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FM in ADB Sovereign Operations
ADB’s Financial Management Mandate and Function

ADB’s FM mandate derives from Article 14 of the 
Agreement Establishing ADB (the Charter)

Borrower able to meet obligations 
under loan (Article 14 (vi))

Loan proceeds used for purposes 
intended (Article 14 (xi))

Attention to economy and efficiency 
(Article 14 (xi))

Guided by sound banking principles in 
operations (Article 14 (xiv))

Fiduciary 
Responsibilities

Financial Due 
Diligence

at project design and 
processing stage



FM in Project Implementation

• Review APFS/AEFS and quarterly
progress report submissions

• Monitor issues raised by the auditor
in the management letter

• Monitor compliance with financial
covenants

• Monitor implementation of FM
arrangements and FM action plans

Post  
Evaluation

Country  
Partnership  

Strategy

Project  
Design &  

Processing

Project
Implementation

Completion



Legal Basis – where to find the specific 
requirements?

• Legal Agreements:
• Loan or Grant Agreement
• Project Agreement
• Schedule attached to the agreements – Financial Covenants / matters

• Project Administration Manual or Facility Administration Manual

• Addendum or Amendment to the above documents (if any)



Loan Agreement

Project 
Administration 

Manual

Project 
Agreement

Legal Basis – where to find the specific requirements?



FM Reporting and Performance Management

Audited Project Financial Statements

Auditor’s Opinion on use of loan proceeds

Management Letter

Audited Entity Financial Statements

Auditor’s Opinion on compliance with financial 
covenants

Financial information in project progress 
report

Project Implementation => Implement Agreed Arrangements

Annually, 6 months after fiscal year end

Annually, 6 months after fiscal year end

Annually, 6 months after fiscal year end

12 months after fiscal year end or within 1 
month of their approval by the relevant 
authority, whichever is earlier

Annually

Monthly/quarterly/semi-annually, as 
indicated in PAM



Non-submission of Audited Project Financial Statements
If APFS are not received 

within 6 months after the 
due date 

• Withhold immediately disbursements (advances,
replenishments, reimbursements, commitment letters)

• Withhold approval of new contract awards;
• Delay negotiation or board presentation of new loan proceeds

where the defaulted agency is a participant; and
• Deny extension of closing date for the agency

If APFS are not received 
within 12 months after the 

due date 
• Suspend or cancel the loan

Reference from ADB Guidelines
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Basic Requirements - APFS

Audited

• Independent
auditor whose
qualifications,
experience are
acceptable toADB

Accurate and Complete  
Submission

• Auditor’s Opinions on
• Use of Loan Proceeds
• Compliance with

financial covenants
• Financial Statements
• Management Letter

Form and Timeliness

• In English
• Compliance with

acceptable
accounting and
audit framework

• Timely submitted



Basic Structure



Why Audited Financial Statements?

Accountability for use 
of public funds

To verify compliance 
with covenants

Funds are used for the 
purposes intended

Reliable financial 
information

ADB’s Access to 
Information Policy

Due attention to 
economy 

and efficiency



Acceptable Financial Reporting Standards

IFRS
IPSAS

International 
Financial  
Reporting 
Standards

(IFRS)

International 
Accounting 

Standards Board

International Public Sector 
Accounting Standards 

Board

International 
Public Sector 
Accounting  
Standards

(IPSAS)

Equivalent
National 

Standards

National Standards 

Setters 



Requirements for Project Financial Statements

Complete with all key components

• Project financial statements
• Notes to the financial statements, including significant accounting policies
• Signed and dated

Clear Presentation

• Summary of funds received by all sources (e.g., OCR, government,
cofinanciers)

• Expenditure categorization and analysis
• Opening and closing cash balances (including increases/decreases)
• Current year, previous year, and cumulative figures (from second year of

reporting until financial closing date)



Complete FS Presentation



Project Financial Statements
[PROJECT TITLE]

By source of 
funds

By expenditure 
category

Approved

Note: Selected project for purposes of discussion only, this is NOT meant to be a guide or template for projects. Each  project is unique and project facts 
should be assessed.

 Cash basis
 Comparative years
 Financial Statement  

signed



Statement of Budget vs. Actual Expenditure
Budgeted 

expenditure

Actual 
expenditure

By expenditure 
category

Note: Selected project for purposes of discussion only, this is NOT meant to be a guide or template for projects. Each  project is unique and project facts 
should be assessed.



Statement of Advance Account

Separate advance 
accounts for loan and 

grant funds



Statement of Expenses and Withdrawal Schedule



Notes to Financial Statements

General Information

Summary of Accounting Policies

More information about the accounts in the FS



Project description and  
activities

Significant accounting  
policies

Accounting framework

Notes to Financial Statements



APFS Reconciliation with Loan and Grant Financial Information 
System – Annual Disbursements



Cumulative disbursements (from start of project) reconcile with LFIS/GFIS

APFS Reconciliation with Loan and Grant Financial Information 
System – Annual Disbursements



Presentation of In-Kind Contributions

Office space Utilities

Salaries of  
project staff

Taxes and duties

Cash Basis:
Disclose in the notes to financial 
statements

Accrual:
Quantifiable amount is presented as 
Source and Use of funds in the APFS



Reporting “Project data”

SUSTAINABILITY

PERFORMANCE

OPERATIONS

GOVERNANCE

ADB LOAN

.

$100m

$50M

$200m

COFINANCING 

COUNTERPART 
FUNDS

How much should be 
reported in the project 
financial statements?

A. $200 Million
B. $300 Million
C. $350 Million



Presentation and Disclosure Requirements

 Language of Presentation

 Currency of presentation

 Period covered  - comparative information 

 Timelines

 Harmonized reporting 

 Public Disclosure 



Public Disclosure

What is disclosed?
• Audited project financial statements 
• Auditor’s opinion on the project financial statements 

What is not disclosed?
• Addition auditor’s opinion (if provided separately)
• Audited entity financial statements 
• Management letter 

When?
• Within 14 days of acceptance by ADB 

How?
• On ADB website
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Bare minimum requirements



Common Issues in Project Financial Statements

Date of authorization / 
Signatures of 

management missing

Inception-to-
date/Cumulative balance 

not reported

Amounts not presented is 
USD, and only given in 
local currency (in the 
Notes to the financial 

statements)

Expenditures not 
reported as per category 
defined in loan or grant

Timing 
differences/unaccounted 

transactions after 
reporting period

Final APFS reconciliation 
not provided

Variance not presented 
and justified between 

budget and expenditure

List of Withdrawal 
Applications missing

Amounts in receipt and 
payments not segregated 

by funding source and 
disbursement type



Test Case

Cash reconciliation 
missing

Not as per loan / 
grant categories

Only advance/imprest 
accounts, no direct 

payments or 
reimbursements shown



Test Case

No cumulative 
information shown



Test Case

The APFS are dated as per the note ‘Authorization 
for Issue’, which is usually given at the end of the 

notes to the financial statements.



Test Case
Equivalent disbursement amount should be presented in foreign 

currency (currency of the loan such as USD, EUR, JPY etc.) should also 
be presented in the Notes to the Financial Statements



End of  Day 1

THANK YOU!
Questions:
Musaddiq I. Shaikh 
mishaikh@adb.org
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Requirements for Audit Report
• Title and addressee (executing agency and/or borrower)

• Opinion - identifying the entity and financial information

• Basis of  opinion

• Going concern

• Key Audit Matters (KAM)

• Description of the management’s and of the auditor’s 

responsibility

• Auditor’s signature, date of the auditor’s report, and the 

auditor’s address.



Responsibilities of the Borrower/EA/IA and the Auditor

Provides Unaudited  
Annual Financial  

Statements

Evaluates
Financial
Statements

Completes Audit  
Reports

Users of Financial Statements

Independent AuditorBorrower/EA/IA

Maintain separate  
records and prepares  
Financial Statements

Submits Audited  
Financial Statements



Acceptable Auditing Standards

IFRS
IPSAS

International 
Standards on 
Auditing (ISA)

International 
Federation of 
Accountants

International Organization 
of Supreme Audit 

Institutions

International 
Standards of 

Supreme 
Audit 

Institutions 
(ISSAI)

Equivalent
National Standards

National Standards 

Setters 



Specific Audit Opinion

What are the specific audit opinions  required 
on  a set of project financial statements 

submitted to ADB?



Required Audit Opinions

• Whether the financial statements were fairly  
presented, or give a true and fair view of the  
project’s financial position, financial performance and  
cash flows (fair presentation framework)

Auditor’s  
opinion on  
financial  

statements

[Name of the Project]

[Name of the Project] [Name of the Project]
[Name of the Project]



Required Additional Auditor’s Opinion

• Auditor’s opinion on the use of loan/grant  
proceeds

• Auditor’s opinion on compliance with 
advance  account procedures*

• Auditor’s opinion on compliance with statement of  
expenditure procedures*

• Auditor’s opinion on compliance with financial  
covenants , if any

Additional auditor’s  
opinion

*Applicable for projects which commenced fact-finding before October 2015.

Opinion on the use of 
loan and grant proceeds

Opinion on compliance 
with statement of 

expenditure procedures

Opinion on compliance 
with advance account 

procedures



Requirements for Management Letter

• any weaknesses in the accounting and internal control 
systems

• recommendations to rectify identified weaknesses
• management’s comments on the audit recommendations
• the status of significant matters raised in previous  management

letters
• details of any ineligible expenditure identified during the audit (as 

per the professional judgement of the Auditor)

Common Issues with Management Letter (Status Sheet)
• Unresolved or recurring internal control issues
• No update on implementation of audit recommendations for previous year’s internal 

control issues
• No Management’s response on internal control issues raised
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Minimum requirements of an auditor’s report

Title of the audit report

Addressee (executing agency and/or borrower

Identification of financial information audited

Management’s responsibility

Auditor’s responsibility

Expression of audit opinion (qualified, unqualified, disclaimer, adverse)

Auditor’s signature

Date of audit report

Auditor’s address



Test Case

Audit report is not dated;
Complete address not given

International Standards of Supreme 
Audit Institutions (ISSAI) are 

applicable

Audit report should 
be issued each year

Should mention IPSAS

Missing 
EA 

addressee

Auditor Name
Auditor Address
Date of Audit Report
Signature of Auditor



Test Case
Project number 

missing

Should clearly 
mention financial 

covenants 
compliance, if 

applicable

To
The Management
Designation
Address

Auditor Name
Auditor Address
Date of Audit Report
Signature of Auditor



Test Case

Management 
responsibility para 

repeated

Missing auditor address

Missing 
EA 

addressee

Auditor Name
Auditor Address
Date of Audit Report
Signature of Auditor



THANK YOU!

Questions:
Musaddiq I. Shaikh 
mishaikh@adb.org



Final APFS Reconciliation
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