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CURRENCY EQUIVALENTS
(as of 28 February 2016)
Currency unit
1 PGK
$1.00

=
=
=

Papua New Guinea Kina (PGK)
$ 0.328999
PGK3.039514

ABBREVIATIONS
ADB
BER
BRIRAP

-

BOQ
CMS
DoW
DNPM
EOI
ICB
ICS
IFB
IPC
OAI
PAI
PARD
PCUS
PIU
PNG
PNRM
PPRR
QCBS
TEC

-

Asian Development Bank
bid evaluation report
Bridge Replacement for Improved Rural Access Sector
Project
bill of quantities
ADB Consulting Management System
Department of Works
Department of National Planning and Monitoring
expression of interest
international competitive bidding
individual consultant selection
invitation for bids
Interim Payment Certificate
Office of Anticorruption and Integrity
Project Administration Instruction
Pacific Department
procurement contract update sheet
project implementation unit
Papua New Guinea
Papua New Guinea Resident Mission
project procurement-related review
quality- and cost-based selection
technical evaluation committee

NOTE
(i)

The currency equivalents above were used unless otherwise stated.

(ii)

In this report, $ refers to US dollars.

A project procurement-related review is
a review undertaken by OAI on ongoing ADB-financed projects to assess compliance to
applicable ADB policies, guidelines, and the loan/financing agreements, with a focus on
preventing and detecting integrity violations (http://www.adb.org/site/integrity/integrity-violations)
involving ADB-related activities as defined under ADB’s Anticorruption Policy as amended
(http://www.adb.org/documents/anticorruption-and-integrity-policies-and-strategies) and ADB’s
Integrity Principles and Guidelines (http://www.adb.org/documents/integrity-principles-andguidelines) as amended from time to time.
ADB’s Anticorruption Policy requires all parties, including borrowers, beneficiaries, bidders,
consultants, suppliers, contractors, and ADB staff to observe the highest ethical standards when
participating in ADB-related activities. The Policy supports ADB’s obligation, in accordance with
Article 14 (xi) of the Agreement Establishing the Asian Development Bank, to ensure that the
proceeds of ADB financing are used only for intended purposes.
The PPRR assesses internal controls in place, identifies irregularities and instances of noncompliance, inspects the project outputs, and recommends enhancements to mitigate or
eliminate opportunities for fraud, corruption, or abuse of resources and to help improve
development effectiveness of future projects.
A project procurement-related review is not
an investigation of fraud and corruption nor an evaluation to assess development effectiveness
of ADB-funded projects. It does not review project outcomes or development impact, which can
only be assessed after the completion of a project.
OAI conducts follow-up reviews on selected PPRRs to assess implementation progress of the
PPRR recommendations and to assist the executing/implementing agencies and ADB in
addressing remaining recommendations.

iv

8.
The PPRR findings were discussed with DoW, PIU, and PNRM, and their feedback on the
preliminary findings, including DoW’s and PARD’s feedback on the draft report, is incorporated in
this report. PARD in collaboration with DoW took immediate action on the serious issues referred
by OAI after the fieldwork. PARD needs to continuously monitor the implementation progress of
the recommendations to improve and strengthen the Project integrity and implementation. OAI
plans to conduct a follow-up review in 2018 to assess the implementation status of the
recommendations.
9.
This is the third PPRR of a selected ADB-financed project in PNG, and second under the
transport sector administered by DoW. The findings in the previous PPRR reports issued in 2006
and 2010 have recurred in this PPRR, particularly, the non-compliance with ADB Procurement
Guidelines, evaluation irregularities, deficiencies in disbursements processes (i.e.,
unsubstantiated claims), delays in project implementation, and records management issues.
10.
In their response to the draft report, PARD indicated that “the recommendations in the
report are (i) fully consistent with the outcomes sought by PARD/PNRM, (ii) warranted to mitigate
identified past and ongoing procurement and financial management risks in PNG operational
context, and (iii) consistent with ADB policies and procedures to ensure integrity, transparency
and best practices in project administration and implementation.”
11.
To assist DoW and PIU in ensuring integrity in project implementation, the PPRR team
provided due diligence and PPRR-prepared checklists for executing agencies (procurement,
financial management, and asset management) training during the fieldwork in Port Moresby.
12.
OAI acknowledges the cooperation and support extended to the PPRR team by DoW, PIU
and PARD, in particular PNRM.

1

I.

OVERVIEW

1.
The Office of Anticorruption and Integrity (OAI) of the Asian Development Bank (ADB)
conducted the fieldwork of a project procurement-related review (PPRR)2 of the Bridge
Replacement for Improved Rural Access Sector Project (BRIRAP or “the Project”) in Port
Moresby, Papua New Guinea (PNG) from 7 March to 1 April 2016. This report presents the
findings and recommendations resulting from the PPRR.3
2.
The PPRR verified Project compliance with applicable ADB policies, guidelines, and loan
agreements, focusing on preventing and detecting integrity violations. The Project vulnerabilities
and risks in the areas of procurement, financial management and disbursements, and asset
management were identified through the review of all four contracts awarded under the Project
as of 28 February 2016.
Project Background
3.
ADB’s Country Partnership Strategy: Papua New Guinea (PNG; 2011-2015) provides
support for the implementation of PNG’s Development Strategic Plan (DSP) 2010-2013. The
DSP, PNG’s Strategic Vision 2050 and the Medium Term Development Plan 2011-2015
emphasize the lack of transport infrastructure as a constraint for PNG’s economic and social
development.4 The BRIRAP, which includes five priority national roads, is the first phase of
implementation of the program.
4.
The BRIRAP, with a total estimated cost of $100 million aims to improve access to market
and social services for the rural population in selected provinces of PNG. ADB finances a total of
$90 million from its ordinary capital resources ($40 million) and Asian Development Fund ($50
million). The Government of PNG has allocated $10 million to finance civil works, resettlement,
and taxes and duties.
5.
The Department of Works (DoW) is the executing and implementing agency. The project
implementation unit (PIU) within DoW, is responsible for implementing the Project.
PPRR Scope and Coverage
6.
The PPRR covered all four contracts aggregating $55.5 million awarded as of the PPRR
cut-off date.5 The PPRR encompassed the procurement processes and related documentation,
financial management and disbursements, and Project outputs.
7.
The PPRR (a) assessed the PIU’s internal controls and capacity, (b) examined the
procurement processes and related documentation for all procurement stages, (c) verified the
appropriateness of project disbursements and documentation, and (d) inspected the works on site
on two contracts. These are reflected in Figure 1.

2
3
4
5

The PPRR was conducted by OAI staff members and engaged consultants.
A finding refers to non-compliance or deviation from ADB’s Procurement Guidelines, Loan Disbursements
Handbook, or Loan Agreements and irregularities noted.
ADB. August 2010. Papua New Guinea: Country Partnership Strategy (2011-2015).
PPRR cut-off date is 28 February 2016. The procurement modes of the 4 contracts were international competitive
bidding (ICB) – 2 contracts, quality- and cost-based selection (QCBS) – 1 contract, and individual consultant
selection (ICS) – 1 contract.
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and PIU should ensure that contract variations to reflect changes in advance payment provisions,
if any, are issued for future civil works contracts.
55.
Inadequate project audited financial statements and review thereof. ADB’s share of
financing BRIRAP has been disbursed through direct payment. The government’s share of the
Project funds was deposited in the same trust account of a previous ADB project, which closed in
November 2010.40 Until 2015, DoW did not maintain separate project accounts for BRIRAP41,
and the audit was only done on the government counterpart funds. It was consolidated with the
audit report as of 31 December 2014 issued by the Auditor General’s Office for the previous ADB
project.42 This is a violation of the Loan Agreement and diminishes the transparency and
accountability of the Project.43
56.
Subsequent to the PPRR fieldwork, PNRM provided the PPRR team with the Project’s
recent audited project financial statements for the year ended 31 December 2015. The Auditor
General’s Office provided an unqualified opinion.44 The audited project financial statements,
however, contain deficiencies as follows:
The financial statements covered only the counterpart funds for the Project and did
not include ADB’s loan and its utilization, hence, incomplete.45
The auditor’s opinion included the utilization of the imprest account when this Project
does not have an imprest fund account, hence, the questionable auditor’s opinion.
57.
The audited project financial statements were not reviewed by PNRM as required by the
PAI No. 5.07.46 Therefore, there is no determination of their acceptability, and analysis of the
financial information to monitor project progress and performance. Thus, if there are necessary
40

41
42
43

44

45

46

Highlands Road Maintenance and Upgrading Project (Loan 1709-PNG and Supplementary Loans 2242-PNG and
2243-PNG). The PIU disclosed that DoW’s attempt to establish a new trust account for BRIRAP was not successful
due to stringent government requirements to open trust accounts. The PIU informed that arrangements will be made
to close the previous loan account and a new trust account will be opened for BRIRAP.
In their response to the draft report, DoW indicated that a separate account has since been established for BRIRAP.
The PPRR reviewed the consolidated audit report as of 31 December 2014 for both the previous project and
BRIRAP.
Section 4.02 (loan agreement for special operations) and 4.05 (loan agreement for ordinary operations provides
“(a) The Borrower shall (i) maintain, or caused to be maintained, separate accounts for the project; (ii) have such
accounts and related financial statements audited annually, in accordance with appropriate auditing standards
consistently applied, by independent auditors whose qualifications, experience and terms of reference are
acceptable to ADB.”
The Independent Audit Report on the Accounts of BRIRAP for the year ended 31 December 2015 was received by
PNRM on 28 October 2016. The Auditor General’s opinion indicated “the financial statements present fairly, in all
material respects, the financial position of BRIRAP as at 31 December 2015 and its financial performance and its
cash flows for the year then ended in accordance with International Financial Reporting Standards….With respect
to disbursement, ADB paid on the basis of Certified Statements of Expenditure (SOE), adequate supporting
documents were maintained to support each claim for reimbursement of expenditure incurred and considered
eligible for financing under the BRIRAP. The ADB Imprest Account gives a true and fair view of the receipts collected
and payments made during the year ended and the status of the Imprest Account as at 31 December 2015. The
GoPNG Counterpart Trust Account gives a true and fair view of the monies received and exp(e)nded during the
year and the status of the Counterpart Funding by the State as at 31 December 2015.”
In its response to the draft report, DoW indicated that “ADB advised the PIU to not submit the ADB-financed
component of the project for PNG’s auditing purposes.” PNRM, however, clarified that “there is no official document
to substantiate the statement or response from DoW.” The Handbook for Borrowers on the Financial Management
and Analysis of Projects, Section 5.15 provides the basic principles that apply to all project financial statements
issued by borrowers, one of which pertain to disclosure of full accountability for all funds of the borrower, other
donors and lenders, and ADB.
Project Administration Instructions No. 5.07, para. 23 requires the project audited financial statements and audit
report to be reviewed by the project team leader within 8 weeks of receipt by ADB to (i) determine their acceptability
and the level of compliance with financial covenants, (ii) analyze the financial information as part of the project
progress and financial performance monitoring, and (iii) undertaken necessary measures, as appropriate.
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maintained and kept systematically at the PIU.53 This resulted in difficulty and delays in locating
Project documents needed for the PPRR, and instances when Project documents were not
provided, which reduced transparency and accountability.
74.
There were instances when documents provided to the PPRR team were not the final and
updated documents that were issued (e.g., BERs, list of shortlisted firms). The PPRR was not
able to assess the appropriateness of shortlisting candidates for the Project Implementation
Specialist position. Only 4 out of the 25 longlisted candidates’ expressions of interest were made
available. Except for the consultant’s profile from the ADB CMS, the CVs of these 4 candidates
were not provided.54 Other documents not provided included, among others, supporting
documents relating to BOQ items in the interim progress certificates submitted by contractors for
payment, including those relating to insurance of civil works contracts.
75.
The PIU acknowledged their weakness in filing and maintaining Project records and
indicated that they are working towards establishing a good filing system.
Finding addressed
76.
PNRM assisted the PIU in engaging additional staff to improve records management. PIU
indicated that they have established a user-friendly filing system that tracks all correspondence.
77.
Recommendation. The PIU should implement a procedure to monitor movements of
Project documents, and ensure that all project-related documents are retained throughout the life
of the Project in compliance with the loan agreements.
III.

CONCLUDING REMARKS

78.
The PPRR indicates serious findings that if not promptly resolved would adversely affect
the continuity of Project implementation. The PPRR team recognizes the mitigating efforts of
PARD and PNRM in collaboration with DoW to address the critical findings relating to a civil works
contract and in ensuring close on-site administration and monitoring of the Project, resulting in
increased progress since the PPRR in March 2016. PARD is encouraged to continue to work
together with the government to strengthen its commitment in promoting transparency, fairness
and accountability in this Project, other existing projects implemented by DoW and future ADBfinanced projects in PNG. The key recommendation is that assistance must be provided to DoW
and the PIU in the areas of records management, procurement, disbursements, and monitoring
of contract implementation.
79.
Strong procurement and financial management controls and compliance to relevant
guidelines and contract terms mitigate the risk of improper use of project funds, maximize
development effectiveness and deter fraud and corruption. DoW should take the lead in
strengthening procurement and financial management controls in the transport sector, and
collaborate with ADB to strengthen PNG’s capacity to manage for development results.
80.
Given that serious irregularities were identified, it is imperative that lessons learned from
this PPRR are carried forward throughout the life of the Project and future ADB-financed projects
in PNG. PARD should ensure that inherent risks are properly managed and project management
53
54

The PPRR team had to constantly follow-up with the PIU to provide these documents to complete the review within
the fieldwork timeframe of 4 weeks.
The CV of the winning bidder was provided by DoW when they provided comments to the draft report (refer to para.
23 of this report).

is optimized. OAI will liaise with PNRM on the follow-up of the implementation of the PPRR
recommendations.
81.
The PPRR team appreciates the cooperation and assistance of DoW and PIU during the
PPRR, and PARD, specifically PNRM, for their valuable support and inputs to the PPRR. OAI
remains available for consultation on any matters in this report or issues that may affect the
integrity of project implementation.

