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» ADB Financial Management Policies and Guidelines
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> Preparing and Submitting Financial Reports
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» Auditor Reports and Opinions: ADB Requirements
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» Financial Covenants
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ADB Charter
ADB policy on

> Anticorruption
> Governance

Guidelines for Financial

governance and management
of investment projects
Financed by the ADB

Handbook for Borrowers on
Financial Management
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ADB General Expectations (continued)
IATHY S ARHAE ( 42 )
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FM Guidelines Structure
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FM Handbook for Borrowers
MHEEERAFM

The Handbook for Borrowers on the Financial Governance and
Management of Investment Projects financed by ADB:

» Summarizes relevant ADB FM requirements as set out in the
Guidelines (from the Borrower’s perspective)

> Follows the structure of the Guidelines

> Reflects recent progress on harmonizing MDB policies and
procedures
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Project Types and Treatments
I B R BB T A
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Session Outline ZAF %

ADB reporting requirements

Submission requirements

ADB compliance categories

ADB policy on late or unacceptable reports
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Basic Principles EZJE N

» The following basic principles apply to all interim and annual
project financial statements issued by borrowers:

» English-language presentation

» Disclosure of full accountability for all funds of the borrower, other
donors and lenders, and ADB

» Compliance with loan covenants and ADB requirements for project

>

management
Adeguate disclosure of all material information
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Annual Financial Statements

FEWMSHE

> The following fundamental principles apply to
annual financial statements:

» A clear statement on the accounting policies and
accounting standards adopted

» The results of an independent review of the
financial accounts and financial management
systems by an auditor acceptable to ADB
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Composition of Financial Statements
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Annual financial statements relating to each project should show sufficient
information to identify separately the transactions relating to the reporting year
and the cumulative transactions from the start-up date

Annual statements may combine financial transactions of a project with those of
the EA, where the EA was established solely to develop the project

Where an EA is responsible for implementing defined subprojects, separate _
financial statements should be provided for each defined component together with
a consolidated financial statement for the complete project.

Where an EA is responsible for developing more than one project, common or
joint project financial transactions of the agency may be apportioned and allocated
to each project on a basis defined in the Notes to the Financial Statements
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Financial Reporting Requirements
W51k & 2K

Where audited financial statements are to be first submitted to a government
legislature—with the risk of delaying submission of the audited financial
statements to ADB—a draft (certified by the chief financial officer and the auditor)
should be submitted to ADB within the required reporting timetable, with
subsequent confirmation after they have been ratified by the legislature

Financial statements should (normally) be presented in the local currency

For non-revenue-earning projects, audited annual statements are required for
each year of project development and implementation

For revenue-earning projects, audited annual statements are required for the
period of the loan. The financial statements of revenue-earning projects may be
incorporated within the EA’s financial statements
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Accounting Statements & Financial Reports
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Non-Revenue-
Earning

Interim Annual
Audited

Accounting/ Financial Policies 4

Accounting Statements

Statement of Income (Cash Recelipts)

Statement of Expenses (Cash
EEVINERS)

Cash Flow Statement
Imprest Account Statement
Statement of Expenditures (SOE) 4 4

Income Statement Not applicable for

cash accounting
basis

Balance Sheet

Notes to the Financial Statements v v

Revenue-Earning

Interim | Annual
Audited

v




Accounting Statements & Financial Reports
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Submission Requirements

WEIMERREX

ADB requires accurate and timely financial information from
borrowers.

EAs are required to submit Audited Project Accounts (APAS)

regularly during project implementation and in some cases,
until the loan has been fully repaid.

EAs of revenue-earning entities are required to submit

Audited Financial Statements (AFS), enabling ADB to monitor
loan use and the EA’s financial viabllity.
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ADB Compliance Categories
AT S MK A

Complied is when the sole EA submitted acceptable APA/ AFS in English
by the due date; and where all EAs submitted acceptable APA/AFS in
English by the due date

Partly Complied is where several EAs are involved and only one or a few
submitted acceptable APA/AFS either by the due date or late

Complied Late is when APA/AFS meets the complied status but is
submitted late

Not Yet Due is when APA/AFS is not yet due and is only applicable until
the first APA/AFS for the project becomes due
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ADB Compliance Categories

(continued)IE{THIEHIEF ( £ )

Not Required is if submission of APA/AFS is not included in the loan
covenants, and is only applicable to some exceptional program loans
Not Complied is when:

» APA/AFS is submitted in the local language

» APAJ/AFS is submitted but has significant audit qualifications
» the sole EA submitted partial or incomplete APA/AFS; or
>

only unaudited project accounts and financial statements are submitted.
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ADB Policy on Late or Unacceptable

Financial Reports
WATHIE RSB U FIRE Y BUR

» When acceptable APA/AFS are not received by due dates, ADB
will write immediately to EAs stating they are overdue and warning
that, If they are not received within six months:

» Imprest accounts will not be replenished
further reimbursement requests will not be processed

>
» commitment letters will not be processed, and
» contract awards will not be processed
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ADB Policy on Late or Unacceptable Financial
Reports (continued)
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When acceptable APA/AFS are not received within 6 months after the due dates,
ADB will hold :

»  replenishment of imprest accounts
»  processing reimbursement requests
»  processing commitment letters

»  processing contract awards

ADB will then advise the EAs of ADB’s actions and state if the situation does not
Improve within six months, loans may be suspended

When acceptable APA/AFS are not received within 12 months after the due dates,
ADB may suspend the loan.
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ADB Expectations Y {THIHAE

» ADB expects auditor reports to consider:
The adequacy of systems and record-keeping
The eligibility of expenditures
Utilization of the imprest account

Statement of Expenditures including whether amount
claimed is duly supported to the extent verified

Compliance with financial covenants specified in the

loan and project agreements.
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Classifications of Audit Opinions
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Opinion Type
Unqualified
Opinion

Qualified
Opinion

Adverse
Opinion

Disclaimer of
Opinion

“... do not give a true
and fair view ...”

Example ADB Classification

“... give a true and

fair view ...” Acceptable

Will depend on the nature
of the audit qualification
and will be considered on
a case-by-case basis

“... except for ...”

Unacceptable

“... we do not
express an opinion | Unacceptable




Classifications of Audit Opinions
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Audit Management Letters
FITEEENH

» ADB requires a Management Letter on
iInternal controls and operating procedures

> Management letters must be provided to ADB
with the audited financial statements
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Financial Covenants
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Session Outline Z<¥7 1'%

ADB seeks assurance that projects will be sustainable by
agreeing financial loan covenants.

Why does ADB seek to agree loan covenants?
What are financial loan covenants?

Common ADB covenants

ADB approach to non-compliance

Compliance Status
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Financial Covenants are Designed

to ... MSSAXIRITE# ...

Support socioeconomic development

Promote financial viability, financial performance and prudent financial
management of the executing agency

Develop local capability

Assist the executing agency to achieve a creditworthy status to facilitate
acceptance in capital markets

Protect the borrower’s and ADB’s financial interests

Provide a basis for monitoring by government regulatory agencies, and
ADB, of the EA’s financial performance
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Types of ADB Financial Covenants
047 549 SR Rk

Submission of audited financial REFITMSEIRE
statements

Operating Covenants: N3

> Rate of Return (ROR) uﬁﬂggéﬁg—@ (SFR)

»  Self-financing Ratio (SFR) — R ok FE
General Price Level =l fp ==
. . 55 S 1
Operating Ratio RN GERLY T -
Breakeven E{RARIUELE
Capital Structure Covenants: E;‘;Z\ : R
. EJQBE%IJ
»  Debt Service Coverage BT R R
»  Debt : Equity Ratio RIIMHEYL X
»  Debt Limitation ﬁ%igi
>  Capital Adequacy S
Liquidity Covenants:
»  Current Ratio

»  Quick Ratio




Financial Covenants: Common Issues
W 5523 X 7 EH Y & DL [A] &

» EA/IAs are not aware of or just ignore the financial
covenants AT #1549 T ZE M 5549 XX

» EAJ/IAs are not calculating the covenanted ratios
correctly 1Tl % B [E b 1T E W F 5

» Auditor didn’t review the compliance status of financial
covenants F it AR EM FLHYXHHITEIR

> EAJ/IAs are not able to conduct meaningful financial
projections and take actions accordingly ¥ 1T ¥l &
M e 0 B 58, 1~ 8E M B SREUHE e




Financial Covenants: Common Issues
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> EA/IA’S non/semi-autonomous status 3174143
)91’3 A‘L’ﬂ HIJD-'{/\*X

> Policy changes and sector reform B3

b B &
> EA/IA changes 1Tl S




ADB Policy on Non-compliance
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Financial Ratio Covenants in Selected Projects
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