrawal application, in lieu of the usually required supporting documentation (such as invoices, receipts, purchase orders, etc., also called “SOE records”). English translation of supporting documents written in local language may be omitted under the SOE procedure, unless otherwise requested by ADB.  If the procedure is approved for a project, it may be used when applying for reimbursement and liquidation of the advance account.

The SOE procedure is a simplified procedure requiring no submission of supporting documentation of expenditures. The SOE sheet provides information on contracts and disbursements of individual payments, up to any applicable SOE ceiling.

The purpose of the SOE procedure is to streamline disbursement processing for the borrower and ADB.  The use of simplified documentation is expected in projects where certain conditions are met.  

For those individual expenditures that exceed any applicable SOE ceiling, the supporting documents still need to be submitted to ADB when submitting a claim. 





Statement of Expenditures
(SOE) Procedure

•Forms – Two Types

 SOE sheet for Project Loans (Appendix 6A)

 SOE sheet for Financial Intermediation Loans 
(Appendix 6B)

Presenter Notes
Presentation Notes
Within the SOE procedure, there are 2 different types of SOE sheets that may be used, depending on the specifics of the project. The first is the SOE sheet for project loans, and is the most commonly used SOE sheet.

The second form is an SOE sheet that may be used specifically for Financial Intermediation Loans (or “FILs”).  We will discuss FILs in a separate module.



SOE Sheet for Project Loans

PCSS 
NumberSelect

Select 
One

Presenter Notes
Presentation Notes
This is a sample of the form used for summary/SOE sheet for project loans and grants. As discussed earlier, the summary sheet and SOE sheet use the same form, differentiated only by the “Type of Form” selected.  If “SOE sheet” is selected, the applicable ceiling, if any, should also be indicated.  An SOE sheet should be used for claiming expenditures under the SOE procedure, which will be covered in more detail in Module 5, Required Documentation.
 
The loan number and application number, which are indicated in the summary/SOE sheet, should be consistent with the accompanying withdrawal application form. Further, the category or subcategory number should be provided, consistent with Loan Agreement, as the form lists individual items according to category or subcategory to which they relate. A separate summary sheet should be prepared for each category and/or subcategory.  The relevant period of the expenditures should also be indicated.
 
The appropriate box for the type of the disbursement procedure needs to be marked, to indicate which disbursement procedure is applicable.
 
Items for payment to the same supplier should be listed together, one below another.
 
The Procurement Contract Summary Sheet (PCSS) number should be indicated in the form. The PCSS number is the key control identifier to confirm ADB’s approval of a contract. We will discuss it in detail in the next slide.  The PCSS number is critical in processing the withdrawal application.  As such, the borrower should ensure that this number is indicated in the summary/SOE sheet prior to submitting the withdrawal application to ADB. Otherwise, disbursement will be delayed.

For each item, the total amount paid or payable as well as ADB’s disbursement percentage (which should be consistent with the Loan Agreement) and amount requested for withdrawal (i.e. ADB’s share of expenditure) should be indicated in the appropriate column of the form. The total amount requested for withdrawal or amount to be liquidated also needs to be indicated. 



Conditions for Approval 
to Use the SOE Procedure

Borrower’s Capacity
 EA/IA has adequate administrative and accounting 

capacity to maintain SOE records and make them 
available for examination.

 If capacity is inadequate, SOE procedure should not be 
used.

Audit Arrangements
 EA/IA capable of arranging audit of SOE transactions.

Presenter Notes
Presentation Notes
In order to use the SOE procedure for a project, 2 conditions must be met by the borrower: 1, adequate capacity, and 2, audit arrangements.

The first requirement, adequate capacity of the executing and implementing agencies or EA and IA, should be assessed based on (but not limited to) the following:

1, results of the Financial Management Assessment or FMA performed on the relevant entity,
2, review of current and prior audit reports for projects administered or implemented by the relevant EA or IA,
3, internal audit reports,
4, issues noted during project implementation, such as issues noted during the processing of withdrawal applications by ADB for projects administered or implemented by the relevant EA or IA,
and other relevant information, as deemed necessary.

The SOE procedure may be used only when ADB is satisfied that the EA and/or IA, has sound and adequate accounting systems, internal controls, and procedures to prepare and maintain proper SOE records, which should be readily available for examination by ADB or independent auditors.  As supporting documents are not submitted along with the withdrawal application for ADB’s review, ADB must be satisfied that proper and adequate fiduciary controls exist, in order to rely on the EA or IA’s assertion that the claimed expenditures are eligible for financing under the project.  Such determination is typically made during the project processing stage, when performing the FMA.  If the capacity of the EA or IA is determined to be inadequate, the SOE procedure should not be used.
  
The second and final requirement is that the borrower, EA, or IA, must be capable of arranging periodic and annual audits of SOE transactions as part of the project’s annual audit.

Click on next, to continue.



Approval of the SOE Procedure 
and SOE Ceiling

Approval of the SOE Procedure
 Approval by ADB – Use considered during project 

preparation and provided for in the PAM.
 If use of the procedure is identified only during project 

implementation, borrower may request ADB’s 
approval.

SOE Ceiling
 No ceiling for EA/IAs with adequate capacity.
 A ceiling may be established when there is concern or 

uncertainty about the EA/IA’s capacity.
 Ceiling applies to the total amount paid by the EA/IA

Presenter Notes
Presentation Notes
Before the borrower is allowed to use the SOE procedure, it must be approved by ADB.  During project preparation, ADB staff consider the use of the SOE procedure to facilitate disbursement.  If the procedure is approved, it is provided for in the project administration manual (PAM).

If the use of SOE procedure was not identified during the project preparation stage, and subsequently during project implementation the borrower considers the use of SOE procedure, the borrower may request ADB’s approval.  After ADB is satisfied that all the necessary conditions have been met, ADB notifies the borrower that the procedure may be used.

For project loans, where the EA/IA’s capacity is determined to be adequate, there is no ceiling on the use of SOE procedure.  A ceiling on the use of the procedure may be established (either during project preparation or during implementation) when there is concern or uncertainty about the capacity of the EA/IA to administer the procedure.  

The SOE ceiling is a threshold below which the borrower is not required to submit supporting documents to ADB, and is based on the total amount of individual expenditure paid for by the EA/IA without taking into account ADB’s share of the expenditure. The amount paid by the EA/IA should not be split to enable claims to circumvent the SOE ceiling. The SOE ceiling, if any, is determined by ADB on a case-by-case basis, depending on the specifics of the project and nature of expenditures to be financed, and should be indicated in the PAM.

Any change, establishment, or removal of the SOE ceiling during project implementation should be approved by ADB.  



Module 5:
Reimbursement 
Procedure

Presenter Notes
Presentation Notes
Module 6, Reimbursement Procedure.

In this module, we will discuss the details of ADB’s reimbursement procedure.







Reimbursement Procedure
• Full documentation or Simplified documentation (SOE, FAW 

certificate)

ADB

Contractor

Supplier
Consultant

3

4

1

2

Presenter Notes
Presentation Notes
Under the reimbursement procedure, as goods and services are provided by contractors, suppliers, and consultants, the borrower will pay for such goods and services using its own funds, and then submit a withdrawal application (WA) to ADB to reimburse them for such expenditures.

 



Reimbursement Procedure

 ADB pays the borrower for eligible expenditures 
which have been incurred and paid for by the 
borrower out of its budget allocation or its own 
resources.

 Use of the procedure is encouraged for all eligible 
project expenditures when the borrower has 
sufficient resources.

Presenter Notes
Presentation Notes
Reimbursement is a disbursement procedure whereby ADB pays the borrower for eligible expenditures which have been incurred and paid for by the borrower out of its budget allocation or its own resources.  Under this procedure, ADB’s payments are made only to the borrower, and not to a third party, such as a supplier or contractor. 

Again, use of the procedure is encouraged for all eligible project expenditures when the borrower has sufficient resources.




Basic Requirements 

 Signed withdrawal application 
(Appendix 5A of LDH) 

 Summary/SOE sheet 
(Appendix  6A and 6B of LDH)

 Required supporting documents 
 Full documentation (including proof of payment); or
 SOE or force account for works (FAW) certificate as 

applicable

Presenter Notes
Presentation Notes
Under this procedure, the basic requirements to be submitted are:

- A signed WA; 

- Summary/statement of expenditure (or “SOE”) sheet(s). If expenditures from multiple categories or subcategories in the allocation table are being claimed, a separate summary/SOE sheet must be submitted for each separate category or subcategory, grouping items claimed within the summary/SOE sheet by contract number.

And finally, the required supporting documents.  Normally, the procedure requires submission of full supporting documentation (such as the supplier’s or contractor’s invoice, confirmed purchase order, and evidence of payment unless simplified documentation procedures such as SOE or force account for works (FAW) certificate is approved for the project.  

Full documentation under reimbursement procedure includes proof of payment (i.e. official receipt, bank transfer record or other proof of payment).

This concludes Module 6.



Module 6:
Advance Fund Procedure

Presenter Notes
Presentation Notes
Module 7, Advance Fund Procedure.



Advance Fund Procedure
• Full documentation, or simplified documentation  (SOE, FAW 

Certificate)

ADB

Contractor

SupplierConsultant

4
1

2
3

Initial advance / Replenishment

Presenter Notes
Presentation Notes
The advance fund procedure is formerly called the imprest fund procedure. Under the advance fund procedure ADB makes an advance disbursement from the loan account for deposit to an advance account administered by the borrower.  As goods and services are provided by contractors, suppliers, and consultants, the borrower will pay for such goods and services with funds from the advance account, and then submit a withdrawal application  to ADB to liquidate and replenish the account.




Advance Fund Procedure

 ADB makes advance disbursement from the 
loan account to an Advance Account to be 
used exclusively for ADB’s share of eligible 
expenditures.

 The borrower may use the Advance Account 
to reimburse the borrower, EA and/or IA’s 
accounts

Presenter Notes
Presentation Notes
The borrower, executing agency (EA), or implementing agency (IA), as appropriate, uses the advance account to pay contractors, suppliers, and other third parties, or to reimburse the borrower, EA and/or IA’s accounts, for ADB’s share of eligible project expenditures incurred. The advance account is strictly used for the purposes of paying eligible project expenditures. Any use of the advance funds (including any amounts advanced to subaccounts) for activities other than eligible project activities will invoke corrective action deemed appropriate by ADB. The borrower may use the advance account to reimburse itself, EA and/or IA’s account for expenditures which have been incurred and paid out of the borrower’s budget allocation or own resources.



Advance Fund Procedure

Objectives
 Provide the borrower more control over payments; and
 Reduce the number of withdrawal applications (WAs) and 

related costs.

When is it Applicable?
 Certain conditions are met
 Expected for all project eligible expenditures

Presenter Notes
Presentation Notes
The main objective of the advance fund procedure is to provide the borrower with more control over payments, and to reduce the number of withdrawal applications submitted to ADB.

Use of the advance fund procedure is expected for disbursement of all eligible project expenditures, where certain conditions are met.




Conditions for Approval to Use
the Advance Fund Procedure

 Borrower’s capacity
 Borrower must have adequate administrative and 

accounting capacity.

 Audit arrangement 
 Borrower has the capability to arrange for periodic and 

annual independent audits.

Presenter Notes
Presentation Notes
There are 2 conditions necessary for approval of the use of advance fund procedure for a project.

The first condition is that the borrower must have adequate administrative and accounting capacity to establish sufficient internal control, accounting and auditing procedures to ensure the efficient use and operation of the procedure.  Satisfactory fulfillment of this condition may be determined by, among others, reviewing the results of the financial management assessment (FMA) carried out during the project preparation stage, review of annual audit reports for projects the borrower and relevant agencies have implemented, as well as prior experience with the borrower and relevant entities on other ADB projects. If the agencies’ capacity is determined to be inadequate, the advance fund procedure should not be used. 

The second condition is that the borrower must also have the capability to arrange for periodic and annual independent audits of the advance fund procedure by auditors acceptable to ADB.




Borrower’s (EA’s) Responsibility

 Accountable and responsible for the use of 
advances to the advance account/subaccount;

 Liquidation/refund of outstanding advances;

 Monitoring of advance account turnover ratio;

 Monitoring/reconciliation of subaccounts.

Presenter Notes
Presentation Notes
The borrower, EA or IA who established the advance account in its name is accountable and responsible for proper use of advances to the advance account, including advances to any subaccounts, if used.

The borrower is also responsible for the liquidation of advances to the advance account, refund of any unliquidated advances, monitoring of the advance account turnover ratio, monitoring of advances made from the advance account to any subaccount, and ensuring that any such subaccount is reconciled.  




Establishment of the Advance 
Account

 Open a separate bank account (or a separate accounting 
ledger in the borrower’s financial systems).

 No restrictions on withdrawing funds.

 Opened in the name of the borrower/executing 
agency/project.

Presenter Notes
Presentation Notes
When establishing an advance account, the borrower is required to open a separate bank account, unless otherwise approved by ADB, for depositing advances.  Even in cases where a particular project has more than one ADB or ADB administered funding source, (for example, a road rehabilitation project financed by an ADB loan, an ADB grant and an ADB administered externally financed grant), a separate advance account should be established for each different funding source, unless otherwise approved by ADB.  The advance account may be opened by establishing a separate accounting ledger in the borrower’s financial systems, such as a treasury single account.

The advance account should be maintained in a bank account without restriction on withdrawing funds at any time (e.g., a current account) and should be opened in the name of the borrower, EA, IA, or project, as appropriate.

Some countries require disbursement of the ADB loan proceeds to the borrower’s bank account or budget account at central or local levels before transferring advances to the advance account or subaccounts. Such borrower’s account is not separately established for the purpose of a project and does not maintain a standing balance in the account as the fund is transferred to the advance account or subaccounts, therefore, it is considered a “conduit” or “pass-through” purpose account, but not the advance account. The conduit or pass-through purpose account should be identified and reflected in the fund flow diagram of the PAM.






Location and Currency
of the Advance Account

Location of the Advance Account
Central bank of the borrower’s country or in a 

commercial bank designated by the borrower/EA/IA.
 Commercial bank must be capable of:
 Executing foreign exchange and local currency 

transactions;
 Opening letters of credit and handling a large volume of 

transactions; and 
 Issuing detailed monthly bank statements promptly.

Currency of the Account
To be indicated in PAM.
“Freely convertible”

Presenter Notes
Presentation Notes
The advance account may be opened at the central bank of the borrower’s country or in a commercial bank which the borrower, EA, or IA designates as appropriate, provided that the institution chosen is capable of

	• executing foreign exchange and local currency transactions;
	• opening letters of credit (LCs) and handling a large volume of transactions; and
	• issuing detailed monthly bank statements promptly.

ADB may decide not to accept a financial institution for the opening and/or maintenance of the advance account if the institution retains the right to assert or asserts a claim to set off, seize, or attach amounts on deposits to the advance account maintained by the financial institution in order to satisfy amounts due to the bank by the borrower, EA, or IA.

The currency of the advance account is agreed upon during loan negotiations and should be indicated in the PAM.  The currency may be in any freely convertible currency, or the borrower’s local currency, as long as the currency is freely convertible.




Request for Advances

 Initial and additional advances based on estimate of eligible 
expenditures for 6 months, paid through the advance 
account.
 Withdrawal Application (Appendix 5A of LDH);
 Estimate of Expenditure (Appendix 8A of LDH).

 Endorsement by ADB’s relevant sector revision/RM

 Conditions for withdrawal, if any, have been met

 All advances deposited to the advance account

Presenter Notes
Presentation Notes
The borrower, EA, or IA, as appropriate, may request initial and additional advances from ADB by submitting a WA and “Estimate of Expenditures to be Financed from the Advance Account”, prepared based on its estimate of ADB’s share of eligible project expenditures to be paid through the advance account for the forthcoming 6 month period.  The estimate of eligible expenditures should normally be based on the amount of contracts awarded and to be awarded. For expenditure related to operational costs, the amount should be linked to the project’s annual budget provision. The estimate should be endorsed by the relevant sector division or resident mission, normally, the project officer or specialist in charge of administration of the project.

The total outstanding advance, in any event, should not exceed the estimate of ADB’s share of expenditures to be paid through the advance account for the forthcoming six months, or appropriate level of the advance (Section 8.13).

In certain cases, a ceiling on the amount of the total outstanding advance may be established, if indicated in the PAM. The total outstanding advance should not exceed such ceiling.

For some loans, conditions for withdrawal are placed on certain expenditure categories. Withdrawal of loan proceeds should not be made for the expenditure category until the conditions for withdrawal of such expenditure category, if any, have been met.  With respect to the advance account, the borrower should not request advances for expenditure categories subject to conditions for withdrawal (or disbursement conditions) which have not been met.

Finally, all advances should be deposited into the advance account.









Liquidation & Replenishment 
or Liquidation (only)

 Borrower submits:
 Withdrawal Application (Appendix 5A of LDH)

 Advance Account Reconciliation Statement 
(Appendix 8B of LDH)

 End balance per the corresponding bank statement
 Summary/SOE sheet (Appendix 6A or 6B of LDH)

 Other supporting documents, as appropriate

 Liquidate often, subject to the minimum WA value.

Presenter Notes
Presentation Notes
After eligible expenditures are incurred and paid from the advance account, the borrower requests liquidation and replenishment of the advance account by submitting a withdrawal application, prepared in the currency of the advance account, and the applicable summary/SOE sheet, or other supporting documents, as applicable.

The advance account reconciliation statement should also be submitted with the application.   The advance account reconciliation statement, or “AARS”, reconciles the advance account balance per the EA/IA’s books to the balance per the corresponding ending balance per the bank statement. The end balance per the corresponding bank statement should be attached to the AARS.  

In order to help avoid cash flow problems during project implementation, the EA/IA should liquidate the advance as often as possible, subject to the minimum value per withdrawal application.

Please note that advances paid from the advance account to EA or IA staff (such as for advances for travel expenditures that are financed by ADB under a particular project) or to subaccounts are not considered to be incurred, and such amounts are still subject to liquidation by project expenditures actually incurred.








Advance Fund Turnover Ratio 

 Number of times the average outstanding advance 
is replenished over the period of a year. 

 Available at LFIS/GFIS website

 Formula:

Cumulative Amount of Liquidation in the past year

Weighted Average Outstanding Advance

Presenter Notes
Presentation Notes
The “turnover ratio” represents the number of times the average outstanding advance is replenished, or “turned over”, over a period of one year.

The ratio is calculated by dividing the cumulative amount of liquidation over the relevant one year period by the weighted average outstanding  advance over the same one year period.

Turnover ratio reports are available at the LFIS/GFIS website.  We will discuss about the LFIS/GFIS website in module 13.









Requirement for Sufficient 
Advance Fund Turnover

 Initial and additional advance to the advance account 
is determined based on 6 months projection of 
expenditures. 

 As such, target turnover ratio should be at least 2.0. 

 If the turnover ratio is lower than the target (2.0), ADB 
may reduce the level of advance by adjusting the 
amount of replenishment or by requesting for refund.

Presenter Notes
Presentation Notes
As ADB normally provides advances to cover projected eligible expenditure for a period of 6 months, the target turnover ratio of the advance account is 2.0 times per annum.

If the turnover ratio of the advance account is lower than the target, it may indicate that advance funds are not being utilized efficiently and ADB may reduce the level of advance to the advance account by adjusting the amount of replenishment or by requesting a refund to ADB, as appropriate. 



Advance 
Account 

Reconciliation 
Statement 

(AARS)

Presenter Notes
Presentation Notes
Here is a sample template of the advance account reconciliation statement.   The ending balance per the corresponding bank statement should be attached to this statement.

The key amounts when preparing this statement are:
	1.  The present outstanding amount advanced to the advance account;
	2.  The advance account balance per the bank statement where the advance account is maintained;
	3.  The amount claimed in the current withdrawal application; 
	4.  Amounts claimed in previous applications but not yet credited at date of bank statement; and 
	5.  Total amount withdrawn from the advance account but not yet claimed for replenishment.  This include amounts advanced to subaccounts, transfers in transit, petty cash amounts, and any other unliquidated expenses.  

The bottom of the statement, highlighted in yellow, shows the turnover ratio, in this case 1.6, and the appropriate level of advance, based on the turnover ratio at the LFIS/GFIS website. A manual calculation of turnover ratio is no longer required.

Based on the annual turnover ratio, the appropriate level of advance is $3.2 million



Final Liquidation of the
Advance Account

 Advances are normally liquidated without 
replenishment during the 6 months prior to the 
loan closing date .

 This is to ensure (i) refund of advance is zero or 
minimal amount, and (ii) the borrower can 
obtain supporting documentation for clearing 
the outstanding advances before the end of the 
winding-up period.

Presenter Notes
Presentation Notes
All advances to the advance account are to be liquidated by ADB’s share of eligible expenditures incurred on or before the loan closing date.

Advances are normally liquidated without replenishment during the 6-month period prior to the loan closing date in order to ensure (i) refund of advance is zero or a minimal amount, and (ii) the borrower can obtain supporting documentation for clearing the outstanding advances before the end of the winding-up period.



Refund of Advance

 Any unliquidated balance of advance to the 
advance account, must be promptly refunded to 
ADB, in the currency of the advance account. 

 ADB applies the current value of the refund.

 Exchange differences are borne by the 
borrower.

Presenter Notes
Presentation Notes
Any unliquidated balance of the advance to the advance account must be promptly refunded to ADB. Refund of the advance is normally in the currency of the advance account. If the currency of the advance account, for example US dollars, is different from the currency of loan account, such as Concessional Ordinary Capital Resources (COL) loans which are denominated in Special Drawing Rights (SDR), any exchange difference between the amount charged to the loan account when the advance was originally made and the equivalent amount at the time of refund, is absorbed by the borrower’s loan account.

It is important to note that ADB applies the current value of the refund. As refund of the advance is normally in the currency of the advance account (for example, US dollars), if the advance to the advance account is further exchanged to another currency (such as a local currency) in order to pay expenditures in that currency, any exchange difference between the date of currency exchange and the date of refund is to be borne by the borrower. 

If such exchange difference is to be borne by the borrower through absorption into its loan account, such arrangement should be agreed with ADB.



Loan Cancellation
(LDH 3.10-3.13)

Cancellation by the Borrower
→ The borrower may, by notice to ADB, cancel any amount of the 

loan which has not been withdrawn. 

→ The effective cancellation date is when ADB receives the 
borrower’s notice of such cancellation issued after consulting 
with ADB and obtaining the guarantor’s concurrence where 
needed.



Winding-up Period 
(LDH 4.20-4.21)

 4 months for winding-up may be provided to allow the borrower 
to: 
(i) submit WA for expenditures incurred on or before the loan closing 

date, and 
(ii) fully liquidate expenditures incurred on or before the loan closing 

date. 

 The borrower must promptly inform ADB of any expected delay 
in submitting WA by the end of the winding-up period.

 Within 2 months after the winding-up period, the borrower 
should fully refund any outstanding advances provided to the 
advance account to ADB.



Retention Money 
(LDH 4.27)

 Payment of retention money is made at the end of the warranty 
period.

 Where payment is due after the loan closing date; ADB may disburse 
the retention money to the contractor, as expenditure incurred, 
against an unconditional bank guarantee.



Module 7:
Direct Payment

Presenter Notes
Presentation Notes
Module 8, Direct payment.





Direct Payment 
• Full documentation

ADB

Contractor

Supplier
Consultant

3

2

1

Presenter Notes
Presentation Notes
Direct payment is a disbursement procedure where ADB, at the Borrowers’ request, pays a designated beneficiary stipulated in the contract and approved by ADB. ADB’s payment is on behalf of the Borrower and is treated as a withdrawal by the Borrower from the loan account.
 



Direct Payment

 Normally used for large value payments when the 
borrower has insufficient resources and the 
advance fund procedure is not approved for the 
project

 A signed WA (Appendix 5A) must be submitted to 
ADB together with a summary sheet (Appendix 
6A or 6B) and the required supporting 
documents.

 A separate WA is required for each different 
currency of disbursement requested.

Presenter Notes
Presentation Notes
Use of the direct payment procedure should be limited to large value payments and when there are insufficient borrower resources to pay and there is no provision for use of the advance fund procedure.

A signed WA (Appendix 7A) must be submitted to ADB together with a summary sheet (Appendix 7B or 7D) and the required supporting documents.

A separate WA is required for each different currency of disbursement requested.

This concludes Module 8, Direct Payment.



Module 8:
Commitment Procedure

Presenter Notes
Presentation Notes
Module 9, Commitment Procedure.

In this Module, we will discuss the details of ADB’s commitment procedure.




Commitment Procedure

• Under the Commitment procedure, ADB, at the 
borrower’s request, irrevocably agrees to 
reimburse a commercial bank for payments 
made or to be made to a supplier against a 
Letter of Credit (LC). 

Presenter Notes
Presentation Notes
Under Commitment Procedure, ADB, at the request of the Borrower, provides an irrevocable undertaking to reimburse a commercial bank for payments made or to be made to a supplier against a Letter of Credit (LC).  

ADB’s commitment procedure may not be used for cofinancier’s funds held by the cofinancier.

This procedure is normally applicable for large importation costs, the amount of which is not less than the minimum value of withdrawal application (Section 5.5).





What is a Letter of Credit (LC)?

• A written undertaking by the “LC issuing bank” given to the 
seller at the request of the buyer to pay a stated sum of 
money within a prescribed time limit and against stipulated 
documentary proof of delivery.  

Buyer

LC issuing bank Nominated 
Commercial Bank

Seller

LC

Contract

Presenter Notes
Presentation Notes
In order to understand Commitment procedure, we need to understand the concept of a Letter of Credit first.
 
What is a Letter of Credit?
 
A Letter of Credit is a written undertaking by the LC “LC issuing bank” given to the Seller (also known as the Beneficiary) at the request of the Buyer (or applicant) to pay a stated sum of money within a prescribed time limit and against documentary proof of delivery.
 
What are the advantages of a Letter of Credit?
 
From the Seller’s perspective, they are assured of timely payment for the goods which they supply to the Buyer.
 
From the Buyer’s perspective, they have greater assurance that they will receive the goods, they earn the Seller’s trust, and they have established credit with the LC issuing bank.



Features of Commitment 
Procedure

 For financing the large importation costs, the amount of 
which is not less than minimum WA amount.

 ADB’s payment assurance is limited to the amount 
available in the loan account. 

 LC issued by the LC issuing bank becomes operative only if 
and when ADB issues its commitment letter to the 
nominated commercial  bank.

 Irrevocable in the sense that ADB’s obligation is not be 
affected by suspension or cancellation of the loan.

Presenter Notes
Presentation Notes
The special features of the commitment procedure are:
 
First, ADB’s commitment procedure is normally applicable for large importation costs, the amount of which is not less than the minimum value of withdrawal application.

Second, ADB’s payment assurance to the advising and negotiating bank (the “nominated commercial bank”) is limited to the amount available in the loan account.

Third, the LC which is issued by the Borrower’s bank, the LC issuing bank, becomes operative only if and when ADB issues its commitment letter to the nominated commercial bank. 

Fourth, the Commitment Letter is irrevocable in the sense that ADB’s obligation to make disbursement from the loan account is not affected by the suspension or cancellation of the loan.

Fifth, the commitment procedure may not be used against disbursement of funds held by the cofinancier under a cofinanced project with ADB.
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Presenter Notes
Presentation Notes
1. The  borrower applies for a letter of credit in the borrower’s commercial bank (issuing bank)
2. A letter of credit for making payments to a (foreign) supplier is issued by the borrower’s commercial bank and sent to the supplier’s commercial bank in the exporter’s country (advising bank.)
3. The advising / negotiating bank advises the supplier of the letter of credit. (Please note at this stage, the L/C is not operative yet.)
4. The borrower sends its C/L application plus a copy of the L/C and supporting documents to ADB.
5. Upon receipt of the requirements for commitment application, ADB issues the commitment letter against the advising bank.
6. The advising / negotiating bank advises the supplier that L/C became operative.
7. The supplier ships / delivers the goods to the borrower.
8. After shipment / delivery of goods, the supplier presents the documents required by the L/C to the advising bank.
9. After reviewing the submitted documents from the supplier, the advising bank pays the supplier.
10. The advising bank then prepares and sends its reimbursement request, certifying its full compliance with L/C terms, to ADB. The reimbursement request is in the form of authenticated SWIFT or tested telex. By the way, the advising bank’s first request for payment under the commitment letter constitutes is acceptance of the terms and conditions of ADB’s commitment.
11. After reviewing the submitted documents of the advising bank, ADB instructs its depository bank, who now execute a telegraphic transfer to reimburse the funds of the advising bank.




DIAGRAM OF STEP-BY-STEP ACTIONS 
PERFORMED BY PARTIES INVOLVED
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2. Issue LC
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12. ADB reimburses13. Loan withdrawal advice
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7. Ship goods

Presenter Notes
Presentation Notes
This diagram shows the step-by-step actions performed by the parties involved in the borrower’s importation of goods using ADB’s Commitment procedure.
 
There are 4 parties in the issuance of LC in accordance with regular commercial practices: the Buyer (in this case, the buyer is also the borrower of the ADB loan), the LC issuing bank, the nominated commercial bank, and the Seller.
 
As you can see, the Buyer and Seller agree on a contract for the goods to be provided.
 
1. The first step is undertaken by the buyer by applying for a LC with a commercial bank in his country, which is called the LC issuing bank.
 
2. The LC issuing bank issues a commercial LC and sends it to the supplier’s commercial bank, i.e., the nominated commercial bank, which may also act as the advising bank and/or negotiating bank.
 
3. Once the nominated commercial bank receives the issued LC, it advises the supplier that the LC was received. At this time, the LC is not yet operative, as it will be operative (or effective) only when ADB issues its Commitment letter.
 
4. After that, the buyer submits to ADB the Commitment Letter application along with a copy of the LC and required supporting documents. 
 
5. Upon approval of the Borrower’s application, ADB issues a Commitment Letter to the nominated commercial bank through the SWIFT network.  SWIFT is the Society for Worldwide Interbank Financial Telecommunication, providing secured bank – to – bank messaging system.
 
6. Once the nominated commercial bank receives the commitment letter from ADB, the nominated commercial bank informs the Seller that the LC is now an operative LC.
 
7. Once the LC is operative, the Seller ships the goods to the Buyer/Borrower.
 
8. After shipment of goods, the seller presents the documents required by the LC to the nominated commercial bank. This is also called the “negotiation” of shipping documents.
 
9. If the documents are in full compliance with the terms of the LC, the nominated commercial bank then pays the seller.
 
10. Then the nominated commercial bank sends the documents to the LC issuing bank.
 
11. And the nominated commercial bank sends its reimbursement request to ADB (via authenticated SWIFT), certifying its full compliance with the LC terms. 
 
12. ADB reimburses the requested amount to the nominated commercial bank.
 
13. ADB also advises the buyer of the loan withdrawal from its loan account. This information is normally provided to the buyer through ADB’s LFIS website. 
 
In the next slides, we will see the details of the basic requirements for issuance of commitment letter, payment to the nominated commercial bank by ADB, and amendment to the LC.



Basic Requirements for Issuance
of ADB’s Commitment Letter

 Signed application for Issuance of 
Commitment Letter (Appendix 10A of LDH)
 Separate application for each currency 

 Summary sheet for Commitment Letter 
(Appendix 10B of LDH)

 Required supporting documents
 Contract or confirmed purchase order, if not 

submitted earlier to ADB.
 A copy of the LC.

Presenter Notes
Presentation Notes
For the issuance of Commitment letter, a signed application for issuance of Commitment Letter is submitted to ADB, together with the summary sheet for the commitment letter, and the required supporting documents. The standard format is provided in Appendix 10A and 10B of the Loan Disbursement Handbook. A separate application is required for each currency in which a commitment letter is requested.

The required supporting documents to be submitted to ADB consist of a contract or confirmed purchase order, if not yet submitted earlier to ADB, and a copy of the LC against which ADB’s commitment letter is requested.

If the requirements are not met, ADB will return the application to the borrower.



Issuing the Commitment Letter

 Upon approval of borrower’s application for a 
Commitment Letter,  Commitment Letter is issued to a 
commercial bank specified in LC.

 When LC indicates a separate advising bank and 
nominated bank, Commitment Letter will be issued to 
the nominated bank, with a copy to the advising bank.
 “negotiation with any bank” is not acceptable 

 A “transferrable” LC is not acceptable.

 No Commitment Letter is issued if shipment or LC expiry 
date fall beyond the loan closing date.

Presenter Notes
Presentation Notes

If the application meets all the requirements, ADB approves the borrower’s application for issuance of a commitment letter and issues a commitment letter to the nominated commercial bank (normally, the negotiating bank) specified in the LC.

When the LC indicates a separate advising bank and nominated commercial bank, ADB will issue the commitment letter to the nominated commercial bank, with a copy provided to the advising bank.  Indicating “negotiation with any bank” is not acceptable to ADB. Please note that this is a particular restriction under ADB’s commitment procedure, though it is a common commercial practice. The borrower is required to communicate this matter to the LC issuing bank.

A transferrable LC that allows the rights and obligations of the LC beneficiary (i.e., manufacturer or exporter) to be transferred to another party, therefore creating a secondary beneficiary, is not acceptable under ADB’s commitment procedure. Therefore, the borrower should not have the LC issuing bank approve a transferrable LC.

If shipment falls beyond the loan closing date, the Commitment letter will not be issued. LC expiry date normally falls before the loan closing date, unless otherwise approved by ADB.




Linking the LC to the Commitment Letter 
(Section 10.23 of LDH)

• The LC is linked to ADB’s Commitment Letter with 
following clause: 

• “This LC is established under Asian Development Bank Loan 
____(number) and becomes effective only if and when the 
Asian Development Bank issues its commitment letter to 
the nominated commercial bank.  For payment please 
follow the instructions contained  in the commitment 
letter.”

Presenter Notes
Presentation Notes
Normally, the LC is linked to ADB’s commitment letter with the following clause:
 
“This LC is established under the Asian Development Bank Loan ___ (number) and becomes effective only if and when the Asian Development Bank issues its commitment letter to the nominated commercial bank. For payment, please follow the instructions contained in the commitment letter.”
 
Alternatively, the LC need not have the clause. Instead, it is immediately operative on the strength of the LC issuing bank’s commitment to finance the transaction. ADB’s commitment, if and when issued, will shift the financing commitment from the LC issuing bank to ADB. In this case, the LC contains a different clause.
 
As a commercial bank may not be familiar with ADB’s requirements, the borrower should communicate with the commercial bank, before the LC is issued, in order to avoid corrections and amendments to the LC, and the associated additional time and cost.



Payment to Nominated 
Commercial Banks

 ADB pays after the receipt of the confirmation 
of payment from the nominated commercial 
bank.

 Requests  for reimbursement are made in 
authenticated Society for Worldwide Interbank 
Financial Telecommunication (SWIFT) or tested 
telex.

Presenter Notes
Presentation Notes

When ADB receives the request for reimbursement from the nominated commercial bank stating that it has paid for or agreed to pay in accordance with the LC terms, ADB makes disbursement from the loan account. The nominated commercial bank’s first request for payment under the commitment letter constitutes its acceptance of the terms and conditions of ADB’s commitment.

All requests for reimbursement from the nominated commercial bank must be sent to ADB via authenticated SWIFT or tested telex.




Payment to Commercial Banks

• Requests must include the word ‘Condiment’ or   
•  “(i) Payment  has been made or is due and will be 

promptly made to the beneficiary under and in full 
compliance with the terms and conditions of the LC; (ii) 
documents were presented within the original or extended 
expiry date; and (iii) discrepancies, if any, have been 
referred to and accepted by the LC issuing bank.”

Presenter Notes
Presentation Notes
Such requests must include the word ‘Condiment’ or the words “(i) Payment has been made or is due and will be promptly made to the beneficiary under and in full compliance with the terms and conditions of the LC; (ii) documents were presented within the original or extended expiry date; (iii) discrepancies, if any, have been referred to and accepted by the LC issuing bank”. 
 
These instructions are written in ADB’s commitment letter.



Amendments to the LC

 ADB’s approval of amendments to the LC should be 
requested as soon as the LC amendment is obtained from 
the LC issuing bank. (Appendix 10E of LDH) 

 ADB communicates its approval by the form in LDH 
(Appendix 10F) or by authenticated SWIFT, tested telex, or a 
formal letter of approval.

 In urgent cases, application by FAX are allowable.

 Message includes (i) amendment was made by LC issuing 
bank and (ii) relevant documents are airmailed to ADB.

Presenter Notes
Presentation Notes
To amend the LC, the borrower should request ADB’s approval of amendments to the LC as soon as the LC amendment is obtained from the LC issuing bank. A copy of the signed amendment must be attached to the request.

ADB communicates its approval to the nominated commercial bank and the borrower using the prescribed form in Loan Disbursement Handbook or by authenticated SWIFT, tested telex or a formal letter of approval.

In urgent cases, ADB can allow the borrower to send its application for approval to amend the LC by fax. The application should include loan number, Commitment Letter number, LC number, and nature and reason for the amendment. A copy of the LC amendment should be attached to the application.
 
The message must state that the amendment has been made by the LC issuing bank and the application for approval of amendment of the LC and a copy of the LC amendment are being airmailed to ADB.




LC Amendments Requiring 
ADB’s Prior Approval

ADB’s prior approval is required for amendments 
to the LC involving changes such as
 Extension of LC expiry date beyond loan closing 

date;

 Change in LC’s value or currency;

 Description or quantity of goods;

 Country of Origin;

 Beneficiary; and

 Terms of payment.

Presenter Notes
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ADB’s prior approval is required for amendments to the LC involving changes such as:

1 Extension of the LC expiry date beyond the loan closing date, as specified in the loan agreement, or otherwise extended by ADB;
2 Change in the LC’s value or currency;
3 Description or quantity of goods;
4 Country of origin;
5 Beneficiary; and
6 Terms of payment.

The nominated commercial bank is to copy all proposed amendments to ADB for its information or approval.






Discrepancies

If there is any discrepancy between the 
documents and the LC terms, the nominated bank 
must seek the borrower’s authorization for 
payment.

Presenter Notes
Presentation Notes
The LC Amendments extending the LC expiry and/or shipping dates within or up to the loan closing date, and other amendments, except those mentioned in the previous slide need not be submitted for ADB’s approval. 
 
The borrower merely needs to inform ADB using the standard form and submit a signed copy of the amendment, or advise ADB via authenticated SWIFT sent by the LC issuing bank. This will ensure ADB’s prompt payment of claims received from the nominated commercial bank.
 
ADB is unable to honor the payment claim of the nominated commercial bank if there is any discrepancy between the shipping documents and the LC terms.  In such event, the nominated commercial bank must seek, through the LC issuing bank, the borrower’s authorization to pay despite such discrepancy.




Module 9:
Financial Information 
Services

Presenter Notes
Presentation Notes
Module 13.
Let’s briefly review ADB’s Loan Administration Division, called CTLA’s financial control and support functions and information services. 




LFIS

GFIS

LFIS/GFIS 
web

Loan and Grant Financial 
Information Services

ADB

Presenter Notes
Presentation Notes
ADB Controller’s Department provides a website with controlled access for borrowers’ easy reference in monitoring and managing project contracts and disbursements for ADB loans and grants and ADB-administered cofinancing funds.
 
ADB’s loan financial information system (LFIS) and grant financial information system (GFIS) provides daily data feeds to the website, to provide timely information to borrowers.




LFIS/GFIS Key Information

1. Contract ledger, by PCSS#

2. Disbursement history, value date, disbursed and 
undisbursed amounts

3. Where is my Withdrawal Application?

4. Soft copy of Appendixes of LDH

5. Link to Loan Accounting Website

6. Other batch reports and references

Presenter Notes
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The LFIS and GFIS website can show the following key information:

 Contract ledger which contains total contract amount, cumulative disbursement made, and undisbursed contract amount, by PCSS#.
 All disbursement history by contract, or by advance account, with actual value date information. Cumulative disbursement amount and undisbursed amount under an expenditure category and total loan. 
 You can find the “Where is my withdrawal application?” menu in the website, and search withdrawal applications to confirm its status, whether it is paid, in process, or pending for some reasons.
 Also you can download soft copies of Appendices of the Loan Disbursement Handbook in Excel or Word format to efficiently create your working files, WAs, Summary/SOE sheets, etc.
 If you manage debt service payment, the loan accounting website provides efficient tools to support your calculations.  You can request a link to such website, if needed. 

Other batch reports generated from the system, and copy of reference documents such as loan disbursement handbook is also available for your download.



Request for LFIS/GFIS Web Access

 Borrower/EA should complete, authorize and 
submit the form - REQUEST FOR LFIS/GFIS/LAS WEB 
ACCESS (Appendix 13E)

 Attention: LFIS Webmaster, Systems Support 
Group, Controller’s Department
Fax: +632 636 2606 
Email address: LfisGfisLas@adb.org

 Inquiries: lfis@adb.org

Presenter Notes
Presentation Notes
To request for access to LFIS/GFIS website and Loan Accounting and Servicing (LAS) website, please refer to Appendix 14E of the LDH, where the request form for this purpose is provided. The request for website access requires the signature of authorized signatories.  
 
For inquiry about the web services, please feel free to contact us by phone or email.
 
This concludes the module 13, CTLA’s Support Function and Information Services.



Thank you!
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