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Executive Summary

1. The Solomon Islands National Transport Fund (NTF) was established infTB818olomon Islands
Government (SIG) and itkeevelopment partners in the transport sector undertook a joint review of
the governance, management and operations of the NTF from Septerfitter @™ 2013in Honiara.
This Rview was supported by a team of three independent consulfaffiseReviewmet with senior
officials of SlGand its development partnersand their consultants. In addition a Stakeholder
Workshop was held on Monday September"16he Review Team wishes to thank all those who
participated in the Review for affording the timeneeet the Team and providing their views.

Purpose of the Review
2. The purpose of thiReview was to:

(@ Assess the effectiveness and efficiency of existing governance, management and operational
arrangements after an initial two years of operations (frohe tfirst contribution to the fund in
January 2011); and

(i) Make recommendations to SIG on any identified weaknesses or areas for strengthening to
ensure the provision of adequate support for future operations.

3. ThisReview is focused on the WTas set at in the Terns of Reference TOR. However the Review
Team acknowledges that the R{with the NFT Board and Secretariat) is only one element in what is
call ed the “ Se c(BWAp)o\l adpectsAfptranspora inflfastructure and services in
Solomon Islands The Review Team acknowledges that the other key elements in the Sector Wide
Approach are the National Transport Plan (NTRicluding the three year Action PldB8YAP)the
Transport Sector Development Project (TSDP), and the actiafiedonors including theAsian
Development BankADB, Government of Australia (GoA) Department of Foreign Affairs and Trade
(DFAT)European Union (EU), Japan International Cooperation Agency (JICA), New Zealand Ministry
of Foreign Affairs and TradBlZMFAT) and the World BafW/B)

4. The restructuring othe Ministry of Infrastructure Developmer(MID), the creation of the Central
Project Implementation Unit (CPIU) in tHdID Transport Infrastructure Management Services
Department (TIMShand can als be considered as part of this approacii.he approach is also
supported by the Project Management and Implementation (PMI) Consultant support provided to the
CPIU and thetechnical assistance (TAgtivities of theADB TA 7715 supportifigsDP

! Edward Dotson Transport Sector Specialist/Team Leader, Peter Heijkoop Financial Management Specialist and Michael Gilman,
Procurement Specialist.
20n 1 November 2013 the stafhd functions of the Australian Agency for International Development (DFAT) were
integrated with those of DFAT. For simplicity, *‘DFAT’
Australia agency/department managing official developmesgistance, including when that agency was the former
AusAID.
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Overall Perceptions

5. The overall perception of NTF gained by the Review was that it is not performing as SIG and its
development partners expected; nor as required by law and under agreements. More importantly,
needed maintenance and rehabilitation works (espégiof roads) were not being carried out to the
extent required.

6. A further perception was that the “NTF Proced!
procedures introduced by TSDP and include international good practice procedures required b
development partners in relation to community consultation, environment, procurement and
allocation of funds. In an understandable attempt to get needed works done, MID has reverted to
using SIG procedures and previous MID practices (which do noténstude of these requirements)
and funding from SIG MID budget rather than from NTF.

Approach

7. The Reviewhas taken the view that in responding to the TOR, it should finds ways and make
recommendations on practical mearns bring the basic concept of NTF (d® single source of
funding for transport activities) to fruition, or if that is not possible, to ensure that the Sector Wide
Approach can be maintained and improved, with NTF as a major funding source. The Review was also
concerned to find ways to geésults in terms of more infrastructure maintained or rehabilitated, and
thereby to provide the people ofSolomon Islandswith improved access to soc&ronomic
opportunities, education and health facilities.

Overarching Concerns

8. Based on its own assessnieand bearing in mind comments made by the persons met during the
visit to Honiara and on the Draft Report, the Review Team founddimas of overarching concern

(i) Board Governance and Administration — The limited direction given by the NTF Board, the lack of
a fully functional Secretariat, and the weakness of reporting systems are contributing to lower
than required delivery of works, and increasing concerns about the effectiveness of the NTF.

(i) MID CPIU and PMI Consultant Support to MID — The support that is currently being delivered is
not well aligned with the current requirements of the NTF Board and MID, and is not focused on
the achievement of the targets for maintenance and rehabilitation worksubstntial
adjustments are required to make the support more effective.

(i) Financial Management and Reporting - The current arrangements are not delivering the financial
information and controls to meet the needs of the NTF Board, TSDP and SIG regulatigrsse
serious risks for SIG and its development partners.

(iv) Procurement - The Review has less concern in relation to Procurement than with the other
topics. The current arrangements contribute towards the slow delivery of maintenance and
rehabilitation. However the risks associated with procurement are less serious than those
associated with Financial Management and so overall have a lower priority for action.
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Sections 36 of the Main Report present therfdlingsand Recommendations of the Joint Review in
each of these areas. The key findings of the Review are presented below.

Board Governance and Administration

9.

10.

11.

12.

The NTF has not realised its’ original objective to become the sole source of funding by SIG and its

Donor Partners (a Pool Fund) for the Sector Wide Approach to transport in the Solomons. DFAT is
currently the onlyDonor contributing to NTF. tRer Donors have indicated they are considering
contributing to the NTF. A number, (JICA in particular) have indicated that they may be prepared to
suppat the NTR but without funding the NTF. SIG has also shown itself unwilling to place all funds
for transport in to the NTF. The Review has noted two streams of activity for project preparation
one “NTF funded” and t he oaérrhExpenditue Pan makes éxplidit’ .
reference to funding the Rural Transport Infrastructure Program directly by SIG.

Faced with this reality, SIG and Donors need to have frank and open discussions about the future of
the NTF. In particular SIG and Dmnaeed to discuss whether the objectives of the SWAp can be
achieved with the NTF not as the sole source of funds, but as one of multiple sources of sector
funding. The Review considers that the more important factors in delivering the SWAp a®iEat

and Donors agree to:

0] Abide by a single agreed plan (the National Transport Plan), and to the SIG policies and
programs within the Plan.

(i) Selection of investments for funding only in accordance with the priorities set out in the
agreed 3 Year AnnuRbolling Program of Works, which is updated annually

(iii) Implementation of works under the management of the CPIU in MID TIMS, with provision as
required of extra TA resources to the CPIU to support implementation

(iv) Bringing SIG procedures, particljafor Financial Management, Procurement, Social and
Environmental Safeguards, and Monitoring and Evaluation to the level of good practice required by
Donors. This will include putting in place checks and balances/compliance mechanisms to ensure the
procedures are respected and followed.

(v) Use of NTF Board and Secretariat procedures (when fully implemented to meet the provisions
of the NTF Act and Regulations) to assess and verify that transport expenditures proposed by SIG and
Donors meet criteria (o (iii)

TheNTF Board is not yet functioning as intended and is not fulfilling its roles andesponsibilities as
set out in the NTF Act and Regulations. The Review considerBoHnd could operate more as
intended if it were to

(i) Provide advice on kg issues, development options and prioritisation of activities relating to the
transport sector and the National Transport P(&ITH

(i) Undertakeannual reviews or updates of the 3YAP

(iif) Be more proactive in decision making Rasource Allocaih and Financidflanagement.

There is not a functional NTF Secretariat as intended by the Regulations The Review considers that
this situation can & rectified by a combination of:
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() Staffing the Secretariat,

(if) Provision of TA Advisangport to the Secretariat
(i Training of Secretariat staff (when appointed)
(iv) Development of preedures

MID CPIU and PMI Consultant Support to MID

13. The Review finds that a redesign of the current PMI support to MID CPU is required to better align
the support with current MID needs. The most pressing needs are for support for project
management, contract managememeporting on physical and financial progress of projects to NTF
Board development of Feasibility Study and safeguards documentation that is commensurate with
the scale and complexity of the works being undertaken and institaficshevelopment of the
CPIU/TMISas well as ongoing financial management. This redesign should be undertaken within the
limits of the remaining value of the contradmitial discussiongok placebetween MID, ADB and the
PMICmsultantduring the midterm revieWWMTR)of TSDP in November 2013.

Financial Management and Reporting

14. TheReviev concludes that CPIU, with PMI Consultantd ADBTA 7715 support, is yet to build any
functional or sustainable capacity in project managemeftdr either MID or NTF activities
Consequentlythe NTFBoard does not yet receive appropriate costing, funding and cash flow
information to support its strategic decision making rolslost critically, there imo SlGapproved
capacity development plan for CPIU project management after two yeline Review reaches the
overarching conclusion that CPIU is et an effective financial management partner toe NTF
Board

15. The Review considers that CPIU has been reactive in its attempts to dHtigiyoject management
and reporting needs to date. Project contract management is yet to be formalised. Projecidinan
management is done by the PMbnsultants using MYOBa@mnting softwarewhich is also used by
the PMI Consultant®or internal accounting and reporting.

16. While the most recent NTBoard financial reports are satisfactory and unqualified audits were given
for both 2011 and 2012 NTF Statements of ReceiptsPapthents; the Review notes that NiFd does
not endorse or support MYOB as a SIG accounting tool and the TSDP consultancies will conclude in
2016. The approach taken to CPIU project management to date is neither technically viable, nor
sustainable.

17. A structured plan to buildCPIU project management capacity needs to be developed, agneed

resourced This tool needs to be updatedth timely and reliabldinancial data supplied by a Mg
approved, sustainable MID accounting toiblis new initiative wllalso need additional resources.
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18. Control weaknesses in the SIG accounting system prevent preparation Financial Statements compliant
with international standar ds, which does not
standards These control weaknesses increase risk levels to the point where use ofn&art
Government Systems by DFAdquires require special additional support measures to be taken
around enhancement and acceleration of financial reforms in MID and CPIU.

Procurement

19. The Review finds that many of the constraints and recommendations cited in the ADB Procurement
Capacity Assessment of 2010 remain valid today, as few of the recommendations of the review
appear to have been acted upon. MID has a procurement unit in tHe) @Rich is operating
effectively in accordance with SIG Guidelines and Contract Documents. However this Unit is staffed
almost entirely with consultants. MID also lacks a fully functioning contract administration unit which
is resulting in delayed paymes to contractors for NTF funded contracts, and a consequence
contractors having an unfavourable view of the NTF.

20. Two matters outside the control of MID are a cause for concern. The reviews of procurement by
MoFT are a cause of delay and not warrantgth MID to the extent they may be required for other
SIG agencies. Some attempt should be made to streamline the procedures. CTB procedures for Bid
Opening do not appear to be fully in accordance with international good practice and require review.

NTF Act, Regulations & Procedural Guidelines, and other SIG legislation and policies (TOR 4.2)

21. The review has not found any significant non compliance with the NTF Act, Regulations and
Procedural Guidelines, except for the area of financial reportimg REview finds that the
performance of the Secretariat against the responsibilities set out in clause 9 (3) of the Regulations
has been extremely limited, and thttere is currently not a functional Secretariat as intended by the
Regulations.

22. The Review h@not recommended any changes to legislation, but has recommended changes to
governance and financial managemgmbcedures and a review of the policy on the role of the NTF
(Recommendations 1, 5 & 30).

GoA/SIG Direct Funding Agreement (TOR 4.3)

23. The Revievhas not found any substantive areas of rmompliance with the Agreement, but
notes that SIG coontributions cannot be accurately determined due to weaknesses in SIG
financial management and reporting.

24. The Review considers that Mokdcounting systems represents a significant accounting and
fiduciary risk to DFAT funds placed in the NWVRanaging this risk to DFAT funds will require
special measures to be taken to strengthen the efficiency, effectiveness and probity of MoFT
managemat systems
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25. The Review has found some non compliance in relation to Board Meetiagagraph 3@f
the Agreement liststems to be discussed at Board meetings. The Review finds that Board
Minutes do not record any discussions on item (a) Review ofopeance against the
Performance Assessment Framework, item (e) Review/update of the Program Risk
Management Plan/Strategy or (i) Progress on strengthening Public Financial Management
and procurement systems or developing the Medium Term Expenditure FrarkewThe
Reviewfinds in addition to not being discussdtiat the Risk Management Plan has not been
updated.

Requirements of other development partners (TOR 4.4)

26. DFAT and ADB have placed a number of requirements on NTF funded projects in relation to
social and environmental safeguardmancial managemenprocurement, gender, and anti
corruption. In some areas these requirements are to progressively raise SIG procedures to
international good practice. The recent ADB MTR for TSDP highlighted a nofhdreas
where procedures still do not meet the required standards. The Review has also made its
own assessments on FM and procurement, as set out below.

27. The Review considers that other development partners who may wish to contribute to the
NTF are likg to treat a contribution to the NTF as if it were a grant/loan loan they were
making directly to SIG for a project. The development partners would therefore assess
whether the systems in place for the implementation of works meet their requirements,
induding those for social and environmental safeguards, FM, procurement, gender, and anti
corruption. In so doing they would use the ADB and DFAT experience as a starting point.

28. Financial Management In the opinion of the Review Team, NTF resoumnamagement does
not meet accounting standards acceptable to ABBd is unlikely to meetost other
development partners standards for accounting or financial management of funding.
Control weaknesses in ¢h SIG accounting system prevepteparation d Fnancial
Statementscompliant with the required international standaragich does not satisfy ADB
or other development partnersninimum accountability standards

29. Procurement The Review notes that the processes and procedures would better meet the
standard of other development partners (particularly ADB and EU) if the recommendations
of the ADB Procurement Assessment 2010 were to be fully implemented. The review
considers that the procedures for review of documents, Bid Opening by the CTB and contract
administration would better meet the standards of development partners if the
recommendations of the Review were accepted and implemented (Recommendatiens 43
45).

Recommendations

30. The Recommendations of the Review are presentethble ES1. There arelt5 Recommendations in
total. As indicated in the tablehé Review considers that a start should be made on implementing
many of these recommendations as soon as practical, with a start on the reméipeéad February
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2014. The Review suggests that the B0Brd, SIG and its development partners should focus their
initial efforts on 10 recommendations. These address key weaknesses in the current arrangements,
and therefore offer the highest potential to improve the effectiveness and efficiency of NTF
goverrance, management and operation§hese 10 recommendations are shown in red in Table ES
1.
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Table ES1 NTF Review Executive Summary of Recommendations

NTF Review Recommendation Responsible Timing

Board Governance and Administration
NationalTransport Fund

1. SI' G and it’'s deve|SI G and As soon as prac
frank and open discussions about whetherthe N Devel opme/Compl ete prior
can be the only source of funding for the SWAp | Par t ner s |t hdkeesi gn of »pr d

NTF Board (TOR 4.1 a)

2. Review and Cl arilBoard ChaAs soon as prac
Responsibilities MI D

3. Strengthen NTF BogNTF Board{Fostaged i ntrog
Focus of NTF Board Mesg with Board Meet
Project Steering Committee (PSTPR 4.1 b)

4. Review and Clarify Project Steering Commii He a d of |[Starting wimele t

(PSC) Roles, Responsibilities and Procedures | Secr et ari|post TSDP MTR n
NTF SecretarialTOR 4.1c)

5. The NTF Secreta
establ i s btaffddesignated &nd budgg NTF Boar dfAs soon as prac
provided and donor support provided for capac
building and transport policy and strateg
transport plaaning

Pl anning and Pri-nder §
by the Boar d-(lORd.1d3e cr ¢
6 . The NTF Board sh
with SI G colleagues a|NTF Board/Starting with 2
to MIDprepathaeti on of
(AWP) and annual updat
7. Prepak6l&éa TPrOamMspor|NTF Board/Starting as soo
Pl an forr208B6 RAfiilonal
NTF ExploRI4.1teur e

8. Infrastructure  maintenance  (includin MI D T1 MS | As soon as pr
emergency works) should always to be the t duing fohmul ati
priority for NTF expenditure, followed b 20Budget s

rehabilitation and then new works
9. SI' G and it’s Deve|SI G Prior to final.i
should consider whether projects not funded f Devel opmelot he proposed A
NTF can be considered as contributingtothe NPar t ner s
and 3YAP

Processes for Management of NTF and tf
Practical ApplicatiofTOR 4.1 f)

10. The processes required for the managem| He a d of |[Starting as soo0
of NTF funds and projects should be develog Secr et ar i
and documented, including appropriate progre
reporting

Recommendations 21 & 22 address more detai
aspects of this recommendation.

Human Resources available to support Bo
functions and NTF managemgiitOR 4.1 g.)

See Recommendation 5 on NTF Secretariat
Recommendations 236 on CPIU

Relationship between the NTF Board and ¥
Stakeholders

®Sustainable Tr ansport | n(ffroasterrdcyt ulrrea nlsrpwea gt nseerctt oRr dDgervaerh o p me n
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11. The NTF Board (through the Secretar
should increase the outreach to Stakeholders, W
a view to enabling Stakolders to have a bette
understanding of the role and responsibilities
the NTF and the Board, and to better manage
expectations of Stakeholders of what the NTF 4
the Board can do for them

NTF Secre

As soon
thebF2014

MID TIMS/CPIU and
(PMI) Consultant Support to the CPIU

12. Theproject management and implementatio
(PMI) consultant teansupporting MID should bg
redesigned to better align the support to curre
MID needs.

ADB and
Consul tan

Started during TSDP MTR
Complete by Feb 2014 NTF Boal

Planning and Prioritisation Processes undertal
by MID

13. The CPIU should not be undertaking Trans
Policy and Planning (Strategic/Long Term) or
getting advice onthese matters from the PM
Consultant

ADB, DFAT
Consul tan

Started during TSDP MTR
Complete by Feb 2014 NTF Boal

14. MID TIMS should focus on Operatio
(Annual) and Tactical 8 years) Planning with P\
Consultant support adjusteto reflect this focus

MI D,
P Ml

ADB,
Consu

Started during
Complete by Feb 2014 NTF Boal

15.MID TIMS should continue to use the 3YAP
starting point for the Planning and Prioritisatig
Processes (for sub projects)

Ml
t o

D, aAdiB,I[
agree

Preparation of

16. MID should continue to base prioritisation
works (for which funding will be sought from NT|
on a rational assessment of needs, (using &
starting point the 3AYP), and adjusting relati
priorities based on the results of the Ass
Management Sweys.

MI D Qinl PMI
Consultant support

Preparation of

17. The AMU should be tasked with ensuring t
the priorities from other SIG policies are reflect
in the development of the 3 Year forwal
estimates of budgets needed for ass
management.

Ml D  @Qiehl PV
Consultant support

Preparation of

18. The CPIU (with PMI Consultant supp
should focus more on implementation of th
current priorities, increasing outputs, an
shortening the overall delivery time from scopif
to completion of works.

MI D  Quithl PMI
Consultant support

Started duri

19. The CPIU (with PMI Consultant supp
should ensure that the work load and work flg
and priorities of all members of the CPIU mat
the overall priorities ofwork being undertaken by
the CPIU, and be reviewed and adjusted or
regular basis to ensure that timelines for delive
of CPIU priorities are met.

MI D CPI U

Started duri

20. MID should develop a prioritization process
the use of resowes, and for determining thg
movement of projects through the different stagg
of  planning, design, procurement arn
implementation based on the AWP.

MI D CPI U

Started duri

Processes for Management of the NTF ¢
Practical ApplicationSTOR4.1 f)

21. The Manuals, guidelines, business proce
and procedures required by MID to meet SIG &

Donor requirements should defined an

CPIU  Consultant
and MID

Complete by Feb 2014 NTF Boat
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documented.

22. Examples of the contents, level dstail
style of FS reports required for the NTF Bo
to satisfy Donor requirements
established.

should

PMI
and

and
ard MID
K

to review

Consultants

produce. ABD/DFA

to

Human Resources available to support
functions aaxd NTF managemetiTOR 4.1 g.)

Bo

t o me et

required any

S

23. MID should develop a more functionally bags ADB TA 7|Started during
organizational structure for MID TIMS/CPIU MI D

24, MID TIMS should develop new businf ADB TA 7|Started during
processes to match the roles and responsibilities M1 D

the functional units in the revised organisation

structure

25, Ml D TI MS Core |MI D, ADB |By Feb 2014
establ dsbeéeaddmadont ractand

positions cannot be fijConsultan

26 . The CPI U Capaci|Director Started during
support) t o deliver P MI Consu

funded wor ks sapndl the bk

Financial Managementj

27. NTHBoard shouldseek assistance to conduct
rapid appraisal and design of more transparg
and timely processes for NTF resour
management.

NTFBoard, DFAT

As soon as practical

28. DFATHoniara to formally advise CBSI of
responsibilities to provide natification of fund
movements into and from the two NTF ba
accounts.

DFAT Honiara

Immediate

29. NTF Board Agenda should include a stanqg NTFBoard Starting with the Feb 2014 Boalt
item for the Board to consider whether, or not, 1 Meeting

invest any surplus NTF funds

30. NTHBoard should conduct a frank and opg NTFBoard Chair Starting with

dialogue with stakeholders to adu s t al Feb 2014 Boarteeting
expectations concerning realistic levels of N

cash contribution from SIG Budgets; and th

future SIG Budgets and N'Beard plans reflect

this adjusted reality.

(See also Recommendation 1)

31. ADB should clarify whether the Pl ADB Honiara Following ADB TSDP MTR

Consultants otADBTA 7715: Supporting TSDP
responsible to enhance/ increase CPIU proj
management and implementation capacity; a
how this strategically important role is to b
resourced.

(See also Remmmendations 12, 23 & 24)

32. The CPIU should design and agree a si
structured contracts register for all MID contrag
awarded.

PS MID and CPI
Director

By Feb 2014 Board Meeting

33. The TOR for the CPIU/TSDariial
Management Specialist should be revised.
(See also Recommendation 12)

Director CPIU an(
PMI Consultants

Following ADB TSDP MTR

34. NTFBoard should seek donor support for

rapid appraisal and design mission to determin
technically sound amh sustainable approach t
improved resources management and account
information flows to support timely and complet
updates of the CPIU project management syste

NTFBoard Chair

Following ADB TSDP Miérm
Review.
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and to provide better financial manageme
reporting toNTF Bard.

35 CPIU and N'Beard should seeiMoFT NTFBoard Chair, As soon as practical
agreement to certain amendments {doFT CPIU Director and
procedures for NTF contract approvals, contract] SIG Accountant
payments and accounting reports to facilitate NT General
operations

Procurement

36. A National Counterpart should be nominat M1 D As soon as pr
as Head of the Procurement Unit in the CPIU.
(See also Recommendation 25)

37. Procurement Training should be provided | M1 D As soon as pr
MID Staff

38. SI G shoul d prepdMI D MaoHET As soon as pr
Procurement to suppl e

Manual

39. Procurement Ceilings should miewed with| Mo F T As soon as pr
a view to increasing the levels in line with inflatig

40. Shopping Procedures should be introduced| MoFT As soon as pr

small value contracts, using tidoFTdocuments
for small and very small contracts

41. Advertising/Procurement Notices NTF Board Board Meeting in Feb 2014
NTF should consider issuing General Procuren
Notices (GPN) and Specific Procurement Not
(SPN) advertising for bids.

42 Streamlining of Procurement Procedures| Go AnMo F T As soon as pr
reduce seps, checks and NOL in the procuremg
process which do not add valuewhile still
ensuring the integrity of these processes and va
for money of procurements.

43. MoFT should be asked to remove thf Mo F T As soon as pr
requirement for MoFT review of contracts
prepared by MID wusing standard biddit
documents (See also Recommendation 35)

44. The CTB should undertake a thorough revi CT B | mmedi at e
of the Bid Opening process.
45. Contract Administration A functionin MI D | mmedi at e

contract administration unit needs to b
established within the CPIU or within MID a
properly staffed and equipped as a matter
urgency.

(See also Recommendation 32)
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1. Introduction

1. The Solomon Islands National Transport Fund (NTF) was established iTB@Xblomon Islands
Government (SIG) and its development partners in the transport sector undertook a joint review of the
governance, management and operations of the NTF from Seqesf' to 20™ 2013in Honiara. The Terms

of Reference (TOR) for the Review are providethimex 1. This Bview was supported by a team of three
independent consultanfs The persons met during theidit Review are listed iAnnex 2. In addition a
Stakeholder Workshop was held on Monday Septemb&r2@13 The Review Team wishes to thank all those
who participated in the Review for affording the time to meet the Team and providing their views.

2. The purpose of thiReview was to:

0] Assess theffectiveness and efficiency of existing governance, management and operational
arrangements after an initial two years of operations (from the first contribution to the fund in
January 2011); and

(i) Make recommendations to SIG on any identified weakegss areas for strengthening to
ensure the provision of adequate support for future operations.

3. This review is focused on the N'Rs set outn the TOR.However the Review Team acknowledges

that the NT-(with the NFT Board and Secretariat)isanlg e el ement i n what i s cal
Ap pr o(8WAPYb all aspects of transport infrastructure and serviceSdatomon IslandsThe Review

Team acknowledges that the other key elements in the Sector Wide Approach are the National Transport Pla
(NTP} including the three year Action PI&BYAP)the Transport Sector Development Project (TSDP), and the
activities of donors including th&sian Development BanRDB, Government of Australia (GoA) Department

of Foreign Affairs and Trade (DFAEuropean Union (EU), Japan International Cooperation Agency (JICA),
New Zealand Ministry of Foreign Affairs and Trade (NZMFAT) and the Worl(#3nHK he restructuring of

the Ministry of Infrastructure Developmer{MID), thecreation of the Central Pregt Implementation Unit

(CPIV) in thID Transport Infrastructure Management Services Department (Téd&)an also be

considered as part of this approachhe approach is also supported by the Project Management and
Implementation (PMI) Consultant supgt provided to the CPILANd the technical assistance (TA) activities of
ADB TA 7715 supporting TSDP.

4, To ensure these aspects of the SWAp were considered, the documents studied by the Review Team
included:

a. NTF Act, Regulations, and Proced@aldelines

* Edward Dotson Transport Sector Specialist/Team Leader, Peter Heijkoop Financial Management Specialist and Michael Gilman,
Procurement Specialist.
®>0On 1 November 2013 the staff and functions of the Australian Agency for International Development (Awes&lD)
integrated with those of DFAT. For simplicity, *‘DFAT’ i
Australia agency/department managing official development assistance, including when that agency was the former
AusAID.
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b. NTF Board Agendas and Minutes: Project Steering Committee (PSC) Agendas and Minutes, including associated
reports and other documents submitted to the Board and PSC

c. National Transport PlafNTP) and associated Draft 262013 Transport Sectdkdion Plan (3YAP)

d. Government of Australia/SIBirectFunding AgreementDFA)xNd associated DFAT documents

e. Transport Sector Development Project (TSDP) documents, including the Asian Development Bank (ADB) Report
and Recommendations to the President (R&R) linked documents; ADB TA 7715 Supporting TSDP; and
Memorandum of Understanding (MoU) of ADB Missions.

f. SIG Development and Recurrent Budgets, NTF Audits, SIG Financial Instructions and related documents

g. SIG and MID Procurement Manuals, ADB and Worl#t Bamcurement Guidelines, bidding documents and

Tender Evaluation Committee (TEC) reports for NTF and SIG funded cohtracts.

5. The overall perception of NTF gained by the Review was that it is not performing as SIG and its
development partners expectedpnas required by law and under agreements. More importantly, needed
maintenance and rehabilitation works (especially of roads) were not being carried out to the extent required.

A further perception was that t rhesedreNnpFactiterpoaeducts r e s’
introduced by TSDP and include international good practice procedures required by development partners in
relation to community consultation, environment, procureméand allocation of funds. In an

understandable attemptd get needed works done, MID has reverted to using SIG procedures and previous

MID practices (which do not include some of these requirements) and funding from SIG MID budget rather

than from NTF.

6. The Revievinas taken the view that in responding to th©R, it should finds ways and make
recommendations on practical meatgsbring the basic concept of NTF (as the single source of funding for
transport activities) to fruition, or if that is not possible, to ensure that the Sector Wide Approach can be
maintained and improved, with NTF as a major funding source. The Review was also concerned to find ways
to get results in terms of more infrastructure maintained or rehabilitated, and thereby to provide the people

of Solomon Islandwith improved access to s@-economic opportunities, education and health facilities.

7. It wasnot the purpose of the review to examime depth theother elements of the Sector Wide
Approachdescribed aboveHowever in order to fulfil the TOR, the Review Team has found issacgto
consider anccomment on aspects of the governance and management arrangements between these other
elementsof the SWAm@nd the NTHnN particular these comments relate to the arrangements between the
NTF Board and Secretariat, MID CPIU and th®Ti®Bse aspects are discussed in Section 2 of this Report.

8. Based on its own assessment, and bearing in mind comments made by the persons met during the
visit to Honiara and on the Draft Report, the Review found #veas of overarching concern

® The Review ab studied drafts of the National Infrastructure Investment Plan (NIIP) and the Medium Term

Development Plan 2012018 (MTDP).

"The Review notes that Procurement will be in accordance with SIG established rules, procedures and legislation, butithat SIG

no objection” from GoA f orgreatérthanfAU»250000k me n t

“

seek a letter of
(DFAparagraphs 51 & 54.)
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(i) Board Governance — The limited direction given by the NTF Board, the lack of a fully functional
Secretariat, and the weakness of reporting systems are contributing to lower than required
delivery of works, and increasing concerns about the effectiveness i Tike

(i) MID CPIU and PMI Consultant Support to MID — The support that is currently being delivered is
not well aligned with the current requirements of the NTF Board and MID, and is not focused on
the achievement of the targets for maintenance and rehakibtaworks. Substantial
adjustments are required to make the support more effective.

(i) Financial Management and Reporting - The current arrangements are not delivering the financial
information and controls to meet the needs of the NTF Board, TSDP anggBl&ions, and pose
serious risks for SIG and its development partners.

(iv) Procurement - The Review has less concern in relation to Procurement than with the other
topics. The current arrangements contribute towards the slow delivery of maintenance and
rehabilitation. However the risks associated with procurement are less serious than those
associated with Financial Management and so overall have a lower priority for action.

9. Sections 3 present the ldingsand Recommendations of the Joint Review inteaf these areas.
Key Recommendations are presented in the text, with details including those responsible and the timing,
presented in tables at the end of each section.

Sections 3 and 4 in particular respond to the topics listed inMD& of thdrevew - Section 4 Scope,
paragraph 4.1.To aid understanding, references are provided to the patagraphof Section $aragraph
4.1, as appropriate.

The Review was also asked in paragraphs-4.2 of the TOR to consider three higher level factors:Nfi¢&

and SIG policy and legal framewadtke GoA/SIG Direct Funding Agreemand the requirements of other
development partners. Section 7 Concluding Remarks summarises the findings and recommendations of the
Review on these factors.
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2 National Transport Fund Governance and Relationships

2.1 Introduction

10. This Review concerns the operation of the National Transport Fund (NTF). The NTF is only one part of
the Sector Wide Approach (SWAp)all aspects of transport infrastructure asdrvicesn Solomon Islands
which involves a number of different stakeholders, and activities

11. During the Review, the Review Team became aware that there was an incomplete understanding
amongst the stakeholdefSIG Agencies, Donors and Consultamitte contibution the different

stakeholders and activitie®{TH Board,NTFSecretariat, TSDP and MID QRildre making to the SWAp, and
how the arrangements for the SWAp were influencing the operation of the NTF. This appeangarly

acute is relation tahe scope of the TSDP and the role of the Project Management and Implementation (PMI)
Consultantdunded through TSDRack of knowledge of the stakeholders of the details of all these activities
appears b be the main cause. This Section of the Report tloeesfets out the overall framework within

which the NTF operates. It outlines the different activities, and the functions and responsibilities of different
stakeholders

12. The key items in this framewotkat are described belowre:

a) The Sector Widepproach(SWAp)which provides the overall concept and context.

b) The National Transport Plan (NTP) 202030 and theassociated Thre&ear Action Plan 20112013
(3YAP)which elaborate transport sector policy and investment priorities.

c) The Nationallransport Fund (NTF) vehi is the funding mechanism for the NTP

d) TheNTF BoardBoard Sub Committees (in particular tRmject Steering Committeghich also
guidesimplementatian of TSDPAndthe NTF Secretariat which provittee governance mechanism
for the NTF.

e) The Direct Funding Agreement between the Government of Australia and the Solomon Islands
Government (Agreemeritio. 59114 which provides the funding for the NTIBFA)

f) The Tansport Sector Development ProjgdiSDP) which feen aghe implementdion vehicle for the
transition from projects to &WApand the associated ADB TA 7715 Supporting TSDP

g) The CentraProjgct Implementation Unit (CPIQupported by the Project Management and
Implementation (PMIonsultants funded by ADB.

h) The Ministry d Infrastructure Development (MID) Transport Infrastructure Management Depgartm
(TIMS), in which the CPIU is located.

13. Some initial findings are presented, particularly in relation to the SWAp, NTP and the 3YAP are
presented in this Section. Furthiéndings and recommendations of the Review in relation to NTF
Governance and Administration are presented in Section 3, and in relation to the MID TIMS/CPIU and PMI
Consultant support to the CPIU, in Section 4.

2.2 Sector Wide Approach

Page21 of 142



JOINTREVIEW OF THE SOLOMON ISLANDS NATIONAL TRANSPORTFINAUREPORT January 2014

14. Australia has &en working with closely with SIG, NZMFT, ADB and EU to implement the sector wide
approach to provision dfansport infrastructure andervices irSolomon Islandsom 2011 onward$ The

SWAp will be based on loitgrm partnerships (between SIG and dogprsector coordination, and reliance

on government systems to determine policies and priorities and implement transport projects

NTP is seen as the policy instrument of this approach, NTF is the funding mechanism, aasl th&§DP
implementation vehid for the transition from project based approach tocSAWAp

2.3 National Transport Plan 2010 - 2030 (October 2010)

15. The Nationalransport Plan (NTPprovidesthe strategic framework andirection for achieving the
Gover nment ' s tramspsresectonby:f or t he

1 developing transport sector services,

1 developing and maintaining transport sector physical infrastructure,

9 improving the competency and capacity of Government agencies, and
91 developing the transport private sector.

16. The Plan was preparday the Transport Policy and Planning Divigibthe MID in coordination with
the Ministry of Development Plannirand Aid Coordination (MDPAQhe Plan was intended to hupdated
every five yearandbe supported by a series of treg/ear rolling works programs whietill be updated
annually** These programs are known as the Three Year Action Plans (3YAP).

17. Transportsector investment priorities were developed using Multi Criteria Analysis (ChapteT2is
analysis is outlineth Annexes A & B of the Plan, and described in more dethi€ia011-2013 Transport
Sector Action Plan (3YARhe system was natsed to identify abalute priorities, but rather wasised to
categorise expenditure as one of:

1 Essential expenditure
9 Desirable expenditure
9 Luxury projects

TheGoASIGDirect Fundinghgreementfor the NTF refers to this categorisation of priorities

The Review findshat the projects presenté to the NTF Board for approval so far have all be in the

category of essentiabg@enditure.

18. The Plan provides (Chapters73 the polices for each subsector of transport, as well as discussing
institutional reform (Chapter 8), private sector development (Chapter 9), and management (Chapter 11).
There is limited discussion ongal and environmental safeguards (Chapter 10), and no reference to gender.

19. Total estimatectosts of the Plan to 201&re provided (Chapter 12), with expenditure divided into
Essential and Desirable Categories, with average annual budgets of USh&B\25M Funding sources are

® GoA/SIG Direct Funding Agreement for NTF (Agreement No. 59114) May 2011
° ADB PAM
YNTPSection 1.4 The Plan
' NTP Section 1.6 Responsibility for the Plan
2The references are to Chapters in the NTP
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indentified—with the majority of the new funding to 2015 being for TSDP and coming from ADB, DFAT and
NZMFAT. A funding gap of US$23 M to 2015 is identified.Review notes that these estimates do not include
any worksn the Luxury Category.

In relation to revenue, the NTP noté¢hat the levels of revenue that the Government currently raises
directly from transportusers are relatively small. These sources are fuel tax and levies, road vehicle
registration fee andlomestic shipping taxes. These revenues currently pass t8ItBeConsolidated Fund.
The NTP assumésat for the foreseeable future, there will be no increasdhia funding available to the
transport sector from transport revenues.

The Review findshat this assumption restricts any consideration of making the source of funding
F2NI b¢C LINBR2YAYIyiGteé FTNRY daAaSNA AY G(KS adetsS 27

20. A Performance monitoring and evaluation system is described (Chapter 13)wtjibt and

Outcome Performance Indicators and Targets. (These are also adopted as part of the Program Performance
Assessment Framework in the SI G/ GoA Directo Fundi ng¢
provide a mechanism to report on the progress in inmpdating the Plan, an annual progress report will be
produced by the NTF Boatd.

The Review find¢hat there have been no annual progress reports on the NTP presented to the NTF
Board

21. Based on the expected funding&ear Rolling Action Plan for 2011 — 2013 was proposed (Chapter
14), which was to be reviewed annually. This Action Plan is presented as a separate volume of the NTP, and is
therefore discussed separately below.

The Review find¢hat there have been no annual reviews or updates oBthaP”. This in due in

part to slow implementation of the 3YAP reducing the need for reviews and updates.
22.  The NTP also provides in Chapter 14mplementation Risk Analysis™.

The Review findshat the description of risks remains valid, but that the likelihood and potential
impact of the risks, and progress with mitigation measures merit review based on the experience
since 2011.

2.4 National Transport Plan 2010 — 2030 Draft 2011-2013 Transport Sector Action Plan (3YAP)

23. The 3YARas presented in a separate volume to the NTP. It provides a prioritised list of activities in
Appendix D, while Appendix F translates this into a year by year program of works.

The Review findshat the broader pioritisation implicit in the year by year program of works in
Appendix F should be the basis for selecting projects for implementation.

Y NTP Section 12

1% SeeAnnex 3 for further discussion on this topic

> The Review notes the emerging shift toy@ar planning, in line with the evk MDPAC is doing ony®ar planning for the
Development Budget, which would impact future updates of the 3YAP.

6 As shown irAnnex 4
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The prioritisation was undertaken using Multi Criteria Analy$tse key criteria used were

Achieve the MillenniunDevelopment GoalgMDG)®

Ensure value for money for Solomon Islanders and Development Partners

Promote National Integration and Unity

Achieve or Maintain Statutory Requirements

Protect the Environment

Support Climate Change Adaption

Minimise the risk asociated with projects and maximise the feasibility of project implementation

=A =4 =4 =4 4 -4 4

Based upon the analysis of the likely performance of each type of expenditure against each of the criteria, a
simple scoring system produced a total score to be used in psiatibn.

The Review findghat

0] Few of the criteria used were based on transport sector p@iah as increasing
overall rural accessibility or reducing transport costspdicators(such as traffic flows of
peaple, goods ovehicles, or journetymes)

(i) The Multi Criteria Analysis, while robust, is overly detailed for the activities in the
NTP, and not easily updated on an annual basis. The Review therefore considers that a
simpler prioritisatiorprocess should be developed for the annual updates of the 3YAP.

2.5 National Transport Fund

24, The NTF Act (May 200%¢stablished the NTF asspecial fundor the purposes of developing,

maintaining and managing transport infrastructure and servin&olomon Islandg-unds to be paid in to the

Fund are those provided by donors and development agencies, and other sources in accordance with section
21(1) of the Public Finance and Audit Aat other words the SIG Budget. Further details of the N&F ar
presented and discussed, together with the findings and recommendations of the Review, in Section 3.2.

2.6 National Transport Fund Board

25. Clause 7 oftte NTFAct provides for the Minister of Finance and Treasury to make regulations for the
establisiment of a Board or Fund Manager to manage the Fund, or for any other appropriate Fund
management measuresTheNTF (Fund Management) Regulations Z2Bpfovidea clear statement on the
membershipresponsibilities and functions of the NTF Board and proaideund framework withi which

the Board can operateFurther details of the NTF Board are presented and discussed together with the
findings and recommendations of the Review, in Section 3.3.

Y"3YAP Section 2.2.2
18Adop’[ed by 189 countries (including GoA) in 2000, the eight MDG are 1.Eradicate extreme posdrtynger; 2. Achieve universal
primary education;3. Promote gender equality and empower women: 4. Rechité mortality; 5.Improve maternal health; 6.
Combat HIV/AIDS, malaria and other diseases: 7. Ensure environmental sustainability; 8. Devélappagh@rship for
development.
NTF Act May 2009
' NTF Regulations 2010
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2.7 Board Sub Committees

26. During 2012 theNTF Board redved to establish two subommittees:

AProject Steering Committd®SCyvould include representatives from the Ministries represented on the
Board and the three TSDP development partners (ADB, Australia and New Zaathpd)vide guidace on
work priarities for CPIU and TSDP.

AFinance Working Groupould include representatives of MID (including Financial Controller, CPIU staff and
PMI consultants), Ministry of Finance and Treasury (MoFT) and DFAT with a mandate to improve and review
financial procsses and reporting for the NTF.

27. The PSC was established during 2012 to provide guidance on work priorities for the CPIU and TSDP.
The PSC has met tree occasions in Magylulyand Octobe2013—-with the secondand thirdmeetings

being two weeks before a Board Meeting. The anly Octobemeetings of the PSC reviewed and discussed

the Agenda items for the NTF Board Meetikgirther details of the PSC are presented and discussed
togetherwith the findings and recommendations dfd Review, in Sectidh4.

28. The Review find¢hat the Finance Working Group has not been formally established, but MID, MoFT
and DFAT had met several times to discuss NTF financial magmaigémSection 5,iHe Reviewecommends
(Recommendation 34jat a separate initiative be launched to strengthen NTF financial management; and
considers that PSC can directly monitor the impact of this initiative itself. Accordingly, the Review finds that
there is no compelling need or clear valadd for PSC to esthibh the Finance Working Group; and proposes
that the task of establishing of terms of reference for, and membership of, this Board Sub Committee be
deferred until a clear need emerges.

2.8 National Transport Fund Secretariat

29. Part 3 Clause 9 of the N Regulations describes clearly the functions of the Secretariat and provides
a sound framework within which the Secretariat can operdtarther details of the NT&ecretariatre
presented and discussed together with the findings and recommendatiotie dkeview, irBection 3.5.

2.9 Direct Funding Agreement between the Government of Australia and the Solomon Islands

Government (May 2011)

30. This Agreement covers the provision of funding to the NTF. The Agreement states (paragraph 18),
that GoAwill contribute up to a maximum of AUD 30 Million over a 4 year period (paragraph 15) from 2011 to
2014. Indicative funding (in AUD) is showmable 1 (presented below). The money held in the NTF may only
be used for the purposes set out in clause Bhef NTF Act (see above). The Agreement notes that ADB will
provide (under a separate agreement) TA to support SIG to implement the program of civil works agreed by
the NTHBoard.

Table 1 Indicative Funding — GoA/SIG Direct Funding Agreement

Year/Funding AUD 2011 2012 2013 2014

GoA Direct Funding 9,000,000 7,000,000 7,000,000 7,000,000
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| SIG (Budget) | 2,500,000 | 2,500,000 | 2,500,000 | 2,500,000 |

31. Board Discussions The Agreement (paragraph 39) lists the items shawBox 1 as the key
subjects to be included in Board discussions
Box 1

Key Subjects to be Discussed at the NTF Board

a. Review of performance/budget execution and expenditure priorities on the basis of indicators described ip the
Performance Assessment Framework

b. Annual review of action plans, budget, procurement plan, revenue and expenditure priorities; implementation

of the Agreement.

Audit Reports

Regular Financial/expenditure reports

Review/update of the NTF risk management plan

Monitoring. Evéuation and review plans or reports

Requirements for additional TA for implementation

S@ ™o oo

Procurement Plan

Progress on other NTF related initiatives and other related TA such as strengthening Public Financial
Management (PFM), or developing a Meditierm Expenditure Framework (MTEF).

The Review findghat Board Minutes do not record any discussions on item (a) review of
performance against the Performance Assessment Framework, item (e) Risk Management or
(i) Progress on strengthening PFM and procurement systedevetoping theViITEF.

This matter is discussed further in Section 3 NTF Governance and Management.

32. Program Risk Management Paragraph 44 states that SIG will develop a plan for endorsement by
the Board, and once endorsed will form part of the Agreement, and then be reviewed annually (paragraph
45). The Review understands that the Risk Management Plan fof*F@BmBeen adopted, for risk
management of the Agreement.

The Review findhat the Rik Management Plan has not been updat&te Revievalsonotes

that this Plan shows as High Risks issues that the Review has also identified as such, which
suggests that no mitigation measures have yet been implemefiteid. matter is discussed
further in ®ction 3.9.

33. Performance Monitoring and Evaluation Framework Paragraph 46 states that the evaluation of
work undertaken through the NTF is to be performed in line with the framework in the NTP.

34, Environment The Agreement states (paragraph49)thaDbB’ s saf eguar ds pol i ¢
civil works funded through NTF.

35. Procurement The Agreement states (paragraph 51) that SIG will be responsible foo@lirement
in accordance with its rules, procedures and legislati®IG has to provelto the NTF Board an Annual
Procurement Plan (paragraph 52), for procurements greater than AUD 506{6@@ver SIG is to seek

L ADB TSDP RRP Linked Document Risk Assessment and Risk Management Plan
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(paragraph54a “ No Objection” |l etter (NOL) for all procu
or greater than AUR50,000 (SBD 1.7 Million equivalent).

The Review findghat the Procurement Plan threshold is inconsistent with the NOL threghold
prepared in accordance with the Agreement; the Planla provide no forewarning of the
potential NOL workload on DFATh practice, the Procurement Plan includegpaticurement
irrespective of value, so this situation does not arise.

2.10 Transport Sector Development Project (TSDP)

36. As noted in the Introduction to this chapter, TSDP is seen as the implementatiie for the sector

wide approach in transport. The design of TSDP is based on earlier TA provided to SIG by ADB to assist in the
preparation of the Project. The documentation for TSDP has all been prepared &y Rid8includes the RRP

and linked docments. The scope of TSDP is set oBioin2.

Box 2 SCHEDULE 17 ADB Grant Agreement Description of the Project
1. The objective of the Project is to provide sustainable transport infrastructure in

the provinces of the Recipient.

2. The Project shall comprise of:

(a) establishment and integration into MID of the CPIU encompassing MID

staff and Consulting Services to assist with the efficient and effective

implementation of the Sub-projects; and

(b) training of government staff, contractors and community members on
maintenance and rehabilitation of transport infrastructure.

3. The Project is expected to be completed by 31 January 2016.

37. The Outputs of the Project are stated as

() Project Implementation and management - Efficient and effectivgroject implementation and
management provided by a Central Project Implementation Unit (CPIU) and financed by ADB and SIG
(i) Transport infrastructure rehabilitation and maintenance asprioritizedin the NTR-financed by DFAT
NZMFAT and SIG

(iil) Upgraded technical and managerial capacity of MIDstaff—financed by ADEDFATand NZMFAT.

The Review findthat while the term TSDP is used to describe all three outputs listed above,

0] ADB is only funding Project Management and Implementation (PMI) [Corisu
Service$ to support the CPIU and Capacity Building and Training for MID staff, as is clearly
stated in the ADB Grant Agreement. This funding is provided to SIG not the NTF

(i) The civil works ofehabilitation and maintenancéo be funded are noexplicitly
defined in the TSDP documents, but are to be selected by NTF Board from the priorities in the
3YAP and the NTP.

2 As agreed by the three donotsGoA, NZ and ADB.
% The TOR for the consultants is provided in the ADB PAM.

Page29 of 142



JOINTREVIEW OF THE SOLOMON ISLANDS NATIONAL TRANSPORTFINAUREPORT January 2014

38. The TSDP is stated as being the implementation vehicle for a sector wide approach, with
“reliance on gov e mmarpelicies arsl prorities @ implemet ganspart
projects”.
The Review findthat TSDP is not relying solely on SIG systems.
() ADB Safeguards and Gender requirements are being applied (with DFAT support).
(i) While SIG systems are used for procurenoéiivil worksDFAT requires reviews of
documents and issuing of NOL.

(iif) Procurement of Consulting Services is undertaken according to ADB not SIG procedures.

This situation should be reflected in the descriptions of TSDP and SWAp.

The Review findghat

® The TSDP Design and Monitoring Framework (DMF) shown in Appendix 1 of the RRP
(and subsequently updated) could be better integrated with NTP Performance Indicators and
Targets shown in Section 13 of the NTP.

(i) The TSDRRisk Assessment and Management Rlanld be better integrated with the

NTP Summary of Risk Analysis shown in Sectiontiid NTP

2.11 ADB TA 7715 Supporting TSDP

39. In addition to the Capacity Bdihg provided as part of the PMI Consultaapport to the CPIU, ADB

is also providing TA for the Capacity Development of MID, funded by a Grant from the Japan Fund for Poverty
Reduction.Building on earlier ADB TA, this TA comprises the development of a proposed MID Organisational
Structure with asociated Job Descriptions, and an accompanying Capacity Development Plan (CDP).

40. TheADBTA7715has identified training needs for MID particularly TIMS/CPIU and Corporate Services
which are focused oft:

Recently issued SIG General Orders and FHaldnstructions including the updated SIG Procurement Manual
Management skills particularly on project and contracts

Annual budget preparation

Review and enforcement of policies

Technical skills and their effective application in daily work activities

® a0 o p

41. The proposed MID capacity development focuses on

(i) Developing strategic thinking

(i) Ensuring compliance on public service and financial instruction requirements

(iii) Developing management and supervision skills

(iv) Improving financial management and reportinglisk

(v) Developing executive skills such as conflict management, time management, presentation and reporting

(vi) Introduction of and/or training on application of required work technologies particularly on asset management,
road design and hydrology software

(vii) Development of technical skills related to feasibility studies

% ADB TA SOL 7715: Supporting Transport Sector Development PxtifecEraining Needs Analysis and Capacity Development Plan
(2013-2015) Executive Summargeptember 2013
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(viil)lmprovement of safeguard and climate adaptation application
(ix) Communication planning/implementation.

42. The MID CDP is scheduled to be implemented by the end of February 2014. It is prdyaashd t

MID CDP be the master training plan and that the training to be provided by the PMI Consultant be based on
it. It is proposed that about 2/3rds of the funding required be form the NTF, with the remainder from ADB TA
7715 and SI&

% ADB TA SOL 7715: Supporting Transport Sector Development PxtifecErainig Needs Analysis and Capacity Development Plan
(2013-2015) Sections V J & Beptember 2013
Page31 of 142



JOINTREVIEW OF THE SOLOMON ISLANDS NATIONAL TRANSPORTFINAUREPORT January 2014

The Review fids

() Thatthese activities are not reported in the TSDP Quarterly Progress Reports.
(i) The assessment of the Revieanfirmsthe training needs identified above, and
supports the capacity development proposed.

Further details of the activities of the ADB TA 7715dseussed together with the findings and
recommenddions of the Review, in Sections 2.14 and 4.8.

2.12  Central Project Implementation Unit (CPIU)

43. The CPIdbr TSDRs intended as the name implido serve as the single central PIU to consolidate

the separate PIU that have existed on previdosor financedProjectsin the transport sector ifsolomon

Islands The CPIU is intended to implement and manage all transport sector activities, whatlkedfoy the
Project (that is through NTF) or other resourc@he CPIUWits within the MID TIM8andis staffed by existing
MID personnel supportelly thePMI consultants financed by ABBprovide the required expertise to
implement the NTPSIG is medrto increase the number of MID (counterpart) staff in the CPIU in order to
ensure“ t i mely and ef f ect ioutdnthe ApBlGeamtAgrdemantee Bok 3 belans s et

BOX 3

Counterpart Supporti ADB Grant Agreement

15. The Recipient shall

(a) make available all counterpart funds required for timely and effective implementation of the Project,
including any funds required to meet additional costs arising from unforeseen circumstances;

(b) appoint additional eleven (11) counterpart staff for the Project (of which four (4) shall be appointed by end of
2011, additional two (2) by end of 2012, additional four (4) by end of 2013 and the 11th staff by end of 2014);
and

(c) provide office space for the CPIU and ensure that these resources are available throughout the Project
duration.

44, The CPIU is intended to implement and manage all transport sector activities, whether funded by the
Project (that is through NTF) or other resources. In practice the Review understands that the CPIU is
implementirg projects with three sources of funding;

(i) NTF
(i) SIG Budget (recurrent and development budget)
(i) Donors not paying funds into NTF (such as NXIMBrthe Mundaairport projec)

45, The Outputs that the CPIU is to produce are stated in Section VI (iii) of tA@wi2ct Administration
Manual PAM), as:

(i) subproject assessments, including technical, economics, environmental, and social impact assessments,
for all prioritized subprojects;

(i) detailed engineering designs, technical specifications and environmental management and monitoring
plans for all civil works under infrastructure investment component;

(iif) evaluation reports for all proposed civil works contracts;

(iv) executed civil works contcs;

% See The Project Organisation Chart in ADB PAM Section 1l C.
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(v) project reports
(vi) detailed project performance monitoring system including detailed indicators; and
(vii) public communications plan.

The Review findshat the PAM is clear that these outputs are the responsibility of the CPIU,
not the PMI Consultargroviding support to the CPIU.

Further details of the CPIU are presented and discussed together with the findings and recommendations of
the Review, irBection 4.3.

2.13 CPIU PMI Consultants

46. The TOR for theMIConsultants supporting the CPIU isitaoned in Section VI D of the ADB PAM
(and included irAnnex 5). The TOR provides for a total of 321 person months of International Consultants
and 1092 person months of National Consultants. The TOR shows that the Consultants have two key tasks:

() Project Implementation and Management‘the design and day to day implementation, financial
management, and monitoring and evaluation of the Prdféct

(i) Capacity Building and Trainirgto strengthen the technical and managerial capacity of MID,
nationalcondzf G yGa FyR yIidA2yltf O2yiN} Ol2NB (G2 STFSC

47. TOR for individual consultant positions for these two key tas&grovided, for International and
National Consultantswith indicative person months of inputs. The overall TOR also includes community
awareness raising and various surveys (including topographical and bathymetric surveys, infrastructure
condition surveys, and monitoring and evaluation).

48. No specific atputs are listed for the Consultants. It appears to be implicit that the Consultants would
support the CPIU in the delivery of the outputs listed in the section above describing the CPIU.

49, The Consultants are required to support the MID with repaytiequirements, but these relate to

reports required by ADB on the progress of the Project. The only reference to reporting to NTF is in item (Q)

of the Transport Policy and Coordination Mméwew sor
the current budgetaryeeds angrocesses and identify affordable future funding projection through the

NTF .

50. The only other references of relevance to the NTF are in the TOR for the Asset Management and
Transport Planning Advisor at itersAssst MID staff in regular updates of the NTP and related Action Plan
and (k) Assist MID in the development of annual departmental budgeting with aisgeciis on

maintenance funding

The Review findghat the TOR do not provide to the Consultant Firm:

(i) An overall Scope of Work listing key tasks to be undertaken
(i) Specific technical outputs for the project implementation compomemt addition to the
outputs for the CPIU or the individual consultants listed in the TOR.

*"Text in quotation marks and italics is taken from the ADB PAM Section VI D Consultantsf Refesemce
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(i) Specific outputs for the capacity @édepment component, with indicative timelines
(iv) Any requirement to assist in achieving the targets listed in the monitoring indicators.

51. This has led to a basic approach of providing consultants to fill the positions defined, and an
understanding thatlie consultants would support/train MID staff. The problem noted by both MID and the
Consultant Firm has been the lack of MID staff to support. This creates a tension (not unusual in such
projects) of whether the consultants are to assist and capacity th@dClient (MID) in project
implementation or should actually do the implementation work. In other words, should consultant staff
undertake all the activities necessary to prepare certainystdjects, in parallel with supporting MID staff to
prepare othe subproject$®?

52. The focus in the TOR on TOR for Positions rather than TOR for the firm reduces the ability of the firm
to change/combine the scope of work of positions or to change the person months of inputs in relation to
changes in circumstancesat inevitably occur during the course of the assignment. TR alscemove the
responsibility from the Consultant Firm to ensure that CPIU Outputs are achieved. In other works, the risk
that the CPIU will not operate as required is not with the CdaatiFirm, but with MID (as the Client) and

with ADB (as authors of the TOR).

53. These findings contributed to the assessment that the performance of the CPIU and PMI Consultants
was the second key issues to be addressed by the Review, as discussegtibin4s The PMI Consultants are
discussed, with the findings and recommendations of the Review, in Section 4.4.

2.14  MID Transport Infrastructure Management Services (TIMS)

54. As noted above, the CPIU sits within the MID TIMS, which is the department within MID responsible
for the maintenance and rehabilitation of roads, wharves and jetties and the construction of new facilities.
MID is in the process of reform to a servicéaotated organization. A proposed new organizational structure
of MID has been developed BWDBTA 7715, together with Job Descriptions and an MID Capacity
Development Pl&f.

55. The proposed organisational structure of MIDS has three units:

(i) Operations/Maintenance (O & M) Unit —divided into four sections, covering Honiara, Western, Central
and Eastern Regions.

(i) Policy and Planning Unit (PPU) ¢ this includesAsset Management, planning, policy, safeguards, and
procurement of goods and services.

(iii) Quality Assurance Unit (QAU)

The current establishment (humber of staff authorised by the Public Service Commission) of TIMS is 25 staff
and the proposal establishment being sought by MID is 51 staff.

The Review findén relation to NTF Board activities, basad tbe proposed structure, that
TIMS should be the department responsible for preparing:

B sub Project is a term used by ADB to describe individual schemes of civil works within the TSDP
% ADB TA SOL 7715: Supporting Transport Sector Development Project MID Training Needs Assessment and Capacity Development
Plan (2012015) September 2013
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(1) Proposals for the NTF Board, and reporting on the physical and financial progress of
implementation (through the NTF Secretariat).

(i) The initial estimates of fding required to be included in the budget requests
submitted to MoFT for SIG Budget allocations to NTF from the recurrent budget (for
maintenance) and from the development budget (for rehabilitation and new works).
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3. Findings and Recommendations — NTF Governance and Management

56. This Section of the Report presents the more detailed findings and the recommendations of the
Review concerning NTF Governangbese findings build on the comments made in Sectionrélation to

the NTENTF Board and Secretariat and the Project Steering Committeesponds in particular to the items
listed in Section 4 Scope of the TOR of the Revievaid understanding, references are provided to the
subsections of Section 4, as appropriate.

3.2 National Transport Fund
Functions

57. The NTF Act (May 20G9¢stablished the NTF asspecial fundor the purposes of developing,

maintaining and managing transport infrastructure and services in the Solomon Islands. Funds to be paid in to
the Fund arghose provided by donors and development agencies, and other sources in accordance with
section 21(1) of the Public Finance and Audit-Aiatother wordsfrom the SIG Budget.

58. Donors and development agencies may specify specific purposes for thé thedr dunds. The NFT
Act makes no specific reference to aviation, excej
Aviation Speci al Fund established under the Civil

59. The NTF Act also does not preclude SIG from fundiagthji from the SIG Budget activities that can
be funded from the NTF. (In fact the MTDP 2013 proposes direct SIG funding of the Rural Transport
Infrastructure Project). The experience to date is that MID have chosen to fund certain activities direct fro
the SIG Budget. This is not likely to encourage donors to contribute to the MEFCPIU prepares the
projects irrespective of the source of funding.

The Review findthat the Act does not make any provision for funding from the SIG Budget
to come from particular sources of revenue. In other words there appears to be no
application of the concept that the funds for the maintenance and rehabilitation of existing
assets or the anstruction of new assets should be linked to the amounts paid by users of
these assets in fees, charges and taxes.

Performance

60. The original concept was that to implement a Sector Wide Approach all donor contributions to the
Transport Sector woullde channelled through the NTH.0 date the only donor making payments into the
fund has been the Government of Australia (GoA), through an agreement dated May. 20 1his

agreement, GoA agreed to provide AUD 30 million for the period-201%. SIG aged to provide a

9NTF Act May 2009
3L GoA/SIMirectFunding Agreemerfor NTRHAgreement No. 59114) May 2011
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minimum amount of AUD 10 million over the same period from the Budget. In practical terms, contributions
of other development partners are reliant on partners including transport as one of the sectors included
these partners own developemt agreements with SIG, as much as by donors agreeing to use NTF and NTF
procedures for transport projects.

Findings

61. The Review findshat 1 KS b¢ C Kl & y2G NBIfAASR A0aQ 2NAIAY
source of funding by SIG and its Donortias (a Pool Fund) for the Sector Wide Approach to
transport inSolomon IslandsDFAT is currently the only donor contributing to the NTF.

No otherDevelopment Partners of SIG have made any firm commitments to put funds into the
NTF.The current sitation regarding possible support for NTF is as follows

() Asian Development Bank are developing a Concept for a projéitt a tentative
financing plan of US414 million. It is proposed that the proceeds would be disbursed
through NTFE?

(i) EU are interested iprinciple, but whether this eventuates will be determined by
ongoing discussions on activities to be included in the EU/SIG Agreement.

(i) NZMFAT might consider putting money into the NTF in fufurewever, when, and
under what sort of conditions, is ndear at this point.

(iv) JICAmplements projects directly with counterparts (in this case MiDY is prepared
to consider fundingrojects that are within the NTP and the 3YAIRAs in discussion
with the MID/CPIU on potential projects

(v) World Bankg Pragram includes continuation of the Rapid Employment Project (REP).
Activities in Aviation and Maritime Safety are in early stages of discussion with SIG.
However WB Country Office considers that it wdaddlifficult for WB to put money
into a mechanism sl as NTF as WB would most likely impose all their fiduciary and
safeguard requirements upon all partners which would most likely take time to
negotiate (or harmoniswith the requirements of other partners).

The Review finds while this situation maypvide future funding for the transport sector, it calls
into question theoriginal objective othe NTF.

Recommendation

62. The Review recommends that SIG ands development partners need to have frank and open
discussions about the future of the NTF, and in particular whether the NTF can be the only source of funding
for the SWA{Recommendation 1). Further details of this recommendation are providedable 2 at the

end of this Section.

% Sustanable Transport Infrastructure Investment Project (STIIP), formerly known as Transport Sector Development
Program, Stage 2.
% ADB Consultation Aide Memoire signed 20, November 2013.
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3.3 NTF Board (TOR 4.1 a)
Responsibilities and Functions

63. Clause 7 oftte NTFAct provides for the Minister of Finance and Treasury to make regulations for the
establishment of a Board or Fund Manager to manage the Famidr any other appropriate Fund
management measuresTheNTF (Fund Management) Regulations 2010 proaicear statement on the
membershipresponsibilities and functions of the NTF Board and provide a sound framewori whith

the Board can opette. Some provisions of particular relevance to the Review are discussed below.

64. The Board membership consists of the Permanent Secretd@&pf the five SIG Ministries with

direct responsibilities for transport infrastructure and services fromarati economic planning to

infrastructure implementation and service delivery, plus one representative of the donor community. There
are no representatives from the private sector or transport users.

65. The Review was asked to consider the internati@xg@erience with similar financing mechanisms, in

particular the responsibilities, functions and petl
Funds?”. The resul ts oinAnhel3. Basall ersttis exceisthe Beviewdiide pr e s ¢
that:

(1) The NTBoarddoes not meet a basic objective of such funds as it camot

considered as independent of Government.

(i) Given this lack of independence, that NTF is not the sole source of funding for
transport, andthe lack of user furidg to NTF discussedave,thereis limited potential

to transform the NTF into a form of Second Generation Road &uhiimited value in
adding aBoard member from the private seciat the present tim#.

66. The NTP states thaThe NTF Board wiltlgise on key issues, development options and prioritisation
of activities relating to the transport sector and the (National Transport)®Plafihe Board functions include
ensuring that projects are in accord with the NTP and listed in the 3¥6AP nd listed in the 3YAR can be
considered to meet the overall objectives of the NTP. Thus the Board has both a policy implementation role
to see that the NTP is respected, and a strategic planning role to see that projects follow the NTP and the
3YAP. But also has the ability to approve projects not in the 3YAP. These functions are currently only
applied to projects proposed for NTF funding.

The review finds that

0] The same skills and responsibilitidsat are being exercised for NTF funded
projects could be exercised with respect to projects, (and in particular donor funded
projects), that are not being funded from the NTF.

(i) The Board reviewof Projectsto ensure that a project respects the NTP and 3YAP
is not simply a quality control exercis€he Board could place greater emphases on one or
several NTP policies and could change the relative priorities, timing and resource allocations

% For further discussion of this topisee Annex 3
®NTP Paragraph 1.page 3.
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to projects in the 3YARhe Board should also advise on how usé@NTF should respond
to changes in SIG Policies and Programs, such as the Medium Term Development Program
(MTDP) and the National Infrastructure Investment Plan.

67. TheNTF Procedural GuideliréMar ch 2011 were devel oped® as stat
complement the Act and Regulations and provide more details on the processes to be followed by the Board
and its SlaeRewetv Eindthaathese’procedures are limited to Financial Management, General
Purchase and Tendering, Code of Conduatid; and Anti Corruptian

The Review finds thato training or capacity building appears to have been given to the Board.

Performance

68. Within this clearly defined framework, the Review consideesBoard is not using the
powers provided.

69. The Review finds that the Board could operate more as intended if it were to:

i) Provice advice on key issues, development options and prioritisation of activities
relating to the transport sector and the National Transport Plan NTP (as assigned to
the Board in the NTP).

i) Call for annual reviews or updates of the 3YAP (as also assigned®odittein the
NTP).

iii) Be more proactive in Resource Allocation and Financial Managepkemther
details in relation to this finding are providedSection 5

iv) Overall, be more practive in giving advice/direction to the Secretariat, and
therefore to the MD CPIU and the Ministry of Communications and Aviation (MCA),
rather than simply endorsing recommendations put to it (which appears to be the
current practice)The direction to the Secretariat should cover Strategic issues such
as policy, budget, programstakeholder communications and resource allocation.

v) Focus Board discussions on the Strategic issues noted above, rather than detailed
operational matters (which appears to be the current practice).

vi) Use the ability provided in the NTF Regulations Classenake decisions between
meetings.

Recommendations

70. The review recommends that the NTF Board Roles and Responsibilitiesiishbe reviewed and
clarified(Recommendation 2) andthat the NTF Board Procedures and the strategic focus of NTF Board
Meetings should be strengthendBecommendation 3). Further details of these recommendations are
provided inTable 2 at the end of this Section, and Annex 6.

% National Transport Fund Procedural Guidelines March 2011
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3.4 The structure and functions of Board sub-committees — Project Steering Committee and
Finance Working Group (TOR 4.1Db)

Functions and Responsibilities

71. The Project Steering Committee (PSC) was established during 2012 to provide guidance on work
priorities for the CPIU and TSDP. The PSC has met omtuasons in May, July and October 2684@th

the second and third meetings being two weeks before a Board Meeting. The July and October meetings of
the PSC reviewed and discussed the Agenda items for the NTF Board Meeting.

72. During the Mid Term Rewie(MTR) Mission for TSDP, ADB stitech ahie NTF Board is no longer
the Project Steering Committee (PSC) for TSDP, as it can only consider approving NTF funded activities within
the project, and referred to the creation of the PSC described above.

The Review findsthat the way in which the PSC is to provide guidance on TSDP merits
discussion and clarification, for these reasons

(1) Given that only one donor currently contributes to NTF, the Review suggests that the
PSC could assist in the coordination of the activities of other donors within the SWAp. This is
particularly relevant given the current JICA initiatives in the sector.

(ii) The PSC could also be considereg@si SOKY A OF f ¢ 3ANRdzL) 2F LISNBR2Y
equivalent) which advises the NTF Board but does not have the decision making role of the

NTF Board. In this context the Review suggests the only NTF Board mehthddsbe

allowed to take part in discussions at the Board. (The minutes of the July 2013 meeting
NBO2NR Ayl SNISYy (iThe2PB@E cod®ther hedmeeItbaiN o disehssion by

donors and SIG agencies who are not NTF Board members.

(iii) The ADB statement that the PSC is now (formally) the PSC for TSDP in the
implementation arrangements for that project.

Recommendation

73. The Review recommends that the role, responsibilities and procedures of the Project Steering
Committee should be revievikand clarifiedRecommendation 4). Further details of this recommendation
are provided irTable 2 at the end of this Section, and Annex 6.

3.5 NTF Secretariat (TOR 4.1c)
Functions

74. Part 3 Clause 9 of the NTF Regulations describes cleafiyniti®ns of the Secretariat and provides
a sound framework within which the Secretariat can operate.

¥"MoU MTR Paragraph 2%{oniara Solomon Islands;1% November, 2013
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These functions can be summarised as:

1. Administrative- Call meetings, assemble and circulate papers, take minutes, circulate
decisions/resolutions, report back on action taken on resolutions and ensure Board resolutions are
implemented.

Receiving and checking proposals for fundsceive proposals, etc

Ersuring a Preliminary Report is prepa@teach proposal for funding

ProgresfRReporting- Financial accounts and reports, progress reports, implementation reports
Certifying Projects Certifying that projects comply with the NTP, sufficient funds, meebdo
requirements, Financial Management (FM) arrangements, reporting formats and schedules, and
payment schedules

a e

Performance
75. The Review findghat

0] Within the framework described above, how the functions should work in practice, the processes for
submitting papers to the Board, and the timelines for doing so have not been documented.

(i) An Under Secretary in the MID has been appointed to head the Secretariat. However no other
resources have been provided to the Secretariat. The ability of tihet&@at to perform the responsibilities

set out in clause 9 (3) of the Regulations has therefore been extremely limited.

(iii) Support to the Secretariat is not included in the overall scope of work or outputs in the Terms of
Reference (TORpf the PMIConsultants. (However the TOR for the Transport Policy and Coordination Advisor
position in the Capacity Development and Training component of the TSDP Consultant includes a task (g) to
support MID staff in undertaking responsibilities in management,rtggpand monitoring of the NTF). There
appear to be no proposals for Capacity Building/Institutional Strengthening of the SecretARBTA 7715.

(iii) No provision has been made for any support to the Secretariat on Financial Management. Tlie type o
support required is at the MID level since advice should cover both NTF and SIG funding and expenditure, and
so should be provided through MID DoF, not through the TSDP Consultants. Implementation of the recently
announced by DFAT requirements makehassistance in providing this suppdft.

(iv) In addition to administrative responsibilities for Board Meetings, the Secretariat has a role in ensuring
papers presented to the Board are consistent with the NTF Act and the NTP, and meet technical criteria
related to the NTP and 3YAP. In the short term at least, the Board therefore requires technical/professional
support to review documents submitted by MID and MCA, as well as to provide advice to MID and MCA on the
meeting Board resolutions.

(V) Reportson project proposals have been included in Board papers (at least for the July 2013 Meeting),
although they do not cover all the topics suggested by the NTF Regulations.

(vi) Project progress reporting is covered to a certain extent in the Board Rap#rs July 2013 Meeting,

but standard physical and financial reports are not being produced. (This matter isddausnore detail

below inSectionb5).

% As set out in Section Al of the ADB TSDP Project Administration Manual October (B¥eAnnex 5)
39 NewFAT oversigt requirements for all Australian funds expended through Partner Government Systems mean that in future DFAT
will directly perform compliance checks on all payments made and included in monthly reports of NTF balances and aoguttals d

the 12" of each montbh, if possible
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Overall, the Review find¢hat the performance of the Secretariat against the responsibilities
set out in clause 9 (3¥ the Regulations hdseen extremely limitedand thatthereis currently
not a functional Secretariat as intended by the Regulations.

76. The Regulations reféo the NTF Board making Cabinet Submissions for approval of proposed project
expendituresThe Review find¢hat the Board has determined that Cabinet approval of the 3YAP is sufficient
so individual projects have not been submitted to Cabinet for approval

Recommendation

77. The Review recommendisat the NTF Secretariat should formally established, with staff designated,
budget provided and donor support provided for capacity building and transport policy and strategic
transport planningRecommendation 5). Further details of this recommendation are providedable 2 at

the end of this Section.

3.6 Planning and Prioritisation Processes undertaken by the Board, the Secretariat, and MID
(TOR 4.1d.)

Responsibilities and Functions

78. The Reviewconsidersthere is a need to separate discussion of the processes undertaken by the
Board and Secretariat (which should be at a Strategic Level) from those undertaken SiyM\BITPIU

(which should be more at a tactical and operational lev&tcordingly this section discusseé?lanning and
Prioritisation Processes undertaken by the NTF Board and Secretariat. Similar processes undertaken by the
MID-TIMS/CPIU are discussedSection 4.

79. As noted above he NTP states that The NTF Board will adviseegridsues, development options

and prioritisation of activities relating to the transport sector and the (National Transport) PlemBoard
functions include ensuring that projects are in accord with the NTP and listed in the-3Y Aot listed in

the 3YAR-can be considered to meet the overall objectives of the NTP. Thus the Board has both a policy
implementation role to see that the NTP is respected, and a strategic planning and decision making role to
see that projects follow the NTP and the BYBut it also has the ability to approve projects not in the 3YAP.

Performance

80. The Board does not appear to have had anlgstantivediscussions on the prioritization processes for
proposed expenditures for works, projscor transport services,rdor the annual updating of the 3YARor

do they appear to have they issued any instructions to MID on prioritization of proposals (which would detail
or amend the prioritization and processes used in the NTP).

81. MID CPIU has been preparitigaft programs of investments for Board approval based on the 3YAP,
asset management data and available fundifgnalisatiorand ratification of such programs by the Board
requires the Board to make decisions on priorities between (amongst other things), maioteaad
rehabilitation, allocations to modes and allocations by location. However to date the Board appears to be
simply ratifying the proposals put to it, without any substantive discussion.
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82. The Review considers that this situation should beifiedtin part with the strengthening of the
Secretariat, so that it ensures the Papers present
decisions. The Secretariat can both define the scope and contents lists for Board papers, arad act as
mechanism to ensure the appropriate focus of the papers. The Project Steering Committee could also assist
by shaping key information to be presented to the Board (in brief Executive Summaries of Reports) and

framing the draft resolutions for Board deicis (to be further developed by the Secretariat).

83. The Review considers thtite updating of the 3YAP can bddressedf the Board and Secretariat
(once strengthened) make the process for annual updating of the 3YAP, (as indicated in)the é¢TRASK.
The Review findghat as the current 3YAP was prepared in October 2010, and covers the
period 2010¢ 2013, a major update to produce a 2022016 3YA®is particularly urgent
and could involve significantly more work than subsequent annual up(aitédse 20142016
3YAP)

84. The Review was advised that there is considerable interest from Ministers, MPs and other community
leaders in the prioritizations of schemes for Annual Works Plans.

The Review findshat currently there appears to be no forinarocess for stakeholders to
provide their views and for these to be taken into account in planning and prioritization of
schemes. This situation could also be addressed if the process of annual updating of the
3YAP were to include a process of communitglvement in the prioritization (selection) of
schemes for year on year Annual work Plans.

Recommendations

85. The Review recommendsthatt he NTF Board should increase cons
provide greater di retcitdmno ft oAnv Wa li nWarhke mPlremsar( AWP
3 Y ARecommendation 6). The Review also recommengeparationof the 2014-2016 Transport Sector

Action Plan for the 20142030 National Transport Pl§Recommendation 7). Further details ofhese
recommendations are provided fable 2 at the end of this Section.

3.7  NTF Expenditure (TOR 4.1 e)
Responsibilities and Functions

86. Article 5 of the NTF Act specifies the purposes for which the money from the NTF may be used, within
the overarching purpose of developing, maintaining and managing transport infrastructure and services in
Solomon Islands

Performance

87. As noted aboveDFATis currently the only Donor providing funding to the NTF. ADB is considering
funding for NTF through a proposed new program, but it is currently envisaged this funding would be linked
to Policy Reforms.

“O1n line with emerging SIG practice, the time period for this plan may need to be extended to 5 years.
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The Review findgherefore that the NTF isot performing as intended.This raises the
guestion ofwhether support for the SWAp in the transport Sector can be achieved through
other means. Other Development Partners appear willing to support the SWAp and the
implementation of the NTP, but througlarallel financing.

The Review findshat the procedures for selection (from the NTP and 3YAP, verification (by
the NTF Secretariat) and approval (by NTF Board) of projects for NTF funding could also be
applied to projects which will be implemented tigbuparallel financing. Preparation and
implementation of such projects should be managed through the CPIU. The Development
Partner funding the works could also provide TA support to the CPIU for project preparation
and construction supervision.

88. The eyenditures to date of NTF have been on:

() Maintenance and rehabilitation of roads and bridges, with upgrading of river/stream crossings
(including construction of new bridges) included as part of the rehabilitation works

(i) Maintenance and upgrading of wharves and jetties.

(i) Training of MID staff, national consultants and contractors

The allocation by subsectors has been largely to roads with a small amount to wharves andljedies.
allocation has been determined by MID GRInd endorsed by the Board.

90. There has been no expenditure:on

0] “Mw roads”, meaning roads on new alignments, a
priority.

(i) Shipping service$ or other activties described in Clause 19 h, k&f the GA\/SIGDirectFunding
Agreement. (See Box 4)

BOX 4

Direct Funding Agreement — Paragraph 19
h. matters which are necessary to achieve compliance with the Shipping Act 1998, and with
international obligations under maritime conventions and agreetaen
i. transport related safety projects and

k. research, education and training related to maintenance, operation or development of
transport infrastructure; and retaining professional services for the proper financial
management of the Fund.

(iii) Aviation activities which are the responsibility of the Ministry of Communications and Civil AfAation

“ Shipping services are currently funded through a Franchise Shipping Scheme that subsidies cege@maurical shipping routes.
The FSS is currently funded as part of the AddBDomestic Maritime Support Project with funds from SIG, ADB anDEAT (ad
NZMFAhave also funded this project but only for its other component which is building whatvesanticipated by DFAMat when
this project finishes the shipping scheme may transfer to the NTF (or it could be funded by SIG outside the NTF).
“2However NZMFAT is providing parallel financing for civil works at Munda and Nusa Tupe Airports, for which MID is the
Implementing Agency.
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91. The expenditure on road and wharf maintenance is recurrent expendiRmad rehabilitation and
construction of new bridges is capital expendituféor longterm sustainable maintenance of transport
infrastructure, the objective should be that these recurrent expenditures are funded out of the SIG recurrent
budget

The Review findghat SIiGrecurrent budget allocations are currently inadequate fdr a
maintenance so it is appropriate that SIG and donor funds support maintenance under the
NTF at least in the medium term. In addition it should be noted that the recurrent budget
includes an allocation for the NTF of almost SBD12m (which has been tangieilputed to

the NTF in 2013) which could be deemed to cover some of the maintenance undertaken
through the NTF.

This aspect is discussed in more detaféattion G-inance.
Recommendations

92, The Review recommends that Infrastructure Maintenance (including emergency works) has always to
be the top priority for NTF expenditure, followed by rehabilitation and then new w®émmendation 8).

The Review also recommends that SIG ands Development Partners should considehether Expenditure

on projects not funded by NTF should be considered as contributing to NTP anfRa¥dkmendation 9).
Further details of these recommendations are providediahle 2 at the end of this Section.

3.9 Processes for Management of the NTF; and their practical application (TOR 4.1 f)
Responsibilities and Functions

93. Part 4Management of the Fundf the NTF Regulatiortescribes a number of processes that are
required, including:

@ Submissions to be prepared by MID or MCA

(i) Submission tde certified by the Head of Secretariat as consistent with NTP

(iii) Sufficient funds in the NTF to cover the entire period of implementation of the project

(iv) Adequate FM arrangements

(V) Formats and schedules to enable effective monitoring of projects

94. The NTF Rcedural Guidelinédreferred to above are limited t&inancial ManagemenGeneral
Purchase and@endering, Code of Conduct, Fraud, and Anti Corruption

Findings

95. The Review findthat there are weaknesses and limitations in the overall list of processes for
management of NTFTheresult is that it is not possible for théTFBoardand Secretariafor the MID CPIU

to have a clear picture at any time of the financial positionhef NTF, or the physical and financial status of
works being implemented using allocations from the NTF.

“*3National Transport Fund Procedural Guidelines March 2011
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96. The Review considers that the Board should be primarily responsible to ensure that robust processes
are put in place, and to define the policyrimaworks within which the details of the processes can developed
and put into operation by MID (and MCA). In exercising this responsibility the Board should be drawing on
SIG processé&sand generally be instructing MID to be following these SIG procems8$G processes

modified by the requirements of development partnef@etailed findings on the processes for Board

Meetings, Allocation of Works between NTF and SIG funding, and Program Prioritisation are discussed in
sections 3.3- 3.6 above. The ctailedfindings andecommendation®f the Reviewon Financial

Management are discussed $ection 5Findings and recommendations on Procurement are contained in
Section 6.

97. Risk Management Plans were included in the NTP and the ADB RRP for TBR¥PReview findghat
Risk Management does not appear to have been discussed atTth&bard, nor reviewed by DFOXTADB
since the start of TSDPhis is unfortunate as the Plans identify the risks of the operation of the NTF and the
implementation of TBP, as well as proposing sound mitigation measures.
The Review findghat the mitigation measures proposed are still valldheir application
would assist in strengthening the processes for management of the NTF.

98. Monitoring and Evaluation (M&E) Plans and key performance indicators were also included in the

NTP (October 2010), in the Design and Monitoring Framework (DMF) of the TSDP (November 2010), as well as
intheDFA The “final” DMF for TSDP was onl statafdheeed i n
Project.

The Review finds:

() There could be better integration tife indicators used between the three documents cited
above.

(i) The Board does not appear to have been provided with a set of Output and Outcome
Indicators with which to judge pgress, or to have reports provided of progress towards
targets.

(iii) Reporting to the Board is based on the requirements of TSDP as a whole rather than the NTF,
and includes items primarily of interest to ADBnnex 10 makesn assessent of reporting
againg DFAT requirements in thBFA and finds that this reporting has been both
incomplete and not timely until mi#013, when financial reporting requirements have been
met.

Recommendations

99. The Review recommends that the processes required for thmanagement of NTF funds and projects
should be developed and documented, including appropriate progress rep¢R#éegmmendation 10).

Further details of this recommendation are providedable 2 at the end of this Section. Details of the
processes antheir practical application should be the responsibility of MIIMS/CPIUso recommendations
21 and 22 in Section 4 addres®re detailed aspects of this recommendation.

3.10 Human Resources available to support Board functions and NTF management (TOR4.1 g.)

* Such as the Procurement and Contract Administration Manpeil 2013
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Findings

100. The Review findghe resources available in SIG are limitksl noted above the Secretariat is currently
only the HeadThe current MID proposals to theiBlic Service Commissiappear to make no provision for
providing other SIG staff for the Secretarihere are no dedicated resources for NTF governance and
management

Recommendations

101. The recommendations on human resources to support Board functions and NTF
management ee those relating to the staffing of the Secretariat (Recommendation 5 above)
and the operation of the CPI(discussed in Section 4 below).

3.11 Relationship between the NTF Board and Key Stakeholders
Findings

102. The Review findthat the relations between the NTF Board and key stakeholders are extremely
limited, as explained belaw

103. A view expressed to the Review Team (including by two Ministers) is that they fééTHeoard and
the NTF are distant from then8IG stakehdkrs in general said that they were unaware of what the Board
and the NTF are doing, and so questioned the need for anDbFiers with transport programs were
generally aware of the Board activities as some attended Board meetings.

104. The only relatioship with the private sector has been with the local contracting and consulting
industry through procurement processes, (plus some traini@iilarly the only relationship witGolomon
Islandspublic has been through the community consultation requiper to implementation of specific
works.There has been no engagement with the wider community on NTF policy, strategy or implementation
plans.

Recommendation

105. TheReview recommends thalhe NTF Board (through the Secretariat) should increasetiteach

to Stakeholders, with a view to enabling Stakeholders to have a better understanding of the role and
responsibilities of the NTF and the Board, and to better manage the expectations of Stakeholders of what the
NTF and the Board can do for thefRecommendation 11). Further details of this recommendation are

provided inTable2 at the end of this Section.
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Table 2

NTF Review Recommendation

National Transport Fund

Responsible

NTF Review Recommendations on Board Governance and Administration

Timing

1. SIG and it’s development partners should have frank and open
discussions about whether the NTF can be the only source of funding
for the SWAp

1.1 The discussions on the future of the NTF should focus
whether the objectives of the SWAgan be achieved through
an alternate approach based on long term partnerships,
sector coordination and SIG systems, with NTF as one of
multiple sources of sector funding

1.2 For NTF to realise it
sole source of funidg by SIG and its Donor Partners for the
SWAp, efforts have to be made to harmonise the fiduciary,
safeguard and procurement requirements of the different
partners

Sl

G and
Devel

opme

Partners

As soon
complreitoer
finald.

as
pt

sati o

desipgnopbse

sTtfI P

NTF Board (TOR 4.1 a)

2. Review and Clarify NTF Board Roles and Responsibilities
2.1 Establish clear lines of accountability which separate N
Board functions (and staff) from MID CPIU functions (and
staff), so that the roles and responsibilities of each function
are clearly understood and effectively and efficiently
performed to ensire NTF funded projects are built as
approved, on time, within budget and to the required level (
quality.
2.2 Confirm mechanisms for implementation of any NTF
funded activities to be undertaken by MCA
2.3 Transport policy and planning, including updaté the
NTP and overarching policy and program inputs to annual
updates of the 3YAP (future 5YAP) are strategic level plan
functions and so should be the responsibility of the NTF Bg
2.4 In view of the fact that not all donor funding is channell
through the NTF, and that the CPIU is implementing projec
form a variety of funding sources, consider widening the
responsibility of the NTF Board to cover review of projects
funded outside NTF

Boar d

MI D

Cha

As soon

as

3. Strengthen NTF Board Procedures and Strategic Focus of NTF
Board Meetings
3.1 The NFT Board should be considered as a Strategic I
decision making body. The items submitted to the Board
should also be at a strategic level.
3.2 The NTF Board, (after seekiagiae from the NTF
Secretariat) should give directions on the items to be
presented to the Board
3.3 Develop procedures for conduct of Board Meetings for|
inclusion in NTF Procedural Guideliise Annex 6)
3.4 Board Agenda should be tailored witkiiew to the
meeting being from one hour to a maximum of two hours

NTF

Boar d

NT&Fecr et a

NTF

NTF

NTF

Boar d

Secr e

Secre

For stag
starting
Meeti ng

ed
Wi
i n

Project Steering Committee (PSC) (TOR 4.1 b)

4. Review and Clarify Project Steering Committee (PSC) Roles,

Responsibilities and Procedures

®Sustainable Transpor't

Page48 of 142

I n(ffroarsmerrd cyt ulrr ea nlsmpwe gt nSeerctt oR r dDgervaerh o p me t



JOINTREVIEW OF THE SOLOMON ISLANDS NATIONAL TRANSPORTFINAUREPORT

January 2014

4.1 The PSC is to act as the Steering Committee forthe T9YHead of NStarting wi
Secretarilmeeting pos
advise NT mission
and Donor

4.2 The PSC should also act as a Donor Coordination

Mechanism for Donors who are undertakitignsport sector | Head o f Reports to

projects inSolomon Islandsrespective of whether such Secretari|lFeb 2014 Bo

projects are specifically referred to in the TSDP Meeting

Documentation (ADB RRP and linked documents)

4.3 ThePSC should review and provide technical advice to

NTF Secretariat on proposals submitted by MID and MCA Starting wi

be presented to the NTF Board for funding. Head cafet3Board Meet.

4.4 ThePSC should actively ensure that the key processes| Re cor d s

needed for management of the NTF are upgrdar

implemented, and monitor that they are effectively and Head of §Starting wi

efficiently utilised. In particular the PSC should Records meeting pos

(a) actively monitor Project Risk and ensure mitigation mi ssi on

measures are implemented;

(b) Ensuremonitoring indicators are understood by CPIUffste

Secretariat and Board, and that data is collected.

4.5 Draft Procedural Guidelines that will enable the PSC tc

fulfill these three functiongSee Annex 6)

Head of S
Starting wi
meeting pos
mi ssi on
NTF Secretariat (TOR 4.1¢)
5. The NTF Secretariat should be formally established, with staff
designated, budget provided and donor support provided forcapacity | NTF Boar ddAs soon as
building and transport policy and strategic transport planning

5 . Lh MTF Board should make a submission tothe Publig NTF Boar dAs soon

Service Commission that the NTF Secretariat be establishe as practica

a unit within the MID, within the responsibilities the Under

Secretary (Technical), and with an initial staff of two persorn

in two new administrative positions

5.8TF Board should consi denr

a nalocation of funds from the NTF for the salariesofthe | NTF Boar d Feb 14 Boar

two new administratie positions, and for other costs

associated with the operation of the Secretariat

5.3 Develop Board/Secretariat procedures as set out in the

NTF Regulations for inclusion in NTF Procedural Guideline

5.4 Train/Capacity Build Secretariat Staff NTF SecreStarting as

practical
ADBA 7715 When appoin

5.5 Provide Transport Policy and Strategic Planning Techn ADB & DFAT Starting as

Support to the NTF Secretariat, and considew this position practical

should be filled and funded

Planning and Prioritisation Processes — Undertaken by the Board and
Secretariat - (TOR 4.1d.)
6. The NTF Board should increase consultation with SIG colleagues NTF Board Starting wi
and provide greater direction to MID in the preparation of Annual
Work Plans (AWP) and annual updates of the 3YAP
6.1 I n order to develop ¢ Starting wi
of the NTF f un dshauldeoomunisatethe | NTF Secr e

concept of the Rolling Pgnam of the 3 YAP and that this
Program is to be updated on annual basis, for the producti

of Annual Work Plans (AWP).
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6.2 TheBoard should then seek views of Ministers and MPs
the prioritisation of schemes for inclusion in the AWP as pa8
of the process of preparation of AWP, and again in mid yea
the review of AWP. The Board should also communicate t
completed AWP (and updated 3YAP) to Ministers and MPs
6.3 The Board should direct MID to undertake an annual
update of the three year rolligp program based on

(i) The data provided in Appendixes D and F of the 3YAP,
(particularly the year by year prioritisation in the Appendix |
of the 2011-2013 3YAP),

(i) Advice from MID Asset Management Unit (AMU) and
(i) Inputs from Ministers antPsto MID,

6.4 The Board should also give directions to MID on reviey
of prioritisation of schemes that are required due to change
in SIG policies such as the Medium Term Development Plg
(MTDP). MID should then consider whether such changes
would impact on the detailed priorities in Appendix E of the
3YAP, as well the three year rolling program in Appendix F
6.5 Pending any formal updating of the 2042013 3YAP,
the overall priorities for funding should continue to be base
on the year by year jritisation in the Appendix F of the
3YAP, and advice from MID AMU.

NTF

NTF

NTF

M

D

and

Secre

Boar d

Boar d

TI
Pl

MS
ann

St arwiitrhg 20

Start

ne
aft

Start

ing wi

w SI G
ed and

ing wi

7. Prepare a 2014-2016 Transport Sector Action Plan for the 2011 —
2030 National Transport Plan
7.1 The Board should instruct MID to initiate an update of
the 3YAP, to include
(a) consideration of simplification of the Multi Criteria Analy
prioritization process,
(b) introduction of transport criteri& and changes in hon
transport SIG Policgée(such as the MTDP), and
(c) making the 3YAP a more widely available public docum
(d) consideration of National Infrastructure Investment Plan
7.2 The NTF Board should consider allocating funding this
3YAP Update from NTF.
7.3 The Secretariat shisbiprepare the TOR and use MID TI
Procurement Unit to assist in the hiring of consultants.

NTF

NTF

NTF

Boar d

Boar d

Secr e

Start
pract

(@]

NTF Expenditure (TOR 4.1 e)

8. Infrastructure maintenance (including emergency works) should
always to be the top priority for NTF expenditure, followed by
rehabilitation and then new works

8.1 The priority of the use of NTF funds should be
1.Maintenance (including emergency works)
2.Rehabilitation and
3.New works (including new works associated with
rehabilitation).

These priorities should always be respected.

8.2 The actual SBD amouofitfunds allocated to maintenanc

should be determined by the MID TIMS AMU, and be direc

related to achieving the TSDP performance indicator for
maintenance

8.3 The objective should be to fund steady state (i.e. once

M

MI

D

D

and
(PPU)

MI

MI

D

D

TI MS

Tl MS
Pol ic

Tl MS

and M

o

o T~ oo T 0
Q@ 3T 3 —n

B u
St
f o
Bu

O C —*+®d®C <O

Starti

f or mu
Budge

Starti

*® Such as traffic flows of people, goods and vehicles, and journey times
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TSDP performance targets ar@thmaintenance (as defined practical
by the MID TIMS AMU) out of the SIG recurrent budget. T
achieve this objective, NTF Board needs to receive from M
AMU robust estimates of maintenance budgets required, a
to submit to and discuss these budgets with MoFT.

8.4 NTF (and MID) accounts should always distinguish

recurrent budget allocations and expenditures from MI D Finan Starting wi
development budget allocations for capital expenditure on formul ati &n
rehabilitation and new works. Budget s
9. SIG and it’s Development Partners Expenditure should consider SI' G and Pritor final.
whether projects not funded by NTF can be considered as Devel opme/t he design
contributing to the NTP and 3YAP Partners proposed AL

9.1 Donors should discuss whether sector coordination is
achieved by undertaking activities in the NTP and 3YAP, a
whether NTF is onlyne of a number of financing mechanisn
for this SWAp.
9.2 Donors not providing funding to NTF should consider
whether it would be useful and appropriate to keep the NTH
Board informed of their support to the SIG Transport Secto
including as follows
0] Selecting activities for financing from the
NTP and 3YAP and submitting them to the NTF Bg
with a request for i ssuU
Objection Letter” to si
supportive of the NTP and 3 YAP.
(b) As applicable idading the proposed
activities in the Country Partnership Agreements (
equivalent) discussed and agreed with SIG, and th
sending these Agreement
I nformation”
(c) Reporting to NTF Bo
the progress of implemaation of projects.
9.3 So that the NTF Board in fully informed when making
decisions on allocations of funds, annual budgets and
projections presented to the NTF Board should include the
projects funded outside of the NTF (as is current practice fq
SIGBudget documents of MoFT).
9.4 Consider adjusting the role and responsibilities of the |
Board to include Recommendation 9.2 above, and any
adjustments to the NTF Act and Regulations that such a
change could require.

Processes for Management of NTF and their Practical Application
(TOR 4.1 1)

10. The processes required for the management of NTF funds and Head of NStarting as
projects should be developed and documented, including appropriate | Secr et arijpracti cal
progress reporting

10.1 Processes Required. The key processes required for

management of the NTF are considered to include: Head of §Starting as

and Direclpractical

a) Board Meetings (discussed above) to confir
b) Decision making process for allocation of worksinf pr oces s e s
NTF funded or SIG funded listssfaissed above)
C) Prioritisation of works in programs (discussed aboy
d) Financial Management, including reporting on
financial and physical progress of worksee Section
5
e) Overall planning, design, procurement and

implementation of works with key stepsSee
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Section 4 on CPIU
f) Reporting on physical and financial progr“éss
0) Procurement see Section 6
h) Risk Management
i) Monitoring and Evaluation (M & E) against Key
Performance Indicators
The processes for which the NTF Secretariat is largely
responsible (adistinct from the MID TIMS/CPIU) are those
related to items (a) to (c), (h) and (i).

10.2 Processes to be upgraded or implemented

The Head of the Secretariat and the Director of the MID
TIMS/CPIU should

(a) Identify the systems that need to be upgraded
implemented, and the documentation needed to meet SIG
and Donor requirements

(b) Prepare a time and resource based action plan for
upgrading or implementation of the required systems, and
updating or preparation of the required documentation,
includingresponsibilities for the operation of the systems, a
then

(c) Ensure the plan is implemented

10.3 Progress Reporting

Progress reporting to the Board should be simplified and
limited to a summary of key items:

(a) Progress of the planning, design pnement and
execution of NTF funded works (and SIG and other donor
funded works)

(b) Progress of other aspects of TSDP Implementation

Recommendations 21 & 22 in Section 4 below address more detail
aspects of this recommendation.

He ad
Secretari

Di

He ad
Secretari

Di

of N
Act i
rector

Feb

of N
Start
rector

on
prepared
PSC Meeti
2014

Board

Pl an

by
ng
Bo

i ng wi
Meet i

Human Resources available to support Board functions and NTF
management (TOR 4.1 g.)

See Recommendation 5 on NTF Secretariat and Recommendations
23-26 on MIC and the CPIU.

Recommendations on human resources to support Board functiong
and NTF management are those relating to the staffing of the
Secretariat (Recommendation 5 above) and the operation of the CH
(see Reommendations 226 in Section 4 below).

Relationship between the NTF Board and Key Stakeholders

11. The NTF Board (through the Secretariat) should increase the
outreach to Stakeholders, with a view to enabling Stakeholders to
have a better understanding of the role and responsibilities of the
NTF and the Board, and to better manage the expectations of
Stakeholders of what the NTF and the Board can do for them
11.1 The Board should make Board paﬁ)salad Minutes of
Board Meetings publicly ailable, and send copies to
Ministers. This is one task of the NTF Secretariat
11.2 The Board Secretaritiould issue newsletters and pre
releases, as well as using web based social media
11.3 Communication/publicity plans should be prepared fg
all works including, press releases before, during @md

completion of construction and sign boards at the work site

NTF

NTF

NTF

MI

Secr e As

2014

Start
2014
Start
2014
To be
2014

Secr e

Secr e

CPI U

soon
g arti

as
ng wi
Board

i ng wi
Board
ing wi
Board
start

*"Reporting should be on a quarterly basis, with the armaporting to be included in the NTF Annual Report.

48 Subject to the need to keep projetsvel cost estimates confidential to preserve the integrity of procurement processes, unless it

were determined that
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4. Findings and Recommendations on MID TIMS/CPIU and Project Management and Implementation

Consultants
4.1 Introduction

106. The TOR for the Review did not make explicit reference to examining the funcéepensibilities

and performance of the MID CPIU or the Project Management and Implementatiohp (@kBultants.

However in dealing with the tasks listed in Section 4 ef TOR, the Review came to the view that these tasks
had to be treated separately for the MID CPIU and Consultants frofNTReBoard and Secretariat. The

Review considers that the NTF Board and Secretariat should be dealing with long term Strategiméolicy
Planning matters up to a 20 year time horizon. In contrast the MID TIMS/CPIU should be dealing with to
tactical and operational planning over a period of 1 to 5 years, as well as the planning, design, procurement,
implementation and supervision of wks".

107. The performance of the MID CPIU which acts as the implementation mechanism for the NTF
therefore became the second key matter the Review found needed to be addressed. The matters discussed
here relate to the responsibilities, functions andfoemance of the MID CPIU. To provide the basis for the
discussion of the performance of the CPIU, this section starts with a summary of these responsibilities and
functions. The key topics on which the Review focused in relation to the MID CPIU anlladtnare then
discussed. These are:

Planning and Prioritisation Processes undertaken by (WM@R 4.1 d)

NTF ExpendituréTOR 4.1 e)

Processes for Management of the NTF; and their practical applicGi®@R é.1 f)

Human Resources available to supporaBbfunctions and NTF managemefitOR 4.1 g)

=A =4 4 =4

108. The Review Team visited Honiara fré:a0" September2013. After this visit, the ADB undertook a

Mid Term Review (MTR) of the TSDP. The MTR accepted the Recommendations from this Review as an input
to MTR, in particular the recommendation to better align the consultant support to the CPIU to current MID
needs. An initial draft of the Review recommendations related to the CPIU and PMI Consultants is included in
the Memorandum of UnderstandindoU) of the MTR® as Annex &.

“SThe NTF Board should be focussed on the NTP and formulation of a 3YAP {20261¢hile MID TIMS should be focussed on
implementation of the 3YAP for 202D13.

** MEMORANDUM OF UNDERSTANDING, ADB Grant 0243/DFAT Grant/NZMSQLGTFaahsport Sector Development Project, TA
7715SOL: Supporting Transport Development Project, MIDTERM REVIEW MISSION Honiara, Solomefh3disnasriber 2013

*L. In the MoU Annex the recommendations are presented in a different order to the listing here, in order to match the paragraph

references in the MoU.
Pages4 of 142



JOINTREVIEW OF THE SOLOMON ISLANDS NATIONAL TRANSPORTFINAUREPORT January 2014

4.2 MID Transport Infrastructure Management Services (TIMS)

Responsibilities and Functions

109. The proposed organisational structure of TIMS as developed by ADB TA 7715 is discussed in section
2.14 above. The functional responsibilities and business processes of the units in TIMS are not clearly defined
in the proposals frolADBTA7715. This matter is discussed in more detail in section 3.8 below.

110. Inrelation to NTF Board activitidhe Review findghat asthe CPIU sits within the MID TIMS, the
TIMS(supported by the PMI Consultant), should be responsible for preparing
(@ Proposals for the NTF Board, and reporting on the physical and financial progress of
implementation (through the NTF Secretariat).
(i) The initial estimates of funding required to be included in the budget requests
submitted to MoFT for SIG Budget allbocas to NTF from the recurrent budget (for
maintenance) and from the development budget (for rehabilitation and new works).
Performance

111. The Review would concur with the comments made by the Permanent Secretary of MID in the
presentation to the Pulti Service Commissigrihat the issues impacting on the delivery of services by TIMS
are:

(@ Increase of maintenance and development budget allocations, but with no corresponding
increase in staff to plan, design and supervise implementation of the works
(i) Inability by private sector to absorb maintenance works outsourced from MID

The Result is that MID is not coping with expected delivery because of

() Overworked staff leading to inefficiencies
(i) Low morale due to overloading & low remuneration; difficultieattvact & retain staff

4.3 Central Project Implementation Unit (CPIU)
Functions and Responsibilities

112. The CPIU for TSDP is intended as the name implies to serve as the single central PIU to consolidate
the separate PIU that have existed on prewaonor financed Projects in the transport sectoGSwlomon

Islands The CPIU sits within the MID TR&Sd is staffed by existing MID personnel and supplemented by

the PMI Consultants financed by ADB to provide the required expertise to implement the NT

113. The CPIU is not just supporting implementing projects with NFT funding, but implementing projects
with three sources of funding;
i. NTF
ii.  SIG Budget (recurrent and development budget)
iii.  Donor funding not being channelled through NTF. This includes NZfMRhe Mundaairport
project

2 Ministry of Infrastructure Development (MIRP14 Posts Submissidfoses Virivolomo, Permanent Secretary
Conference Raw, Public Service Commission 3 September 2013
*3See The Project Organisation Chart in ADB PAM Section Il C.
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The Outputs that the CPIU is to produce for the TSDP are stated in Section VI (iii) of the ADB PAM

114. Within the TIMS organisational structure, the CPIU has a number of Job (Project) Managers
responsible for all aspectsf t he i mpl e nperna ja&fwrmoisitial scbping te aoimpletion of

works. A number of specialised units for geotechnical engineering, procurement, engineering design, social
safeguards/community consultation and environmental safeguards peosighport to the Job Managers.

There are also units for asset management and financial management. Specialised support in Monitoring and
Evaluation (M&E), labothasedequipmentsupported (LBE$yad maintenance is also provided by the PMI
Consultant.

The Review findshat the extent to which the structure and specialisgitsin the CPIUmatch
the proposed organisational structure and skills in MID TIMS is not clear.

115. The Director of TIMS is also the Head of the CPIU. The Deputy Directors (DD) and Chief Civil Engineer:
(CCE) in the TIMS organisational structure are also members of the CPIU. All members of the CPIU are locatec
together in the same office which is ire@parate building to the main MID Office, but close to it.

4.4 Project Management and Implementation Consultants supporting the CPIU
Functions and Responsibilities

116. The TOR for the Consultants supporting the CPIU is contained in Sectionthé B BB PAM (and

included inAnnex 5). The TOR shows that the Consultants have two key tasks:

(i) Project Implementation and Managementt i KS RSaA 3y FyR RIF& (G2 RIF& AYLJ
management, and monitoring and evaluation of the Prdj&ct

(if) Capacity Building and Trainingto strengthen the technical and managerial capacity of MID, national
O2yadzZ Gryda FYR yFEGA2YIFf O2y(iNIOG2NR G2 STFFSOGAODSH

117. TOR for individual consultant positions for these two key tasksrangded, forinternational and
National Consultants, with indicative person months of inputs. The ovEGd also includes community
awareness raising and various surveys (including topographical and bathymetric surveys, infrastructure
condition surveys, and monitoring and evaluation).

118. No specific outputs are listed for the Consultants. It appeatstimplicit that the Consultants would
support the CPIU in the delivery of the outputs listed in the section above describing theTbieIU.
Consultants are required to support the MID with reporting requirements, but these relate to reports
required by B on the progress of the Project.

Findings
119, The Review findthat the TOR do not provide to the Consultant Firm:
(iii) An overall Scope of Work listing key tasks to be undertaken
(iv) Specific technical outputs for the project implementation compogémiaddition to the
outputs listed in the TOR for the CPIU or the individual consultants. (These outputs could
include items such as Draft Manuals for sub project assessments, Desigln@siid

** Sub Project is a term used by ADB to describe individual schemes of civil works within the TSDP
> Text in quotation marks and italics is takearfi the ADB PAM Section VI D Consultants Terms of Reference
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Procedures, and technical specifications which could then be adopted by MID for
upgrading of SIG systems).
(v) Specific outputs for the capacity development component, with indicative timelines
(vi) Any requirement to assist in achieving the targets listetthe monitoring indicators.

The Review also findhat the extent to which the structure and specialised skills of the PMI Consultant Team
supporting the CPIU match the proposed organisational structure and skills in MID TIMS is not clear.

120. The ADBunded PMI Consultant has been in operation for two years but has not provided the
required support. This is in part due to the diversion of Consultant resource to support the Secretariat but
also because the performance of the PMI Consultant which has less than satisfactory.

The Review findghat the lack of support to Board functions and NTF Management is also due to the design of
the TA support being out of alignment with Board/NTF/MID requirements. As examples;

(i) The TOR for the PMI Consultdefines key technical specialists and the tasks that these specialists
are to undertake. The MID has defined Job (Project) Mangers for projects/programs of works, from
scoping to completion of works. But there is no one (except the Team Leader) in therBiMtant
Team who is tasked to assist Job Managers with project management.

(i) The TOR of the specialists make no reference to producing specific deliverables

(iii) The outputs of the PMI Consultant make no reference to producing physical and financial progress
reporting reports, yet these are fundamental to NTF management.

(iv) The FM specialist has a 6 person month input, but MID CPIU lacks a robust works project based FM
system for resource allocation, cash flow and contractor payments.

(v) Only the TOR for the Transp®&olicy and Coordination Specialist contains tasks (f & g) which refer
explicitly to the NTF.

Recommendation

121. The Review recommends that the PMIconsultant team supporting the CPIU should be redesigned to
better align the support to current MID eeds. This redesign shouldebaddressed through discussions

between MID, PMI Consultant and ADB on the TOR and person month inputs of PMI Consultant Specialists
(within the financial envelope of the current contra(Recommendation 12). Further details dthis
Recommendatiomre provided irTable 3 at the end of this Section.

4.5 Planning and Prioritisation Processes undertaken by MID (TOR 4.1 d)
Findings

122. The Review findghat the level of planning and prioritisation for which MID TIM@&sponsible is not
clearly defined. As noted above, the Review considers that the I@BIU should be dealing witdctical and
operational planning, as well as the planning, design, procurement, implementation and supervision of works.
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Recommendations

123. The Review recommends therefore that the CPIU should not be undertaking strategic planning and
that the project management and implementation consultant teahould not be providing strategic

planning advice to MID TIMBecommendation 13). The Review also recommends that the MID TIMS

should focus omperational andactical Planning with a-b year time horizon, with the Asset Management
Unit being given primary responsibility for these activities. The scope of work of the position of Asset
Management Advisor in the PMI Consultant Team should be amended to reflect this focus. Consideration
should also be given to adding a new PMI Consultant position to provide advice on tactical planning, and
budget and work flow options to meet variations in 8l@igets and changes in priorities over the course of a
year(Recommendation 14). Further details of these Recommendaticare provided irTable 3 at the end of
this Section.

124. MID CPIU has bedrasing the Annual Work Pla(&WP) on the prioritizationontained in the 201%

2013 3 Year Action Plan of the National Transport Plan. These annual work programs have been agreed by
the Secretariat before submission to the Board, (which implies that the Secretariat has also not undertaken
any separate priorization process)The Review recommends this approach should continue, taking as a
starting point the prioritization in Appendix F of the 3Y{Rétommendation 15).

125. In their initial work on prioritisation, MID was hampered by lack of an effectivet asanagement

system. This situation is now being rectified, with both the system and the Asset Management Unit (AMU) in
MID becoming more operational. (The Review notes that the MID AMU is now established and fully staffed
with MID personnel) The Review recommends this approach of basing prioritization of works (for which

funding will be sought from NTF) on a rational assessment of works by the AMU should continue, using
Appendix F of the 3YAP as a starting point and adjusting relative prioritied bathe asset management
surveygRecommendation 16).

126. The AMU has also been tasked with developing 3 year forward estimates of budgets needed for asset
management. The Review supports this task allocatiire. Review recommends that the AMU alsde

tasked with ensuring that the priorities from other SIG policies are reflected in the development of these 3
year forward estimategRecommendation 17). Further details of these Recommendaticare provided in

Table 3 at the end of this Section.

127. Despite these welcome improvements, the overall process of forward planning of budgets and
decision making as to whether proposals are submitted to tfE Bloard for funding or to MoFT for direct
funding by SIG is unclear. The Review understands thasftilliBas to follow MoFT procedures even for NTF
funded activities. This matter is addressadnore detail in the SectionBinancial Management.

128. Based on discussions with CPIU staff and PMI consulthatReview findghat the overall workload
and priorities for the CPIU, including the work flow of NTF projects and the priorities for SIG funded works
within the CPIU do not appear to be clear or well understood, and the overall management of the process
merits some attentionThere are threeaspects to this issue.

0] MID staff appear to consider the planning, design and procurement processes for NTF projects to
be more onerous than the process that previously applied (and may still apply for SIG funded
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projects). Of particular concern to MHiaff are the different requirements for community
consultation, environmental assessment/management (safeguards) and feasibility studies.

(i) Allied to this is a feeling amongst MID staff who are Job Managers that they are no longer in
charge of the overdprocess form scoping to completion of implementation, (as they were prior
to NTF).

(iii) The overall workload on the Job Mangers and the numbers and availability of MID staff who are
to act as counterparts for the PMI Consultants. These aspects of projectymaent and work
flow management do not appear to be explicitly within the scope of work of the PMI Consultant.

Recommendations

129. The Review recommends that the CPIU (with PMI Consultant support) focus more on implementation
of current SIG as wedks NTF priorities, increasing outputs, and shortening the overall delivery time from
scoping to completion of worRecommendation 18). The CPIU shoukhsure that the work flow matches

the capacity of the CPIU staff and PMI consultaiRscommendation 19) and develop a clear process for
movement of projects through the different stages from scoping to compld¢Renommendation 20).

Further details of these Recommendaticare provided in Table 3 at the end of this Section.

4.6 NTF Expenditure (TOR 4L e)
Findings

130. A number of the findings of the Review discussed in section 2 above in relation to NTF Governance
apply equally to MID CPIU. They are repeated here so that each section can stand alone in relation to findings
and recommendations.

131 The expenditures to date of NTF have been on:
@) Maintenance and rehabilitation of roads and bridges, with upgrading of river/stream
crossings (including construction of new bridges) included as part of the rehabilitation works
(b) Maintenance and upgrading of wharves and jetties.
The allocation by subsectors has been largely to roads with a small amount to wharves and jetties. The
allocation has been determined by MID CPIU and endorsed by TRBoard.

132. There has been no egpditure on
(a) “New roads”, meaning roads on new alignment
been a higher priority.
(b) Shipping servicé%or other activities described in Clause 19kof the Government of
Australia /SIG Funding Agreement.
(©) Aviation activities which are the responsibility of the Ministry of Communications and Civil
Aviatior?’,

% Shipping services are currently funded through a Franchise Shipping Scheme that subsidies cege@maurical shipping routes.
The FSS is currently funded as part of the AddBDomestic Matime Support Project with funds from SIG, ADB and EU (Aus and NZ
have also funded this project but only for its other component which is building whalvesanticipated by DFAMat when this
project finishes the shipping scheme may transfer to th& Kor it could be funded by SIG outside the NTF).
*"However NZMFAT is providing parallel financing for civil works at Munda and Nusa Tupe Airports, for which MID is the
Implementing Agency.

Page59 of 142



JOINTREVIEW OF THE SOLOMON ISLANDS NATIONAL TRANSPORTFINAUREPORT January 2014

133. The expenditure on road and wharf maintenance is recurrent expenditure. Road rehabilitation and
construction of new bridges is capital expendd. For long term sustainable maintenance of transport
infrastructure, the objective should be that these recurrent expenditures are funded out of the SIG recurrent
budget However, the Review findhat SiGrecurrent budget allocations are currently thequate for all
maintenance so it is appropriate that SIG and donor funds support maintenance under the NTF at least in the
medium term.

Recommendation

134. Recommendation 8 from Section 2 on NTF Governance is repeated here as it has equal relevance for
the PMI support to the CPIUhe Review recommends that maintenance should always be the top priority

for NTF expenditure, followed by rehabilitation and thesw works(Recommendation 8). Further details of
theseRecommendationare provided irTable 3 at the end of this Section.

4.7 Processes for Management of the NTF; and their practical application (TOR 4.1 f)
Responsibilities and Functions

135. MID (andMCA) should be responsible for proposing activities for funding to NTF Board and the
implementation of the activities for which the NTF Board has allocated funds. (As noted above it is assumed
that MCA will implement works through the MID CPIU). They laerasponsible for reporting to the NTF

Board on the progress of the implementation of the activities, and the use of the funds allocated to them.

136. MID TIMSD & M Unit (with support of MIZPIU) should be responsible for the implementation of
mainterance/rehabilitation/new works for roads and maritime transport) to which NTF has allocated funding.
It should also be responsible for preparation of technical reports and costs of projects to be submitted for
funding. MID TINbTransport Policy and PlanniGBPR Unit (with support of MIBCPIU) should be responsible

for preparation of the program of proposals for funding, including annual works plans, procurement plans and
annual as well as 3 year budget requests.

137. MID TIMS TPP Unit should be respomsibl assembly of MID submissions to NTF Board as well as
budget submissions to MoFT for activities.

Findings

138. The Review findgas discussed in Section &8ove) that there are weaknesses and limitations in the
overall list of processes for marergent of NTFThe result is that it is not possible for the NTF Board and
Secretariat (or the MID CPIU) to have a clear picture at any time of the financial position of the NTF, or the
physical and financial status of works being implemented using albosafrom the NTF.

139. The Review considers that the Board should be primarily responsible to ensure that robust processes

are put in place, and to define the policy frameworks within which the details of the processes can developed
and put into operatbin by MID (and MCA). (In exercising this responsibility the Board should be drawing on
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SIG process&sand generally be instructing MID to be following these SIG processes, or SIG processes as
modified by the requirements of development partners. MID should then develop and put into operation
the required processes.

140. The key processes required feffective management of the NTF are:

a) Board Meeting Management (discussed above)

b) Decision making process for allocation of works into NTF funded or SIG funded lists (discussed above)
c) Prioritisationof works in programs (discussed above)

d) FinanciaManagement, including reporting on financial and physical progress of works

e) Overall planning, design, procurement and implementation of works vethsteps

f) Reporting on physical and financial progréss

Q) Procurement

h) Risk Management

i) Monitoring and Evaluatio (M & E) against Key Performance Indicators

141. The processes for which the CPIU is largely responsible (as distinct from the NTF Secretariat) are
those related to items (d) to (g). The detailed findings and recommendations of the Review on (daFinanci
Management are discussed in Sect®onFindings and recommendations on (g) Precugnt are contained in
Section 6

142. Item (e) is a major part of the activity of MID TIMS and the CPIU. Yet the Review finds there is not an
agreed set of guidelinebusiness processes and procedures for these activities, whether for NTF or SIG
funded works’ The Review also finds that there is not yet agreement on the contents, level of detail and
style of the Feasibility Study Reports required for presentatiotn&NTF Board and which meet donor
requirements.

Recommendations

143. The Review has recommended (Recommendation 10) that processes required for the management

of NTF funds and projects should be developed and documented, including appropriate pregetag.

The Review also recommended that the Director of the WIRS/CPIU should assist the Head of the
Secretariat in preparing and then implementing a time and resource based action plan for the upgrading or
implementation of the systems required foranagement of the NTF, including responsibilities for the
operation of the systems. Financial management, procurement, risk management and M & E of the NTF
should be the first priorities.

144. To support the implementation of Recommendation fle Review recommends:

Recommendation 21  That themanuals, guidelines, business processes and procedures required by MID to
meet SIG and Donor requirements should defined and documented

*® Such as the SIG Procurement and Contract Administration Makpil 2013
%9 Reporting should be on a quarterly basis, with the annual reporting to be included in the NTF Annual Report.
® The Review notes that the Draft Position Paper for MTR Team, 14 October 2014 prepared by MID proposed a Systems
Audit to address this issue.
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Recommendation 22 That examples of the contents, level of detail and stylE®feports required for the
NTF Board and to satisfy Donor requirements should be established

Further details of the Recommendatioase provided irTable 3 at the end of this Section.
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4.8 Human Resources available to support Board functions and NTF management (TOR 4.1 g.)

Responsibilities and Functions

145. The human resources available to the CPIU to support Board functions are the current 26 staff
supported by the PMI Consultants. Asted earlier only tasks (f & g) of one member of the PMI Consultant
team (Transport Policy and Coordination Advisor) relate to support for the NTF B@ard this position is
currently vacant. DFAT is currently providing one advisor who is currentiytakihg this task of support to
the NTFBoard as one of their tasks.

147. The MID CPIU is currently performing NTF management tasks, supported by the PMI Consultants, due
to the lack of a functioning NTF Secretariat. This diverts the Consultant res@uvag from other important
tasks in their TOR.

Findings

148. The Review find¢hat
The new organizational structure of MID (discussed in sedtibabove) does not identify
0] the functional responsibilities of the reformed units or
(i) the new business processes (to match the reformed service orientation of MID).

However, he Job Descriptions of the Deputy Directors do include a description of their functional
responsibilities

Recommendations

149. The Review recommends:

Recommendation 23 MID should develop a more functionally based organization chart for MID TIMS/CPIU,
and then as required adjust the TOR of the PMI Consultant experts and TIMS staff to align with this functional
structure, all with assistance from ADB7AS

Recommendation 24 MID TIMS should develop new business processes to match the service orientated
roles and responsibilities of the functional units in the revised organizational Structure also with assistance
from ADB TA 7715

Further details of thee recommendationare provided irTable 3 at the end of the Section.

150. A number of positions in core functions in the MID TIMS, including the Heads of the Financial
Management and Procurement Units are currently not filled. Instead, the jobs arg bedertaken by

international ornationalPMIconsultants. The Review recommends thattheM|l D TI MS Cor e posi
should be establi shed a-odr sctoanftfreadc taesd ao untatitfert hoef [x
t he s h ¢Recommendation 25).

151. The value of works that can be planned, designed and implemented using the MID Staff and the CPIU
would appears to be less than the funding available for woTke Review recommends an assessment be
made of how this issue can be overcotheough more efficient and effective use of the current human
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resources (MID staff and PMI Consultants) or contracting out work to other consulR@etsnmendation
26). Further details of these recommendatioase provided irTable 3 at the end of the Sation.
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Table 3

Implementation (PMI) Consultant Support to the CPIU

NTF Review Recommendations on MID TIMS/CPIU and the Project Management and

NTF Review Recommendation Responsible Timing
12. The project management and implementation (PMI) consultant ADB and Started
team supporting MID should be redesigned to better align the support Consul t a|during TSDF
to current MID needs. MTR
12.1 The most pressing needs are for Complete by
(i) Support for project management, contract management, Feb 2014
reporting on physical and financial progress of projects to NTH NTF Board
Board,
(iiy Development of Feasibility Study and safeguards documentat]
that is commensurate with the scale and complexity of the wo
being undertaken and
(ii) Institutional development of the CPIMID TIMSas well as
(iv) Ongoing financial management.
12.2 The PMConsultant should appoint a Project Management
Advisof* who would take over some of the tasks of the Team Leag
— particularly the project management aspects of the Team Leade
tasks (a) and (b), as well as providing specific project manageme
advice toMID Job Managers and developing the TIMS business
processes.
12.3 The position of Transport Policy and Coordination Advisor
should not be included as part of the Capacity Building and Traini
to the CPIU, but should be allocated to support the NTF Setae
The TOR should be amended to include certain tasks from the TC
the Asset Management and Transport Planning Advisor (as set oy
Recommendations 13 & 14).
12.4 The TOR for the Asset Management and Transport Planning
Advisor should be amendexs set out in Recommendation 14 belov]
Planning and Prioritisation Processes undertaken by MID
13. The CPIU should not be undertaking Transport Policy and Planning ADB, D F A| Started
(Strategic/Long Term) or be getting advice on these matters from the P MI Co n s| during TSDH
PMI Consultant to agr ee|l MTR
13.1 Do not provide for a unit with a Strategic/Long Term Complete by
Transport Policy and Planning function in MID TIMS/CPIU. Feb 2014
13.2 Dot provide for PMI Consultant advice on NTF Board
(Strategic/Long Ternfjansport policy and planning to the CPIU
(Advice on these matters should be provided to the NTF
Secretariat as noted in Recommendation 12). From Feb
13.3 Consider renaming the TIMS Planning andclydlnit as the| M1 D 2014
Planning, Programming and Budgeting Unit to reflect this chal
14. MID TIMS should focus on Operational (Annual) and Tactical (1-5 Ml D, ADB|St arte
years) Planning with PMI Consultant support adjusted to reflect this and PMI during
focus Consultal MTR,
14.1 The TOR of the PMI Asset Management and Transport Complete by
Planning Advisor should be amended. Task (j) Assist MID stg Feb 2014
regular updates of the NTP and all referentefransport NTF Board

planning, should be deleted from the TOR, and the position
renamed Asset Management Advisor. (These tasks should b
reassigned to th@osition of Transport Policy &oordindion
Advisor, as set ouh Recommendation 12).

14.2 The rescoped PMI Asset Management Advisor should

continue to provide capacity building and training on operatior|

Page65 of 142

®. The tasks proposed for this position are additional to the tasks in the current TOR for the PACTAM TralispértiAsor.



JOINTREVIEW OF THE SOLOMON ISLANDS NATIONAL TRANSPORTFINAUREPORT

January 2014

planning, programming and budget inputs for maintenance an
rehabilitation works

14.3 Consider providing a new position to providpawity Ml D, A DB|ByFeb?2014

building and training on tactical planning, and budget and wor| DF AT

flow options to meet variations in SIG Budgets and changes ir

priorities over the course of a year
15.MID TIMS should continue to use the 3YAP as a starting point forthe | M| D, ADB|Prepar
Planning and Prioritisation Processes (for sub projects) DFAT to of 200MH
16. MID should continue to base prioritisation of works (for which MI D @il U Pr epan
funding will be sought from NTF) on a rational assessment of needs, PMI Consultant | o f 201
(using as a starting point the 3AYP), and adjusting relative priorities support
based on the results of the Asset Management Surveys.

16.1 This task should be undertaken by the Asset Manageme

Unit

16.2 The prioritization should be based on the Three Year Ro

Action Plan in Appendix F of the 3YAP, rather than the rankin

Appendix D.

16.3MID TIMS Asset Managemeddtit (AMU) agart of their

workload, should be the lead unit for updating on an annual b

the proposed implementation dates of the sub projects in the

three year rolling program in Appendix F of the 3YAP.
17. The AMU should be tasked with ensuring that the priorities from MI D @il U Prepar
other SIG policies are reflected in the development of the 3 Year forward | PMIConsultant | o f 201
estimates of budgets needed for asset management. support

17.1 The AMU should review whether there is aecéor changing

the prioritization of projects due to changes in Development

Priorities, Provincial Equity or other non transport factors, sing

the NTP was prepared.

17.2 This should include consideration of the policies in the

MTDP
18. The CPIU (with PMI Consultant support) should focus more on MI D @ikl U Stra ed
implementation of the current priorities, increasing outputs, and PMI Consultant [dur i ng
shortening the overall delivery time from scoping to completion of support MTR
works.

18.1 The issues that are slowing implementation have to be

clearly identified and systematically resolved.

18.2 Where the CPIU does not have the powers to resolve

problems, is should seek the support of the NTF Board
19. The CPIU (with PMI Consultant support) should ensure that the MI D @ikl U St art e
work load and work flow and priorities of all members of the CPIU PMI Consultant |dur i ng
match the overall priorities of work being undertaken by the CPIU, and support MTR
be reviewed and adjusted on a regular basis to ensure that timelines for
delivery of CPIU priorities are met
20. MID should develop a prioritization process for the use of resources, | M| D @ikhl U/ St ar t e
and for determining the movement of projects through the different PMI Consultant |dur i ng
stages of planning, design, procurement and implementation based on support MTR

the AWP.
20.1 NTF funded activities should be afforded first priority.
20.2 If this is not feasible, then consideration could be given t
definingseparate sub groups in the CPIU for NTF and SIG fun
projects.
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NTF Expenditure (TOR 4.1 e)

8%, Infrastructure maintenance (including emergency works) should MI D TI MS
always be the top priority for NTF expenditure followed by

rehabilitation and then new works.

8.1. The priority of the use of NTF funds should be MI DI MS Starti
1.Maintenance (including emergency works) Panning (for mul
2.Rehabilitation and Policy Uof the
3.New works (including new works associated with Budget
rehabilitation). Starti

The® priorities should always be respected. MI D TI MS|t he

8.2 The actual SBD amount of funds allocated to maintenanc| formul

should be determined by the TIMS AMU, and be directly relat of the

to achieving the TSDP performance indicator for maintenance Budget

8.3 The objective should lte fund steady state (i.e. oncethe | MI D and |Starti

TSDP performance targets are met) maintenance (as defined soon a

the AMU) out of the SIG recurrent budget. To achieve this pract.i

objective, NTF Board needs to receive from MID AMU robust

estimates of maintenance budgets requireshd to submit to

and discuss these budgets with MoFT. Starti

8.4NTHandMID) accounts should always distinguish recurref MI D Fi na|f or mu |

budget allocations for maintenance from development budget of the
allocations for capitagéxpenditure (rehabilitationiew works). Budget
Processes for Management of the NTF & Practical Applications (TOR.1 f)
21. The Manuals, guidelines, business processes and procedures CPIU Consultanty Complete by
required by MID to meet SIG and Donor requirements should defined and MID Feb 2014
and documented. NTF Board

21.1 Definghe documentation that MID needs to meet SIG ar

Donor requirements in the delivery of TSDP and for the longe

term sustainable support of NTF operations.

21.2 List what is what is currently available including draft

documents produced to date by CPIlLhsaltants.

21.3 Agree what is missing and establish a time bound plan f

the production of the outstanding documents

22. Examples of the contents, level of detail and style of FS reports CPIU Consultanty Complete by
required for the NTF Board and to satisfy Donor requirements should be | and MID to Feb 2014
established. produce. ABD NTF Board

22.1 Establish examples of the contents, level of detail and s| and Australian

of FS reports required for NTF Board and to satisfy Donor Aid to review

requirements— particularly with respect to procuremenFM,

gender, and safeguards and non safeguards (economic

evaluation, engineering design) aspects of FS.

22.2 Establish a time bound action plan for agreement of suc

example reports, and their future use.

22.3 Match these reporting requirements toalable SIG data

sets and develop protocols for compiling NTF Board reports

Human Resources available to support Board functions and NTF

management (TORA.1 g.)

23. MID should develop a more functionally based organizational ADB TA 7|/Starte
structure for MID TIMS/CPIU MI D during

23.1 Withinthe proposed organizational structure of MID TIMS MTR.

(PS Presentation of 3/9/13 to PSC), discuss and agree (with

assistance fror\DBTA 7715) o a more functionally based

structure of functions.

23.2 In addition to the proposals in the MID Capacity

Development Plan (which covers recruitment, trail’?ﬁng

%2 Recommendation 8 from TableiSrepeated here as it has equal relevance for the PMI suppadhst&PI1U.

63 Proposedraining foruse of MYOB in MID (P.17, Para 42) to strengthen accounting for projects, is not endorsed.
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5

5.1

capacity building, institutional development, and change
management) support is required fdetailing of the functions of
the reformed units

23.3 Align the PMI Consultant experts to support the
development of these functions, and the activities of the staff
these functions.

23.4 Adjust the TOR of the PMI experts as required.

23.5 Adjusthe Job Descriptions of the MID Staff as required

24. MID TIMS should develop new business processes to match the
roles and responsibilities of the functional units in the revised
organisational structure

24.1Within the proposed organizational structure of MID TIMS
(PS Presentation of 3/9/13 to PSC), and in addition to the
proposals in the MID Capacity Development Plan new busine
processes should be developedittwassistance from TA 7715.
242Anexampledfuch new business w
Approach” to works which is
Approach.

24.3 Newbusiness processes could also result from the
implementation of Recommendations 21 and. 22

ADB TA 7
MI D

Starte
during
MTR.

25. MID TIMS Core Functions should be established and staffed — or
contracted out if the positions cannot be filled in the short term.

25.1 In functional areas (including Procurement, Safeguards,
&E) where there are no MID counterparts, discuss realistic
timelines for establishment of the core MID staff, and the
continued supply of this function by Consultants.

25.2 Discuss and agree the extent of continued consultant
support required even after the core MID staff are appointeat
whether some functioe may need to be *“
national and/or international consultants for the foreseeable
future; and how this will be funded.

MI D, ADB
7715 and
Consul ta

By Feb

26. The CPIU Capacity (with PMI Consultant support) to deliver NTF, SIG
and other donor funded works should be assessed and mechanisms
required to meet any shortfall put in place

26.1 Asses the value of maintenance/rehabilitation/new work
that MID TIMS can realistically process with PMI Consultants
providing supporadvice/assistance and capacity building as p
current TOR.

26.2 Compare this to the levels of MID staff and consultant
inputs required to process

(a) works to spend funding provided by NTF,

(b) parallel requirements for works with direct SIG funding

(c) projects funded directly by donors.

26.3 Discuss and agree on arrangements that need to be put
place to

(a) achieve required works outputs and

(b) desired capacity development of MID.

These should include consideration of consultants takingcti
responsibility for doing work and delivering outputs within the
CPIl U framewor k. I n other wo
consultants to deliver certain projects as one stream of activity
parallel withPMI consultants supportingllD staff to delive

other works.

Director
and PMI
Consul ta

Starte
during
MTR.

Main findings and Recommendations — NTF Financial Management

Introduction
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152. Figure 1 summarises NTF funds flows as at September 2013, with the different actors identified
bold. This diagram is included early in the analysis of NTF financial management to emphasise the complexity
of the process and the number of actors that NTF depends on.

Figure 12 - NTF funds flow diagram, current arrangements

NTF RESOURCES MOBILISATION

NTF EXPENDITURE
SIG Budget DFAT Grant
AUDF10mM minimum AUDF30M maximum
2011- 2015 2011-2015

CPIU NTF Contract

Payment Vouchers

CBSINTF
AUD

MID/ MoFT

I
I
I
PaymentVoucher I
I
L

Arcniint
MoFToperations
CBSINTF
SBD
Accniint
SIG Consolidated Holds
Fund surplus

/

ANZ'NTF Operating AccoBBD
\ \

v v

MOFTEFTs (1%)

ANZ:-SIG Creditors Account:-SBD

Ex-post reimbursements to SIG for

PRI SR | B N T i i I

MoFTprinted cheques (99%)

A 4
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153. Ef fective management of NTF funds is dependent
for disbursement, accounting and reporting, which is operated by Ministry of Finance and TréasEfyi(

the area below the dotted line irigure 1. Accordingly, the analysis of NTF financial management will look to

the effectiveness of the partnerships that NTF has built with the various actors that manage particular aspects
of NTF financial management

5.2 NTF resources mobilisation

154. The NTF Act is made to mobilise resources from SIG Recurrent and Development Budgets and donors
to fund National Transport Plan infrastructure priorities. The NTF Board is responsible to lobby SIG and
donors to contrilute to NTF; and for financial management of and reporting on these funds.

155. TheNTF Act allows for donors to enter into individual agreements with the Fund in terms of how
funds are to be applied and report&dThis flexibility is significant in financial management terms, because it
signals the neetbr the Boardfinancial management processes to account for and report on both-fomal

and ringfenced resources in NTFo date, donor contributions have beeor fpool fund use anthe NTF
Boardhavenot needed to manage and report on any rifgnced funding.

5.3 Contributions to NTF: 2011 to 2013

156. Table 4 below details provisional NTF contributions to date, by Fiscal Year, and compares these with
the terms d the Direct Funding Agreement between Government of Australia and Solomon Islands
Government DFA, being the only activéundingagreement with NTFThe Review strongly cautions that
Table4 be regarded as provisional only, especially the highlighteduants; noting that its content need to be
verified by external audit before it can be relied on for decisimaking purposes.

157. The basis for this strong caution is as follows:

(i) TheMoFTreport for 2013 SIG cash contributions notes three deposits td\fliE Operating Account.
However,MoFT advised CPIU separately on 9 July 2013 that SBD2,631,Paihase07229Q
Voucher INVL48966, Vendor V009515, Requisition Number MID 43EBT PAY0414y2vas
deposited to NTF in error and requires reversal

(i) The MoFT report for 2013 SIG creditors contributiofisincludes an amount of SBD4,856,312.80
(3/07/2013,INV-166063,Purchase invoice MID 323/20)Bat is also reflected ithe MoFTreport for
2013 SIG cash contributiofPurchase 097260, Voucher HI8§6063, Vedor V009515, Requisition
Number MID 323/13, EFT PAY05493aldoublecounting error;

% 3.5 (4), Natioal Transport Fund Act 2009. Solomon Islands Government, 19 March 2009

% Until October 2013, SIG made all NTF contractor payments out of the SIG Creditors ANZ Bank Account and

subsequently sought reimbursement for the majority of these payments from theANAOperating Bank Account. SIG

treats any uAreimbursed NTF contractor payments askind contributions to NTF under the Direct Funding Agreement.

For ease of reference, these are termed “SI G creditors
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(iii) BothMoFTreports for 2012 and 2013 SIG creditor contributiSm®ntain duplicate payments, which
represents double counting errors; and

(iv) MoFTreports for 2012 and 2013 Skseditors contributions are not been verified to NTF contract
details.

158.  Further, theMoFTreports a 2011 SIG creditors contribution of SBD9,656/0B8t the audited 2011
Financial Statements record a SIG creditors contribution of SBD3,05T1686.a material difference; and
lowers confidence iMoFTreporting.

159. Finally, the2012NTF Audit Management Letter Review indicates MafFTbank reconciliations were
incomplete for the ANZ NTF bank account as at 31 DeceBdRCPIU has been conduagiparallel
reconciliations for the ANZ NTF Operating Account to address delays; and to VsllidaEezconciliations.
This duplication of efforts is needed for CPIU to make timely and accurate reportimg NI F Bard.

160. The Review concludes thtoFTreporting cannot be relied upon for accurate NTF resources

mobilisation data; and includeBable 4 below as an indication of resource flows only.

Table 4 — Indicative contributions to NTF: SBD & AUD®® compared to DFA (R | { | T NR Ya 2lGazR f 0 &
NB LJp NIi a
. SIG cash SIG creditors SIG total DFAT cash
Fiscal Year N N . -
contribution contribution contribution contribution
2011 SBD Actual contributions 0 3,057,686 3,057,686 116,927,480 119,985,166
2011 AUD Actual contributions 0 381,594 381,594 14,998,286 15,379,88
2011 DFA contributions in AUD 2,500,00( 9,000,00 11,500,00
Actual AUD as % of DFA contributions 15.39 166.6% 133.79
2012 SBD Actual contributions 10,000,000| 8,212,98 18,212,98 6,909,120 25,122,10
2012 AUD Actual contributions 1,302,000 1,069,333 2,371,33( 920,00d 3,291,333
2012 DFA contributions in AUD 2,500,00(¢ 7,000,00( 9,500,00
Actual AUD as % of DFA contributior}s 94.99 13.19% 34.69
2013 SBD Actual contributions 17,487,58Q 8,878,40 26,365,99 33,686,000 60,051,997
2013 AUD Actual contributions 2,553,188 1,296,24 3,849,434 4,740,33( 8,589,764
2013 DFA contributions in AUD 2,500,00( 7,000,00( 9,500,00
Actual AUD as % of DFA contributions 154.09 67.79 90.49
TOTAL SBD Actual contributions 27,487,589} 20,149,07 47,636,66 157,522,600 205,159,264
TOTAL AUD Actual contributions 3,855,188 2,747,171 6,602,364 20,658,616 27,260,98
TOTAL DFA contributions in AUD 0 0 7,500,00 23,000,000 30,500,00
Actual AUD as % of DFA contributiorjs 0 0 88.09 89.89 89.49
N.B. - Amounts in italics and highlighted in yellow are provisional only; and need to be treated with caution.

161. The Review has considered the impact of these finding in NTF resources mobilisaéTor
working in partner government systeffisThe lack of controls in the centralised SIG Public Financial
Management system, as evidenced by NTF resource maioilisgata and banking errors, represents a

% Excel repds from SIG General Ledger. MeFWIS email offrri 27/09/2013 10:12 AM
®72011 Account 750National Transport Fund. MoFAMS Solomon Islands Governmeedger transaction
list,17/09/2013 1:41:29 PM
% Average annual exchange rates: 2011 SBD1=AUD02@%8:SBD1=AUDO0.1302; 2013 SBD1=AUDO0.A466ssed
http://www.oanda.com/on 30 September 2013.
% Terms of Reference for Assessing PFM at Sector or AgencyDeAgIMay 2013.
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significant accounting risk ©FATunds placed in NTF, which increases fiduciary Mskaging this risk to
DFATunds will require special measures to be taken to strengthen the efficiency, effectivenessobitgl p

of the resources management systemdvgFT Timely and accurate revenue reporting for NTF will form part
of the TOR for the MID/ NTF accounting capacity building design activity proposed by this Review. Further,
the monitoring of MOFT NTF reventeporting can be incorporated into the TOR for DEATunded
FinanciaSpecialisto be posted to MID.In the opinion of the Review Team, NTF resource management does
not meet accounting standards acceptable to Abahd is unlikely to meenostd o n cstaridard for

accounting or financial management of funding.

162. The Review recommends that NTF Boardeek assistance to conduct a rapid appraisal and design of
more transparent and timely processes for NTF resougoesfinanciamanagemen{Recommendation 27).

163. TheDFArequires that the Central Bank of Solomon Island n@iBAT" of all funds movements
through the two NTF bank accounts that they oper&&ATadvised the Review that they do not receive any
notices from CBSI; and so dot monitor movements through these accounts.

164. The Review recommends that DFATformally advise CBSI of its responsibilities to provide notification
of funds movements into and from the two NTF bank accoduitis will facilitate direct overgint of DFA
funding movement¢fRecommendation 28).

165. DFATHoniara FMA 9 approvers need to make reasonable enq(fitlest DFAtransfers are properly
managed, without unfavourable exchange rates or excessive bank fees being charged.

5.4 Interest earned on NTF cash contributions

166. The Review finds thahe NTF Barddid not exercise its powers under the S.4 (2) (a) of the NTF
Regulations and authorise the investment of surplus NTF funds in either 2011 or 2012. This resulted in an
opportunity cost to NTF of forege interest earnings of SBD5.03m. 3aaex 8.

167. The Review recommends that NTF Board Agenda needs to include a standing item for the Board to
consider whether, or not, to invest any surplus NTF funds consistent with Section 15 of the National Transport
Fund (Fund Management) Regulations 2010. NTF Board investment dearsitmbe minuted by NTF

Board Secretary anichplemented by NTF Fund Managerhichis currently MID CPI{Recommendation

29).

5.5 SIG Budget Appropriations to NTF: 2011 to 2013

70Page5,2.4.3.Account ing Standards acceptable to ADB are the
( I P SADB Fihancial Management and Analysis of Projects, 2005
" paragraphs 28 and 29, Agreement No 59114, Direct Funding Agreement between GovernmssttadibAand
Solomon Islands Government. DFAT, 20 May 2011.
2page 20, Para 7, Finance Circular 20110&hartment of Finance and Deregulation, 31 March 2011.
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168.

SIG Appropriations to NTF from 2011 to 2013 are included in the MID Recurrent and Development

Budgets.These Budget commitments are significantly larger than required bipEfeandthe cash

contributionsactuallymade to NTF.

Table 5 - SIG Budget Appropriations for NTF contributions: FY 2011 to 2013

NTF NTF NTF NTF SIG NTF SIG NTF
contributions contributions contributions contributions contributions contributions

Recurrent Development Total Total committed to Budget vs.
Fiscal SIG Budget SIG Budget SIG Budgets SIG Budgets under DFA Agreement
year SBD SBD SBD AUD AUD %
2011 14,526,909 2,000,00( 16,526,909 2,062,558 2,500,00( 82.5%
2012 12,269,295 32,000,00(|) 44,269,295 5,524,808 2,500,00( 221.0%
2013 11,525,103 40,000,00(') 51,525,103 6,430,333 2,500,00( 257.2%
Total 38,321,307 74,000,000, 112,321,307 14,017,699 7,500,000 186.9%

169. Comparing SIG Budget appropriations in each {Fsle 5) with audied SIG contributions ifable 4,

leads the Review to conclude that SIG Budgets are not a reliable proxy for experfditther, this data
signals that SIG has elected not to resource NTF from available butigetReview notes that PS MID is the
accounting officer for both MID and NTF; and so is responsible for authorisinG&h&ral Payment
Vouchers GPYto make cash contribiions to NTF from both SIG Recurrent and Development Budgets.

170.
allp a r texpecttions concerning realistic levels of NTF cash contribution from SIG Budgets; and that future

The Review recommends the NTF Bard conduct frank and open dialogue with stakeholders to adjust
SIG Budgets andTF Bard plans reflect this adjusted realiffRecommendation 30 -See also
Recommendation 1).

171.
contri butni Brud geert €

The SIG Development Budget also rec@&# Tcontributions to NTFThe extent to whiciDFAT

faBe 6lbelWw.ai | ed i n

Table 6 - SIG Development Budget data for DFAT NTF contributions

DFAT NTF DFAT NTF
contributions contributions
per SIG per SIG DFAT NTF
Development Development contributions DFAT funds
Budget Budget per DFA "On Budget"
SBD AUD AUD %
2011 32,449,500 4,049,698 9,000,000 45.0%
2012 59,330,89% 7,724,883 7,000,000 110.4%
2013 67,268,818 9,821,247 7,000,000 140.3%
Total 159,049,213 21,595,828 23,000,000 93.9%

The Review concludes thBfFATcontributions to NTF are On Budget on an Agnentto-date basis when

compared to actuaDFATcash contributions iTable 4.
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5.6 Partnership needed with CPIU for NTF financial management

172. BecauseNTF Bardagreed to useMoFTfinancial management systems for NTF payments processing
and financial reporting, NTF relies on a partnership with CPIU to implement and repdTmBoard
approved, Uprojgctgual i fying’

173. To be an effective partner to NTF, CPIU needs to trevéollowing skills:

(i) effective engineering planning, design and supervision capacity;

(ii) robust project costing, resources mobilisation and cash flow management;
(i) transparent procurement, tender and contract award processes; and

(iv) regularly updated expenditurmformation to support financial reporting.

NTF Boardepends on CPIU capacities in itefiijsand (iv) for financial management and reportinghis is
because theNTF Boar@nd its Secretariat have no implementation roles, but are legally accountable for
selecting qualifying projects for NTF funding and for oversighting the use of all NTF funds entrusted to them
by SIG and donors.

174. The Review notes that many governments combine most of aspects of (ii¢arsd (iv) above into an
automated project mangement tool.This is a database that records every approved project from contract
award to practical completion, noting key dates, costs, variations and with regularly updated budget and
expenditure information for financial reportinhese systems need be supported by clear lines of
responsibility and sound administrative procedures; and offer a comprehensive and sustainable approach to
preparing project progress and financial reports.

175. The alternative is to regularly compile data sets from mudtgdurces into a single document e.g.
using Microsoft Excel, a process that can be prone to data entry errors and lacks systemic controls over
completeness and accuracy of the data being compiled and reported.

176. TheNTF Boarthas full legal authority to determine the most appropriate financial management
system for NTF; and is not restricted to uswigFTsystemsSeeAnnex 7 for a more detailed discussion of
the legislative framework for NTF financial management; Idfmé Boardesponsibilities and powers.

The following suksections assess the current effectiveness of CPIU as a financial management pahaer to
NTF Board

5.7 CPIU project costing, resources mobilisation and cash flow management

177. TheNTF Boardeeds to idetify and approve qualifying NTP projects that will be funded from NTF on
an annual basis, in line wittew SIG Budget and Donor contributions to NTF each yidus.is a core function
of the NTF Boara@nd needs to be properly informed and resourced.

3 Clause 6, National Transport Fund Board Procedural Guidefinksnon Island Government, Mar2011.
3.2, National Transport Fund (Fund Management) Regulations 86tinon Islands Government, 1 June 2010.
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178. In order to perform this key strategic role in NTiie NTF Boardequires the following information in
the final quarter of each year:

1 Alist of properly costed, but currently unfunded, high priority NTP projects to consider for NTF funding;

1 The amount oincommitted NTF funding available to finance new projects in the coming financial year.
Available funding needs to be properly reconciled to:

total SIG and Donor funding actually received to date,

lesstotal NTF contractual commitments to date (listed aséx),

lesscontingency for cost overuns on NTF contractual commitments to date,

o O O O

plusSIG Appropriation to NTF for the coming Financial Year,
0 plusDonor commitments to NTF funding for the coming Financial Year.
1 A cash flow forecast for existing NTF cantual commitments against currently available cash, to
identify the date next Financial Year whitne NTF Boardieeds to decide to:
o0 continuewith approved projects, because SIG and Donor funds are received; or
0 suspendapproved projects in design or tendeith CPIU, due to lack of funds.

179. TheNTF Boardieeds data that reflects an informed assessment of the many variables that can affect
NTF resources mobilisation, such as SIG revenue contractions and donor policy shifts; and NTF infrastructure
projectimplementation issuesThis work requires strong financial management skills in project and cash flow
analysis; access to reliable and timely data; and extensive consultation with all stakeholders.

180. A functionalNTF Boar&ecretariat can assist in coitipg these documents fddlTFBoards st r at e g
assessment, but CPIU needs to have the project management system and capacity to produce and update
records that supporboth MID and NTF project management and reporting into the long term.

181. In 2010, AB concluded that CPIU did not have adequate capacity in project managénaemnt
determined thatcapacity building of CPIU project management systendd be a keyputput for TSDP TA
and an internal control risk mitigation meas(ite

182. The Review conatles that NTF was launched in 2011 while CPIU did not have the project
management capacities needed to properly brief and inftnenNTF Board bThe (TSDP) TA will develop
and implement a reform and capacity development plan for MID, approved by teengoent, to enhance
aL5Qa OF LI OAlGe AY. ThiaNiBderStahding ¥ alsb reHeStad3nyfthé 2012 and 2013 SIG
Development Budget description for TSBdRvelopment priorities.

183. The Review finds that responsibility for CPIU project management systems and capacity building is
very generally described in the Terms of Reference (TOR) for the CPIU/ TSDP Financial Management
Specialist, but notes that there is a lack of precision adogpecific project management responsibilities and

®Para 12, Page-4ADB Financial Management Assessment (Figian Development Bank, November 2010.
®Para 44, Page 11ADB Financial Management Assessment (FIgian Development Bank, November 2010.
"Para 26, Page-Report and Recommendation of the President to the Board of Directors ProposedaBichAdministration of
Technical Assistance Grant Solomon Islandsispat Sector Development. Asian Development Bank, November 2010.
8p.97 2012 SIG Development Budget; P.81 2013 SIG Development Budget. Solomon Islands Government.
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use of the term “pProject” ctantbhesee@a®Rto mean CPI |
management systems in some TOR items, and clearly refers to TSDP management systems in other TOR
items, but this is not always cledrhe Review finds this TOR confusing; which may have led to in

inappropriate, TSDPcussed, financial management reports being presenteithéd\NTF Boarih May

2012°. The Review considers this TOR needs to be retisadarification of scope of duties and key outputs

to be delivered.

184. Notwithstanding possible confusion around roles and responsibiliiddarch 2012 the firsPMI
Financial Management Specialist prepared a CPIU Financial Management Manuatamitbedent contract
/project management framework at AppendixBhe Review is advised that the Manual was not presented to
SIG for endorsement, nor is the framework used in CRiere are high opportunity costs attached totn
managing this TA output webee alsdection 4 andRecommendation 21).

185. A recent ADB Review Mission indicates that responsibility for bui@iity project managemeand
implementationcapacity resides witADBTA 771%°. The Review is not clear on which ADB TA has specific
regponsibility for delivering this key CPIU outplitis essential that all parties are clear on who is tasked with
planning and delivering a viable and sustainable CPIU project management system by 2016, because this
strategically important output is vitab CPIU discharging its role in MID; and for reportintheoNTF Bard.

186. The Review recommends that ADB shouldlarify whetherthe PMI Consultanor ADBTA 775 is
responsible to enhance/ increase CPIU project management and implementation capacity; and how this
strategically inportant role is to be resourcefRecommendation 31 — see alsdRecommendations 123 &

24)

187. The Review notes four points where CPNI/F contract details are recorded by SIG agencies:

() MID maintains a contract registry for all contracts let up to SBD50,000;

(i) Central Tenders Board (CTB) maintains a registry for contracts let over SBD50,000;

(iif) CPIU Procurement Section recently started mainiteg a contract registry, which is incomplete
for any MID norcivil works procurement; and

(iv) CPIU Finance is currentysocompiling a contract CPIU contract register that is to be updated
with financial data.

188. The Review concludes that neither MID @®IU maintain a structured MID contracts register, so the
starting point for a CPIU project management system is absent at thisFunther, there is currently a risk of
duplication and overlap of efforts due to the number of MID actors involved in piregpdifferent contract

registers. Properly linking contracts data with updated financial information is needed if CPIU is to maintain

a project management system that can meet both MID and NTF requirements, as well as those of donors who
may seek to catmibute ring-fenced funding to NTF.

Item 3A, NTF Board Minute of 17 May 2011, this Minute was ratified as correct on 18 02fdl2e
¥ para 64, Page 15Aide Memoire, Grant 02430L: Transport Sector Development Project & TA-BQL: Supporting Transport
Development ProjectADB Joint Review Mission, 27 May to 7 June 2013.
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189. The Review recommends that CPIU design and agreea single, structured contracts register for all
MID contracts awardedrhis register will form the nucleus of the CPIU Project Management tool; and needs
to be sysematically linked to MID budget and accounting data and supportesbloypd administrative
proceduredRecommendation 32).

190. Following extensive consultations, the Review concludes that CPILRMitGonsultaniand ADBTA
7715 support, is yet to builany functional or sustainable capacity in project managenm@ohsequently,
NTF Barddoes not yet receive appropriate costing, funding and cash flow information to support its
strategic decision making role.

191. Most critically, there is no Si&pproved capacity development plan for CPIU project management
after two years; thre°?MITeam Leaders and fo@MIFinancial Management Specialisfghilst instability in
TA appointments is a partial explanation, the absence of a clear strategy for delivaesikg@yhCPIU output is
a stronger explanation for this ngmerformance to date.

192. The Review considers that CPIU has been reactive in its attempts to satisfy emerging CPIU project
management and reporting needs to dafroject contract management is yeet be formalisedProject

financial management is done PMIconsultants using MYOB accounting software, which is also used by the
PMIConsultantor internal accounting and reporting.

193. While the most recenNTF Bardfinancial reports are satisfactory and unqualified audits were given
for both 2011 and 2012 NTF Statements of Receipts and Payments; the Review nokdgHidbes not
endorse or support MYOB as a SIG accounting tool and the TSDP consultancies wik ¢gor2€116.

194. The approach taken to CPIU project management to date is neither technically viable, nor
sustainableA properly structured approach to building CPIU project management capacity needs to be
developed, agreed, resourced, and supportedwitmely and reliable financial data supplied bylaFF
approved, sustainable MID accounting tool.

195. The Review recommends that TOR for the CPIBMI Financial Management Specialist be revised to
focusdirectlyon (i) developing and securing SIG apptdeaa capacity development plan for CPIU project
management; and (ii) producing timely and detailed CPIU project costing, resources maobilisation and cash
flow management reports for both MID artkdle NTF Bard. The revised TOR will exclude any resporisilior

the MID accountindunctionsthat provide financial data for updating of CPIU resource mobilisation, project
costing and casflows (Recommendation 33 -see also Recommendatidr2)

196. The Review notes that strengthenitige MIDaccounting functios is an important, but separate,
role; and will recommend this become part of an additional donor support packagéDandthe NTF
Board.

5.8 CPIU updating of expenditure information to support financial reporting

197. The Review notes that processing@RIU accounting information is dependent on a number of other
SIG agencie€PIU does not control its own accounting information, which leads to long delays in payments
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processing and uncertafinancialinformation flows that have to be followed up by IORat a significant time
and resources costhese features of CPIU accounting do not support timely or effective financial reporting to
either MID orthe NTF Bard.

198. The Review finds that CPIU and NTF rely on the SIG ageimoves inTable 7 to obtain basic
accounting information.

Table 7 - CPIU dependencies for basic accounting information

Accounting process Dependency Review finding
Preparation of General MID Accounts Division
Payment Vouchers and PS MID for Takes from 30 5 days, appears reasonable.
(GPVs) authorisation
Takes from 5 days to 90 days, there is no
Clearance of all MoFTPayments and | rationale for long delays given that CPI and N
contractrelated GPVs | Procurements Section| use standard SIG contracts, approved by the
Attorney-General
Takes from 5 to 60 days (SIG contract terms
Disbursemento the MoFTPayments 28 days), there is no rationale for long delays
contractor Processing Section NTF payments are fully funded in the ANZ NT

Operating Account

1 CPIU is not provided with copies of NTF or
MID GL reports, which are available;

9 MoFTis slow, up to six months in arrears in

Accounting data and | MoFTFinancial the past, with providing NTF disbursement

Bank reconciliations | Management Services| reports; and

9 MoFTdoes not finake NTF bank
reconciliations, see NTF 2012 Audit
Management Letter.

199. In February 2012he NTF Bardappointed ®U asthedefactoSecr et ar i at and “ man
fund” in accordance with t heThisdeaision tesulted ftogmsuitabld e r t h e
financial reporting systems defined in th&'F Bard Guidelines; and the lack of resources&iablisha NTF

Board SecretariatSeeAnnex 8 for a more detailed discussion of the contributing factors leading to this

decision.

200. CPIU was not provided with additional resourcing to carry out these new responsibilities; and the
Review considers that performing this role has distracted CPIU; and diverted senior TA resources away from
core CPIU functionhis has impede@PIU performancé&eeAnnex 10 for a summary of how CPIU is

meeting existing reporting requirements under ADB &#ATagreements.

201. The timeconsuming accounting dependencies, with pressure filoeNTF Bardto be provided with
timely financial management reports, motivatéte CPIU to seek rapid, but interim, solutions to obtaining
and reconciling NTF accounting data as a first pridviti2 has not placed the same pressure on activity
reporting; and as a mailt the CPIU interim accounting and reporting solutions only address NTF needs, not
those of MID.
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202. SIG Budget (Recurrent and Development) disbursements are centralised througdofi®@ayments
Processing SectioBecause MID accounting is not decetlised at this time, but may be in futdfeactual
expenditure data for CPIU currently needs to be obtained fkdofrThbefore it can be incorporated into CPIU
and NTF reporting.

203. The Review notes the time penalty and double handling of data that thigipe imposes on CPIU,
which is inefficient and creates the risk of data handling erddosvever, the benefit of this approach is
effective wholeof-government cash flow management; which is essential when SIG fiscal revenues are
contracting.

204. Becaus NTF is fully funded by SIG and donor contributions, the use of the centralised SIG creditors
payment system with its longer delays in payment processing due to cash flow constraints is not efficient; and
frustrates one of the benefits of a pffended pragram, being prompt payments to contractors.

205. Inmid2012, in response thTF Bard pressure to prepare NTF 2011 Financial Statements for audit,
CPIU Finance Section set up procedures to independently record all NTF GPVs and reconcile their payment
from the NTF bank account using the TSDP MYOB accounting sykierapproach is good practice for

ensuring completeness and accuracy of payments procedningid2013, CPIU began accruing NTF GPVs as
they were raised to providthe NTF Bard with the balarte of uncommitted NTF cash availalBeth CPIU
responses are helpful tNTF Bardreporting needs in the shotierm. However, neither response is

technically viable or sustainable within CPIU, as previously noted.

206. The Review notes further breakdowns in internal controls inNteé-Taccounting process as it
applies to NTF transaction processing, despite there being on average only one NTF transaction to be
processed dailyThese issues are discussednnex 9.

207. As was the case for SIG management of resources mobilisation, these control failures have
implications forDFATuse of partner government systenighe Review considers thiktoFTaccounting
systems represents a significant accounting and fiduciary riBE#Tunds placed in NTRManaging this risk
to DFATunds will require special measures to be taken to strengthen the efficiency, effectiveness and
probity of MoFTmanagement systems.

208. The Review recommends a rapid appraisal and design mission toatetine a technically sound and
sustainable approach to improved accounting information flows to support timely and complete updates of
the CPIU project management system; and to provide better financial management reportirggNd F

Board. The design mgon TOR will need to consider the merits of addressing NTF and MID accounting needs
simultaneously, or trialling Nénly to stimulate greater donor fundingiTFonly accounting arrangements

can also consider outsourcing to third parties, such as pri@eteunting firmsThedesign nission will also

need to appraise the advantages of reinforcing the CPIU interim arrangements to function beyond TSDP,
adopting a twetrack approach in which the CPIU interim arrangements continue while a sustainable solution

# Solomon Islands Government Accounting Service ($|GAder the direction of the SIG Accountant General, has piloted

decentralized data processing for SIG public accounting.
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is developed and implemented in CPIU, or alternative approacibanges to NTF financial management
needs to be reflected in the NTF Procedural GuidelflResommendation 34).

209. DFATmay be the donor most likely to provide donor support to the essiivhent of improved CPIU
and NTF accounting processeéhis is because Australian funds are currently held in the NTERATs now
directed to countersign all payments involving Australian funds held in Parther Government Systems.
However, in the sharterm there are specific steps that can be taken to improve the existing CPINT&nd
Boardaccounting and reporting procedures.

210. The Review recommends that CPIU antNTF Bard seekMoFTagreementto certain amendments to
MoFTprocedures for NTF contract approvals, contract payments and accounting reports to fattilitate
followingNTF operationgRecommendation 35):

1. MID/ NTF contracts using Attorney Genegpeg¢pared, or standard, SIG contradtsbe approved in
MoFTwithout the detailed appraisal of legal and financial liabilities that is required for any non
standard contracts Risk exposure to the State has already been address&#Gnyand the terms of
the contract are constructed to properly address these rigksl

2. NTFcontract paymentgo be made by theMoFTPayments Processing Section as Electronic Funds
Transfers (EFTs) from ANZ NTF Operating Accbhisshouldby-pass SIG Consolidated Fund cheque
processing delays and lift the cash flow constraints that standiedpBactices currently impose on
NTF paymentsMoFTprocedures for processing NTF EFTs will need to be established and may form
part of a No Objection approach BFAToversight of NTF payments; and

3. Accounting reports for NTF payments processiogoe madeavailable to CPIU staff on a regular
monthly basis. These reports have been available since January 2012 and will assist with
reconciliation of NTF bank transactions, but have not been provided to CPIU to date.

5.9 Conclusions

211. The Review has assesdbd legislative framework for NTF financial managemanhéx 8) and the
accounting and reporting procedures approved by the NTF Baartkek 10). The Review has also

considered NTF financial reporting obligations under legislation anDE#Annex9); and compared these
requirements with NTF financial reporting performances. The Review finds that NTF financial management is
adversely affected by (i) structural and (ii) operational weaknesses, resulting-congoliance with its

legislation and thé&OFA

212. NTF is not currently complying with legislated reporting requirements under the NTF Act, NTF
Regulations or the NTF Procedural Guidelines. Further, NTF is not fully compliant with its reporting
requirements under th&FA SeeAnnex 9 for specific details of this necompliance.

213. The Review finds that structural weakness in NTF financial management is caused by the NTF
Procedural Guidelines; which do not properly consider the financial reporting requirements of the NTF Board
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(SeeAnnex 10). The NTF Board and CPIU, as NTF Secretariat, have implementeadrshsdlutions to
address this structural deficiency, but the Review finds the current solution is neither viable nor sustainable.

214. The Review concludes that the SIG legistatramework for the NTF does not need amendment.
However, t he Review recommends that the NTF Pr ocec
financial management and reporting requirements. See Recommendation 34 in Table 8.

215. Operational wakness in NTF financial management is due to dependencies on (i) MID budget and
expenditure management; (i) MiDPIU project management capacities; and (ii) Mad€bunting and

reporting capacities. As a result, SIG is not fully compliant withi®oibution responsibilities under the
DFA(see Tables 4 and 5 above); and NTF reporting on revenues, project activity and financial management
can be delayed and not complete or accurate.

216. The Review notes thadTF Boardhas the authority to invest sulps funds §.4 2)(a) Regulations), but
did not do so in 2011 and 2012. The opportunity cost of this decision to NTF is SBD 5.03m in foregone
interest earnings. This amount is calculated as follows:

I 2012 NTF cash balance of SBD113.1m @ 3.5% interesinfomts = SBD 1.98m; and
I 2011 NTF cash balance of SBD 87.1m @3.5% interest for 12 months = SBD 3.05m

217. The Review reaches the overarching conclusionttiatcurrent NTF financial management

arrangement between SIG ai@PIU is not an effectifamancial management partnshipfor the NTF Bard;

and the control weaknesseddentified by the Reviewncreasefiduciaryrisk levels to the point where use of

Partner Government Systems ByATrequires require special additional support measures toddeh

around enhancement and acceleration of financial reforms in MID and APKEJReview makes a number of
recommendations on how to ameliorate these fiduciary risks, commencing with a design mission for a project
activity and financial management systémMID. The Review finds that the fiduciary risks to DFAT funding in
NTF are acceptable where the proposed financial reforms are implemented; and continued use of the NTF as
a funding vehicle for Australian support to the SIG transport sector can bigidsinder this condition.

218. The Review considers that the benefits of strengthening MID and CPIU project management systems
to enable better reporting for both MID and NTF activities, so reducingtknng transactional costs

associated with ofgoing Australian support to the SIG Transport sector, outweigh the ghort fiduciary

risks to Australian funds currently held in the NTF.

219. Finally, ontrol weaknesses in hSIG accounting system prevemnéparation of IPSAS Cash Standard
compliant Finacial Statemenf&, which does not satisfy AD& manyother donors, minimum

accountability standardsThe Review concludes that the NTF, in its current form, is unlikely to meet the
accountability requirements of other donors. However, where the proposed reforms can be implemented,
NTF financial management into the future will meet the reporting requésts of most donors; and €o
financing of the NTF by other multilateral and bilateral donors will be possible.

82 Referhttp://www.mof.gov.sb/GovernmentFinances/Annuacounts.aspxAccessed 1 October 2013.
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NTF Review Recommendation

Responsible

Timing

27. NTF Board should seek assistance to conduct a rapid appraisal and NTF Bard, DFAT | As soon as
design of more transparent and timely processes for NTF resource practical
management.

28. DFAT Honiara to formally advise CBSI of its responsibilities to provide | DFAT Honiara Immediate

notification of funds movements into and from the two NTF bank
accounts.
This will facilitate direct oversight of DFAT funding movements.

29. NTF Board Agenda should include a standing item for the Board to

NTF Bard

Starting with

consider whether, or not, to invest any surplus NTF funds This needs to be the Feb
consistent with Section 15 of the National Transport Fund (Fund 2014 Board
Management) Regulations 2010. NTF Board investment decision to be Meeting
minuted by NTF Board Secretary and implemented by NTF Fund Mang
30. NTF Board should conduct a frank and open dialogue with NTF BardChair | Starting
stakeholders to adjust all party’s expectations concerning realistic levels with
of NTF cash contribution from SIG Budgets; and that future SIG Budgets Feb 2014
and NTF Board plans reflect this adjusted reality. Board
(See also &ommendation 1) Meeting
31. ADB should clarify whether the PMI Consultants or ADB TA 7715: ADB Honiara Following
Supporting TSDP is responsible to enhance/ increase CPIU project ADB TSDP
management and implementation capacity; and how this strategically MTR
important role is to be resourced.
(See also Recommendations 12, 23 & 24)
32. The CPIU should design and agree a single, structured contracts PS MID and CPI| By Feb 2014
register for all MID contracts awarded. Director Board
This register wilform the nucleus of the CPIU Project Management tool Meeting
and needs to be systematically linked to MID budget and accounting d
and supported by sound administrative procedures.
33. The TOR for the CPIU/PMI Financial Management Specialist should Director CPIU Following
be revised. and PMI ADB TSDP

33.1 The revised TOR should focus directly on Consultants MTR

(i) developing and securing SIG approval for a capacity

development plan for CPIU project management; and

(i) Producingimely and detailed CPIU prajecosting, resources

mobilisation and cash flow management reports for both MID &

NTF Bard.

33.2 The revised TOR should exclude any responsibility for the

MID accounting functions that provide financial data for updatis

of CPIU resource mobilisatioproject costing and castiows.

33.3 The Review notes that strengthening the MID accounting

functions is an important, but separate, role; and will recomme

this become part of an additional donor support package to Ml

andNTF Bard.
(See alsdRecommendation 12)
34. NTF Board should seek donor support for a rapid appraisal and design | NTFBoardChair | Following
mission to determine a technically sound and sustainable approach to ADB TSDP
improved resources management and accounting information flows to Mid-Term
support timely and complete updates of the CPIU project management Review.

system; and to provide better financial management reporting to NTF
Board.
34.1 The design mission TOR will need to consider the merits
addressing NTF andIBl accounting needs simultaneously, or
trialling NTFonly to stimulate greater donor funding. N-GRly

accounting arrangements can also consider outsourcing to thir|
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parties, such as private accounting firms.

34.2 The Mission will also need to appraise #uvantages of
reinforcing the CPIU interim arrangements to function beyond
TSDP, adopting a twtoack approach in which the CPIU interim
arrangements continue while a sustainable solution is develop
and implemented in CPIU, or alternative approaches.

35 CPIU and NTF Board should seek MoFT agreement to certain NTF Bard Chair, | As soon as
amendments to MoFT procedures for NTF contract approvals, contract CPIU Director practical
payments and accounting reports to facilitate NTF operations: and SIG

35.1 MID/ NTF contracts using Attorney Gengralpared, or Accountant
standard, SIG contracts will be approved in MoFT without the | General
detailed appraisal of legal and financial liabilities that is require
for any nonstandard contracts;
35.2 NTF contract payments e made by the MoFT Payments
Processing Section as Electronic Funds Transfers (EFTs) from
NTF Operating Account. This willpgss SIG Consolidated Fund
cheque processing delays and lift the cash flow constraints thg
standard SIG practices currenttgpose on NTF payments. MOF
procedures for processing NTF EFTs will need to be establishg
and can form part of a No Objection approacXBAToversight
of NTF payments; and

35.3 Accounting reports for NTF payments processing will be
made available t&€PIU staff on a regular monthly basis. These
reports have been available since January 2012 and will assist
reconciliation of NTF bank transactions, but have not been
provided to CPIU to date.
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6. Key Findings and Recommendations - Procurement

6.1 Introduction

220. Procurement was the fourth overarching concern of the Revié¢hile the Review has some

concerns in relation to Procurement, the risks associated with these concerns are less serious than the
concerns and risk associated with Financial Management. The Review started with a check against the
constraints and recommefations of the Procurement Assessment undertaken by ADB in 2010 during the
preparation of TSDP. Each step in the process of procurement using NTF funds was then examined, with a
focus on tendering, award and administration of contracts, record keepingremngotential for fraud. Key
recommendations are provided following the findings with further details of recommendaticrebla 9 of

the end of the Section.

6.2 ADB Procurement Assessment and Current Capacity

221 The Review considered the extent tdiwh actual procuremercapacity had changed since 2010
compared to the constraints identified and the recommendations made ilADB Procurement Assessment
November 201%5. The Review finds there has been little change during the past 3 years, and fitibgress
with the recommendations as set out below.

222 Establish a Procurement Division within MID. An MID Procurement Unit has not established or
staffed, unless it is considered that the CPIU Procurement Unit is the de factor MID Procurement i, as
is entirely reliant upon the CPIU and PMI Consultants for all NTF and SIG funded procurements.

223.  Provide the CPIU and MID (Procurement Division) with capable staff, supported by international

and national consultants, particularly in key procurement areas. The Procurement Unit of the CPIU is

entirely staffed by Consultartene international consultarand twonational consultants. Hree MID
counterpartstaff arenominallyassigned to the procurement teanThe Review was informed that generally

only one such MID counterpart is available to work full time with procurement team. This situation was
observed during the mission. The lead International Procurement Consultant, at the time of the mission, was
only in position for three weeks though he does have over 20 years of experieSBotoimon Islandand is

fully aware of procurement practice Bolomon Islands

224.  Ensure that procurement skills are developed in Government institutions Virtually notraining has
been undertakenand so thdack of procurement capacity generally still appli@pportunities for on the job
training of MID staff are limitedy the availability of staffThe Review findthere is still no great capacity in
either MoFT othe Attorney Generdl Office to vet the procurement processes

225.  Establish complaints mechanism The Review finds that no system for the handling of complaints has
been established.

226. Develop National Procurement Guidelines for Procurement of Works, Goods and Services including
for Selection of Consultants. SIG has produced a Procurement and Contract Administration Manual that

8 ADB RRP Linked Document
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contains all the procurement rules in general terms but does not specifically concern works. ADB has a
Manual for Proarement that covers the overall requirements and Specific Users Guide for each type of
procurement. The ADB Procurement Capacity Assessment specifically recommends that Individual Guidelines
should be produced for the different types of procurement (woigods and consultant services). See
http://www.adb.org/documents/usersguide-procurementworks

227. Develop Standard Bidding Documents for each type of contract Standard Bidihg Documents have
been prepared and are in use.

Overall, he Review findghat many of the constraints and recommendations cited in the
ADB Procurement Capacity Assessment therefore remain valid today, as few of the
recommendations of the review appear to have been acted upon.

Recommendations
228. The Review recommends that

Recommendation 36 - A national @unterpartshouldbe nominatedas Head of thérocurementUnit in the
CPIU ShouldMID not have a suitable candidatéth sufficient experience, then eithene of the National
Consultantor International consultants couldgbappointed on a fixed term contrat$ee also
Recommendation 25 )

Recommendation 37 Slected staff members of MID should undertake formal training as suggested in the
Procurement Capacity Assessment of ADB.

6.3 Procurement Documentation

229. Procurement Guidelines MID have had a Procurement Manual for civil works, since 2006, the latest
version dating from 2010Che SIG Procurement Manugpbril 2013 haseplacel the MID ManualHowever

the SIG Manual does not cover civil works in the same detail asitbeManual. The review recommends

that (in |ine with the recommendations of the ADB
established based upon that of ADB specifically for works, in addition to Users Guides for Goods and Services
which may beome relevant to CPIU at some time in the fut(Recommendation 38). These Guides do not

have to be produced by MID, but could be produced by MoFT. (Although there is a eitokHD
producing the User’'s Gui de f ointheioteriknpending preddctiooof t he
SIG Guides, the ADB Guides could be used.

230. Use of SIG Procurement Manual The Procurement Unit treats procurements for both NTF and SIG
funded works in an identical fashion. In both cases the 2013 version of@GhBrSturement Manual is used.

The Review found no signs of any deviations from these regulations by the CPIU Procurement Unit in the
documentation examined. However there were anomalies in the process after Bid Evaluation and Contract
award. These aneot the responsibility of the CPIU Procurement Unit even though they are part of the
Procurement Processlhe procedures stated in the SIG Manual are largely adhered to.
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231. Procurement Ceilings The Review findghat the ceilings for each type of Preement have

remained unchanged for over 30 yeédirom the time when the AUD and SBD were virtually at paritig
Review recommends that these ceilings should be reviewed with a view to increasing the levels in line with
inflation (Recommendation 39).

232.  Use of Shopping Procedures Raising the ceilings for use of National Shopping would result in a
simplification of the Tender Proceedings through the usage of simplified documentation mainly for road
maintenance. Such a revision of ceilings wouldylikeduce the time to procure contractors for relatively

minor repairs and alleviate political complaints. Allowing more shopping procedures will curtail many of the

”

“dead” periods waiting for various apspTheReview s/ " si g
recommends that shopping procedures should be introduced for small value cont{Retemmendation

40).
6.4 Procurement Plan

233 The Review was advised that this is established twice a yearoliat anly one plan has been

prepared (as approved by the NTF Board in March 20I3¢re are two separate documentsne for NTF

funded works and the other for SIG funded worR$eseappearto be fixed, with no changes in contracts
included in the Plaor dates of key steps in the schedule between isstgsw CPIU Procurement Unit follows
precisely the contract list and key dates in the schedule of Plan that exists. A spreadsheet is established
showing the actual dates that each step is taken throtggbontract signature. Despite this approacthe

Review found there have been cases where works have been undertaken without them having been agreed
by a modification of the Procurement Plaihe Revieveonsiders this suggests the Procurement Plansiisho

be updated at least every six months, as international practice @diails in such plangncluding the

addition of contractsjo be updated wherever new priorities are necessaryace required by the Authorities.

234.  As noted in section 2.9hé minimum value of contracts that have to be included in the Procurement

Plan is AUD 500,000n practice the review found that most contracts in the March 2013 Plan for NTF funded
works had a lower value, with 19 contracts with values less than AUD 250, . SI G has to sec¢
Objection” letter for all procurements using GoA f
250,000 (SBD 1.7 Million equivalent). The Review suggests that these anomalies be addressed in the next
edition of the Procugment Plan.

6.5 Preparation of Bidding Documents

235 Once the Procurement Plan is established, the Specifications, Scope of Work and Bills of Quantity
(BoQ) are produced by the relevant engineers and passed to the Procurement Unit for actiontetipt

the Procurement Unit prepares a complete set of the Draft Bidding Documents together with a draft of the
relevant advertisement andvhererelevanti s sues t hem to DFAT fof After* No O
receipt of the NOL, the documentseathen sent to the PMI Consultant Team Leader & CPIU Director who

% The NOL requirement is only for procurements valued at more than AUD250, 000. A significant number of procurements (e.g. LBES

maintenance contraclsfall under this amount
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review the NOL, and pass the Document and NOL back to the Procurement Unit which prepares the final
version of the Documents ready for issue to Potential Bidders. Following these praggdtim Procurement
Unit arranges for Advertisements in Local papers.

236.  Advertisements are required however it seems abnormal to issue such advertiseomeet8idding
Documents are completedThe Review finds th#tis sequence of events is not in accord wilsommended
ADB?® or WB® practice. In particular the Review discovered nse ofGeneral or Specific Rtorement
Notices Under normal circumstances the first action shouldihe publication ofa General Pragement
Notice (GPN)dvisng of forthcoming procurements for the overall project (in this case TSD&pedic
Procurement Notic€ SPN)s then publishedadvertising invitations to prequalify or to bid for each specific
contract (or package of contragtand when Bidding Documents are to be available.

237. This SPN, as a draft together with drddcuments could be sent to DFAT an NOL, andupon

receipt of this NOthe SPN would be published the final Bidding Doauents are being preparedy
following this suggstion, up to four weeks could be saved in the schedule for each con#dadhe potential
Contractors would realise that some interesting work is forthcoming and they would be able to study the
situation prior to the full and detailedocumentation being released.

Recommendation

238. The Review recommends that NTFconsiderissuing General Procurement Notid€PNand Specific
Procurement Notice$SPNpadvertisingfor bids(Recommendation 41).

6.7 Procurement Processes

239. Elapsed Time There have been complaints that procurement is too slow and this appears largely
due to the processes and checks instigated by the MARE. majority of the contracts to date have been
those forlabourbased maintenance.

240. The main delays ithe execution okuch maintenance edracts are due to the time taken for
preparationof the documentation upstream of the biddinggress and the time taken within MoFT for the
counter signatures mfinal and signed contractd.he review was advisetliscan be over 3 weeks with some
documents being lost in the administratioAs noted above, the Review understandat MID are far
advanced over other ministries in procurement capabiliti8gmce MoFT rules are the same for all Ministries,

% See ADB Procurement Guidelines Paragraphs 2.7 & 2.8, March 2013
¥ see WRBSUIDELINEBROCUREMENINDERBRDLOANSAND IDACREDIT®aragraph 2.7 & 2.8Vlay 2004 Revised October 1, 2006 & May 1,

2010
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perhaps it waild be wiser if not faster to fast track Miideparedcontracts given MID capabilities. This
suggestion is discussed further below.

241. Bidding Documents Used for Civil Works Procuremenits undertaken through the use of Standard
Bidding Documents thatadve been prepared and issued by MoFT in addition to being authorised by the
Attorney GeneralThere is however, a version of the Bidding Documentidéel for use in the shopping
method of procurementor very small contractsuch as maintenanceThe Reww finds that MID prefers to
use an earlier version for these particular WoNk#hen questioned, the Permanent Secretary of MID
explained thathis was only a temporary measure

242. Recruitment of consultants Todate there has been no hiring of consultants for contracts funded out

the NTF. The hiring of Consultants paid for ADB out of TSDP is undertaken by the CPIU under ADB Guidelines
A few cases of the hiring of National Consultants on short technical mislsa&ve been observed and seem to

have been handled in a professional fashion. The Review finds this demonstrates the capacity exists in the
CPIU Procurement Unit should NTF require it at some future stage.

243. Procurement of Goods As far as can be amtained by the Review there has been no procurement
of Goods.

244,  The Review accepts the ratiordbr the DFAT review of Advertisements and Draft Tender
Documentation. The Review questions the rationale for the relagwand obtaining approvals from CTB,

MoFT and the Office of the Attorney General seeing that Standard Documents are being used which have
previously been approved by the Attorney General, and the template documents produced and Issued by the
ProcurementSection of MOFTThe Review considers that as the relevant documentation has already been
approved by the Attorney General and MoFT, it should be sufficient that MoFT review the final bidding
documents for contracts drafted by MID contracts prior to issa This would shave some time from the
procurement scheduleThe Review recommends a dreamlining ofprocurementprocedures to reduce steps,
checks and NOL in the procurement process which do not add,wahile still ensuring the integrity of these

processes angtalue for money of procuremen{®ecommendation 42).

245 MOFT Financial Circularc®013 This was issued or"October 2013fter the Review Missionlt
requires for contracts over SBD 200#AUD 30,000 equivalent) the Accountant General to be involved at
three points:

1. Review of Tender Documertigfore Invitations to Bid are issued (including the advertisements)

2. Review of the Tender Evaluation Committee Repafktisr bidding, butbefore Notification of award
are issued (contracts are awarded)

3. Review of Contractisefore signing

246. To do any meaningful review (let alone do it efficiently and effectively) the Review considers that the
Accountant General will need a Procurement Unit staffed dypte with the requisite knowledge and
experienceThe Review considers based on review of the current procurement process during the mission
that these requirements will add at least four weeks to the Procurement Process.
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Recommendation

247. The Review recommends that MOFT shoulde asked to remove the requirement for MoFeview of
contractsprepared by MIDusing standardbiddingdocuments(Recommendation 43 — See also
Recommendation 35
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6.9 Bid Opening

248 The Review Team attended a CTB Tender opening and also discussed the process with participants. In
accordance with international good practice Bids received by the Central Tender Board should be registered
and placed in a sealed Tender Bdhere is soméoubt as to whether CTB keeps the records of the

Deposition of Bids. There is also some doubt as to the security of the Tender Box and its céxtentding

to international good practice, the bid opening should be immediately after the date anditmtef the

closing date whereas the CTB delays the bid opening due to the lack of a Quorum. International good practice
has no requirement for a Quorum

249, It appears that late Bids are not necessarily recorded separately which has lead to such Ia&rgds
opened and called out. One such incident was identified by the Review Team. While this incident did not
relate to an NTF funded bid, it illustrates a less than satisfactory practice of ther@aie. were a total of 4
contracts concerning NTF thte opening, each Tender had at least 4 bidders and the prices quoted were all
significantly different. The CPIU Procurement Unit advised that the Minutes of Bid Opening are rarely
available.

The Review findf'om information available to it, that theTB procedures are not in
accordance with international good practice and are a cause for concern in relation to fraud
(as discussed in section 6.13 below).

Recommendation

250. The Review recommends that the CTB should undertake a thorough review of the Bid Opening

procesgyRecommendation 44).
6.10 Bid Evaluation

251  The evaluation of Bids is undertakengsrsons nominated by the CTB from within théidtry
concerned and with n€TB Member being 8 nominated.In line with the Manu the bids are first verified to
seethat the documentation is complete and in accordance with the Tender Texmegport on this step
should beproduced prior to the evaluation of the contend$ the bids beingindertalken by the Tender
Evaluation Committee (TEC). (The Review was advised that step is not always followed).tiitie TEC
compares and evaluates the Bids following which theduce a detailed report and recommendation for
Contract Awardor the CTB

252 The Review was advised that during evaluation there have been cases where the Bids were well
above the Estimates produced by the engineers. On occasions where the difference is large, the final contract
price is sometimes negotiated downwards. This isr@acueptable practice as any clarification of bids should
be transmitted to all the Bidders and should there be costs that are unacceptable to NTF in one Tender a
clarification should be issued to the other bidders for the same Operatitnaler such circurstances (where
the price is greater than the Engineers estimate) aegotiations should only concern the Scope of Work and
not involve anynegotiation of the unit prices. Negotiation of unit process after award of a contract is against
the SIG Rules arabntrary to international good practice as all bidders are not being treated equally.
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6.11 Contract Administration

253 The administration of contracts within the CPIU is the sam&lfitF and SIG funded contracts, and is
not the responsibility of the CPIU Procurement Unit. The Review finds #msarea of considerable
weakness athe CPIU does not appear to have a viable administration systgade. There have been
several cass of very late payments to contractor§his has caused cases where contractors have stopped
working because of non payment, while other contractorsdogng the absolute minimum just to keep the
contract aliveand doing whathey can afford to cover wter their own finance The result of this lack of
administration and payments has given NTF a bad reputation amongst the contractors.

254. A lack ofconstruction supervisiogngineers to survey (inspect) the works addiion to the absence

of transportfor the engineers to reach the work sitesems to be the main cause of these delaybese

i ssues are in the process of being addressed by tl
Centre” is in the pr oces sTheoCentrdisintanded to coeeatheecahstruction h i n
supervision of works and the signing off of works either for progress payments or for the final acceptance of

the works and final payment. The functions should be in accordance with the SIG Procurethent an
Administration Manual.

255, Complaints  As noted above, there is no system for the handling of complaints in spite of its being
one of the recommendations in the ADB Capacity Assessment.

Recommendation

256. The Review recommends that afunctioningcontract administratiorunit needs tobe established
within the CPIlbr within MID and properly staffed and equipped as a matter of urg¢Regommendation
45 - see also Recommendation )32

6.12 Record Keeping

257.  The records are being kept in an ordeatyd efficient manner whether for NTF or for SIG contracts.
Complete dossiers are filed separately under a unique identificafitre filing is undertaken both in an
electronic and hard copy form

6.13 Fraud

258 No instances afuspectedfraud were foundhough that is not to say that there has been no fraud

but that the files inspected showed no evidence of fraud. International experience suggests thatikety

that such faud would occur wheréhe majority of the contracts are for small valudsis could be

exacerbated in cases that contractors are not paid on time and so search for a means of compensation. Fraud
is considered more likely where important contracts are concerned and where there are more opportunities

for fraud seeing the contrastalues are higher and the persons involved more importdiitere may be

collusion between some contractorsdugh none were identified; isuch a small community such collusi

may exist but in the time allottetbr the mission it was not possible to sjudach and every dossiérhere is

a risk of such fraud when the Contractors ag paid on time (in the sense of there being delays to the

payment of their invoices).
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259, There is however, the potential for illicit operations within the Central Tenderd(CTB) as the

required controls do not appear to be in place. As noted above, the Review Team attended a Tender
opening. The team observed there was a case of a late bid being opened and displayed on the board instead
of being returned to the biddernopened. Minutes of the ceremony were not produced in a timely manner.

It seems clear that the bid registration is not being carried out correctly in accordance with international good
practice. There were suggestions that on some occasions, bids peesentime may have been lost.
Recommendation 44 above is made to address these issues.

6.14 Meeting the Requirements of Other Development Partners

260. Following a comparison of the Si&nual and those of ADB and WB the Review finds that the SIG
Manualis up to the standard required by other Donors. (JICA usually follows the procedures of the World
Bank.) In addition the SIG panel has taken World Bank and ADB Guidelines into consideration as also those of
Papua and New Guinea and Vanuatu in the prapan of the SIG 2013 Guidelines.

261 The processes and proceduffes recruitment of consultants comply with the Guidelines on the Use
of Consultants by ABand its Borrowers (March 2013)he processes and proceduifes recruitment of
works, goods and servicesmply with theADB Procurement Guidelines (March 2013), except as noted
below.

262  The Review notes that the processes and procedures would better meet the standards of ADB (and
WB) if the recommendations tifie ADB Procurement Assessment 2010 were to be fully implemented. The
Bid Opening procedures of the CTB would better meet the standards of ADB if a review were undertaken (as
per recommendation 44) to ensure that they follow international good practice.

Pageds of 142



JOINTREVIEW OF THE SOLOMON ISLANDS NATIONAL TRANSPORTFINAUREPORT January 2014

NTF Review Recommendation Responsible Timing
36. A National Counterpart should be nominated as Head of the Ml D As soo0
Procurement Unit in the CPIU. Should MID not have a suitable candidat pract.i

with sufficient experience, then either one of the National Consultants (
International consultants could be appointed on a fixed term contract.
(See also Recommendation 25)

37. Procurement Training should be provided for MID Staff Selected staff| Ml D As soo0
members of MID should undertake formal training as suggested in the pract.
Procurement Capacity Assessment of ADB. This could entail MID
reallocating staff between departments or taking on attdial staff with
the aim of increasing their procurement capacity.

—

38. SIG should prepare User Guides for Procurement to supplement the
SIG Procurement Manual
38A1lUsers Guide specificall yyMI D CMbE|As soo0
Procunrteneui deline for Wor ks & pr a i
should be prepared

o
—

38.2 A Users Guide for Goods MoFT Af ter

prepared (based on the ADB P Wor ks

and Services) Gui del
39. Procurement Ceilings should be reviewed with a view to increasing th¢ Mo F T As soo0
levels in line with inflation. pract.i
40. Shopping Procedures should be introduced for small value contracts, MoFT As soo0
using the MoFT documentsr small and very small contracts pract.i
41. Advertising/Procurement Notices NTF should consider issuing NTF Board Board
General Procurement Notices (GPN) and Specific Procurement Notice Meeting in
(SPN) advertising for bids. Feb 2014
42 Streamlining of Procurement Procedures to reduce steps, checks and GoA and AsS sooO
NOL in the procurement process which do not add value, while still pract.i
ensuring the integrity of these processes and value for money of
procurements.
43. MoFT should be asked to remove the requirement for MoFT reviewof | MO F T As soo0
contracts prepared by MID using standard bidding documents (See also pract.
Recommendation 35)
44, The CTB should undertake a thorough review of the Bid Opening CTB I mmedi
process.

44.1 Changes should be made as required to ensure that Bid
Opening is done in accordance with International Good Practig
44.2 CTB must tighten up the registration of Bids received. Thg
Tender Board must register all the incoming Bids with a date a
time stamp and the Box be sealed immediately after the closin
time limit.
44.3 Late bids being must be
PRESENTATI ON “written over t
contractor unopened.
45. Contract Administration A functioning contract administration unit Ml D I mmedi
needs to be established within the CPIU or within MID and properly
staffed and equipped as a matter of urgency.
This Unit should work closely with Construction Supervision Staff who
out the surveys to verify that the works are being or have been underta
in accordance with théerms of the contract and issue clearance for part
or full payments.
(See also Recommendation 32)

7. Concluding Remarks
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7.1 Introduction

263. The preceding Sections&present the findings and recommendations of the Review In relation to

the detailed matters in paragraph 4.1 of the TOR. The Review was also asked in paragraght df.2he

TOR to consider three higher level factors: the BidFSIG policy and legal framework; the GoA/SIG Direct
Funding Agreement and the requirements of other development partners. The Review has provided findings
and recommendations on these topics in Sectiots Z'hese are brought together in this secttorassist in

further discussion of these topics.

7.2 NTF Act, Regulations and Procedural Guidelines, and other relevant SIG legislation and
policies (TOR 4.2)

264. The review has not found any significant non compliance with the NTF Act, Regulations and
Procedural Guidelines, except for the area of financial reportifge Review finds that the performance of
the Secretariat against the responsibilities set out in clause 9 (3) of the Regulations has been extremely
limited, and thatthere is currently not functional Secretariat as intended by the Regulations

265. The Review has not recommended any changes to legislation, but has recommended changes to
governance and financial management procedures and a review of the policy on the role of the NTF
(Recomrendations 1, 5 & 30).

7.3 Goa/SIG Direct Funding Agreement (TOR 4.3)

266. The Review has not found any substantive areas ofammnpliance with the Agreement, but
notes that SIG coontributions are currently difficult to accurately quantify dueteaknesses in SIG
financial management and reporting

267. The Review considers that MoFT accounting systems represents a significant accounting and
fiduciary risk to DFAT funds placed in the NWlanaging this risk to DFAT funds will require special
measures to be taken to strengthen the efficiency, effectiveness and probity of MoFT management
systems

268. The Review has found some non compliance in relation to Board Meetiaysgraph 3@f

the Agreement liststems to be discussed at Boanaeetings. The Review finds that Board Minutes

do not record any discussions on item (a) Review of performance against the Performance
Assessment Framework, item (e) Review/update of the Program Risk Management Plan/Strategy or
(i) Progress on strengthergrPublic Financial Management and procurement systems or developing
the Medium Term Expenditure Framework. The Re¥ieds in addition to not being discusseabat

the Risk Management Plan has not been updated.

7.4 Requirements of other development partners (TOR 4.4)

269. DFAT and ADB have placed a number of requirements on NTF funded projects in relation to
social and environmental safeguards, FM, procurement, gender, and anti corrupticsame areas

these requirements are to progressively raise StGcedures to international good practice. The
recent ADB MTR for TSDP highlighted a number of areas where procedures still do not meet the
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required standards. The Review has also made its own assessments on FM and procurement, as set
out below.

270, The Review considers that other development partners who may wish to contribute to the

NTF are likely to treat a contribution to the NTF as if it were a grant/loan loan they were making
directly to SIG for a project. The development partners would theecfmisess whether the systems

in place for the implementation of works meet their requirements, including those for social and

environmental safeguards, FM, procurement, gender, and anti corruption. In so doing they would
use the ADB and DFAT experienca agarting point.

271.  Financial Management In the opinion of the Review Team, NTF resource management does
not meet accounting standards acceptable to ADBnd is unlikely to meet other development
partners standards for accounting or financial marmageat of funding. Control weaknesses in ¢h

SIG accounting system prevempteparation d Financial Statementsompliant with the required
international standard®which does not satisfy ADB ather development partnersminimum
accountability standards

272. Procurement The Review notes that the processes and procedures would better meet the
standards of other development partners (particularly ADB and EU) if the recommendations of the
ADB Procurement Assessment 2010 were to be fully implemented. Thevrewnsiders that the
procedures for review of documents, Bid Opening by the CTB and contract administration would
better meet the standards of development partners if the recommendations of the Review were
accepted and implemented (Recommendations4&.

87 Page5,243 Accounting St andame thsntarmatorapPulddSeadcdoumtind RaBdards
( I P SADB Fihancial Managemeand Analysis of Projects, 2005
®1PSAS
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ANNEX1 Joint Review of the Solomon Islands National Transport Fund

TERMS OF REFERENCE August 2013

1. PURPOSE

1.1 These Terms of Reference (ToRs) have been prepared for the Solomon Islands Government (SIG) and its
development partners in the transposector to undertake a joint review of the governance,
management and operations of the National Transport Fund (NTF) following its establishment in 2010
and subsequent operations.

1.2 Thepurpose of this review is to:

a. Assess the effectiveness and efficien€gxisting governance, management and operational
arrangements after an initial two years of operations (from the first contribution to the fund in
January 2011); and

b. Make recommendations to SIG on any identified weaknesses or areas for strengthenirsgite e
the provision of adequate support for future operations. This will provide support for effective
management of NTF resources invested into the transport sector for thetéongbenefit of
Solomon Islands.

2. BACKGROUND

2.1 The NTRvas established by thBolomon Islands Parliament, through tRational Transport Fund Act
2009(the NTF Act), as a special fund under section 100 dsthemon Islands Constitutiohhe Act
states that funds paid into the NTF by SIG and development partners are for the daeelognd
management of transport services and the development, design and maintenance of transport
infrastructure in Solomon Islands.

2.2 In 2010 SIG approved Regulations under the NTF Act (the NTF Regulations) that established the
functions and membership dfie NTF Board, the role of the Secretariat to the NTF, and arrangements
for the management of the NTF:

a. TheNTF Board is chaired by the Permanent Secretary of the Ministry of Finance and Treasury
(MoFT). The Permanent Secretary of the Ministry of Infrastructure Development (MID) is the
Deputy Chair. The other members are the Permanent Secretaries responsible for Aviation,
Development Planning and Aid Coordination, Provincial Government and a developanerar
representative.
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2.3

24

25

b. The Board is responsible for all aspects of the management of the NTF and for ensuring the NTF is
managed in accordance with NTF Act, Regulations and other laws. The NTF Regulations outline
specific responsibilities of the Boarelating to the investment and payment of NTF funds and the
consideration of project proposals and reporthieRegulations also specify the functions of the
Secretariat in relation to calling meetings, circulating papers, receiving proposals, presenting
reports and maintaining and circulating records of Board resolutions.

c. The NTF Board met for the first time in August 2010. In March 2011 the Board adopted
Procedural Guidelines that include provisions on financial management, general purchase and
tendering fraud, and antcorruption. The Board met twice during 2011, four times in 2012 and
twice so far in 2013.

d. As DFATs the only development partner to contribute to the NTF to d&iEATcurrently
nominates the development partner representative on theaBb Prior to each Board meeting,
DFATconsults with other partners in the transport sector who may also attend Board meetings as
observers. The Asian Development Bank (ADB), Japanational Cooperation Agenand New
ZealandMinistry of Foreign Affagrand Trade (NZMFAEgularly send representatives to Board
meetings.

TheNational Transport Pla(NTP)sets out the ovesarching strategy for the transport sector up to the
year 2030It constitutes the basis upon which funding for transport infrastructure projeqtsigsitised

and subsequently endorsed by the Solomon Islands Cabinet. The NTP covers all modes of transport
(land, sea and air) and includssategies for the maintenarmg rehabilitation and development of
transport assets and for assisting and regulating transport services, particularly shipping s&éheces.
20-year NTP was firstdopted in 2006 and subsequently updated in 2010. The NTP has been formally
approved by Sl@nd therefore represents its policy in the transport sector.

Drawing upon the NTP, a thrgear2011¢2013 Transport Sector Action Plaas subsequently

developed in September 2010 to reflect the shtmtm investment priorities for infrastructure

maintenance, rehabilitation and expansion projects. Actual spending against the NTF is governed by
annual work plans that take account of expected contributions and updated project cost estimates.
These plans may be varied by the Board throughout the relevarttperespond to changing

circumstances. The first work plan was approved by the Board in October 2011, covering the remainder
of 2011 and all of 2012. The second plan was approved by the Board in November 2012 for 2013 with
subsequent revisions approvea March and July 2013.

SIG and its development partners (particulddiyAT ADB and NZMFAT) have agreed to implement a

transport sectofbased approach for based on leteym partnerships, sector coordination, and

reliance on government systeniSFAThasagreed to support this approach through contributions to

the NTF (see 2.7 below). The ADB is currently supporting the dexted approach through a grant for

consulting services under the Transport Sector Development Project (TSDP) (see 2.9 belowvpbutsid

the NTF. However, the ADB is considering providing loan funding, potentially through the NTF, from as

early as late 2014 under a second phase of TSDP. NZMFAT provides funding for transport sector

projects in close cooperation with SIG but outside K-, initially focused on the major upgrades to
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2.6

2.7

2.8

2.9

aviation infrastructure in Western Province. The European Union (EU) is also considering providing
funding for transport infrastructure through the NTF.

SIG and development partners note the importance afcessful NTF operations to the maintenance

and development of appropriate argtioritisedtransport infrastructure and services in Solomon

Islands. The NTF is the key mechanism for aligning SIG and development partner funds to the priorities
in the NTP. TlhNTF allows SIG to invest in mybar transport projects without the requirement to

spend funds in the same year that they were appropriated. The fund provides a vehicle for
development partners to invest through SIG systems, thereby helping to stemgjtese systems and
reducing transaction costs for SIG. While only one development partner provides funds through the
NTF at present, it is expected that as confidence in the NTF mechanism grows other partners will also
use it as their preferred fundinchannel, thereby improvingarmonisationin the sector.

DFATon behalf of the Australian Government, has entered into two agreements with SIG for
contributions to the NTF:

a. In December 2010 Australia entered into an initial AUD500,000 (SBD3.6 million) Accountable
Cash Grant Agreement with SIG to implement contracts for road rehabilitation and maintenance
in Malaita Province thatwere ni t i al | y a waComreudity 8ctodPeogranh) Which * s
concluded in August 2010.

b. Following theapproval of TSDP in December 2Q4€e below)DFATentered into a Direct
Funding Agreement with SIG in May 2011 to provide up to AUD30 million to the NTF over a four
year period. To dat®FAThas contributed AUD20.4 million of this commitment to the NTF.

SIG budgeted funds for the NTF in both 2011 and 2012 but no contributions were made in 2011 and of
the SBD34 million budgeted in 2012 only SBD10 million was actually paid to the NTF atantiofs.

the remaining amount of the SIG budget allocations for the NTF was spent by MID on transport sector
projects but outside the NTF while part remained unspent at the end of 2012.

The ADB has funded the fiyear TSDP, which commenced in August 2t trengthen and raise
institutional capacity in the transport sector. In conjunction with the establishment of TSDP, a Central
Project Implementation Unit (CPIU) was established within MID in July 2011. CPIU comprises MID staff
and external consultantand is intended to manage all transport sector activities, including, but not
limited to, those funded from the NTF. Other project units exist within MID for the Solomon Islands
Road Improvement Project and the Domestic Maritime Support Project (both fUbgé&IG, ADB,
DFATNZMFAT and the EU). It is intended that CPIU will eventually replace the need for other project
units within MID. The ADB grant funding (which is separate to the NTF) to SIG for TSDP is focused on
planning, design, procurement, managem and monitoring of investments in transport services and
infrastructure. The grant funds both international and national consultants and is delivered largely
through a contract between SIG and the consultancy firm Sinclair Knight Metz (SKM).
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2.10

2.11

2.12

3.1

In termsof the design of TSDP, the SIG &t Tcontributions to the NTF and NZMFAT funding for
transport infrastructure outside the NTF are regarded as paralléhemcing. In addition to its grant
agreement with SIG, the ADB has signed memoranda of understdadreement withDFATand
NZMFAT concerning the management of TEIFATand NZMFAT participate in Al semiannual
joint review missions of TSDP.

Australia and the ADB have provided additional consultant resources in parallel toOFStIRas
fundedthree transitional advisory positions (the first of which is ongoing) on transport policy and
planning, road maintenance and construction, and asset management. An addition&liAdz8
consultant is supporting TSDP by assisting MID edacity developmnt andinstitutional reforms.

During 2012 the NTF Board resolved to establish twecsubmittees— a Project Steering Committee
and a Finance Working Graup

a. Thepurpose of theProject Steering Commiittee is to provide guidance on work priorities for
CPIUand TSDP. It includespresentatives from the Ministries represented on tR&FBoard and
the three TSDP development partners (ADBATandNZMFAYand held its first meeting in May
2013.

b. Themandate of theFinance Working Group is toimprove and reviewinancial processes and
reporting for the NTFIt is intended that this groumclude representatives of MID (including
Financial Controller, CPIU staff and TSDP consultants), MoBEIFAT@ hishas not been
formally convened buDFATacilitated an infomal meeting between MID and MoFT in June
2013 to the financial management of the NTF.

KEY ISSUES

After two complete years of operations, now is the appropriate time to review the BXjerience has

highlighted a number of issues with the existing governance and management arrangements for the

NTF. These issues include:

a. Inadequate but improving support by tt&ecretariat to the function®f the Board,;
Inconsistent representation at Bod meetings by some SIG ministries;

c. Unclear responsibilities for financial reporting to the NTF Board and a lack of timely and accurate

reporting;

d. Delays in undertaking annual external audits of the NTF and the absence of an internal audit
capacity withinMID;

e. Slow preparation of annual reports to Parliament on NTF operations;

f. Insufficient financial controls within MID and MoFT to ensure that contract commitments and
expenditures against the NTF are consistent with the annual work plans endorsed by tde Boa

g. Projects not approved by the NTF Board being financed from the NTF.
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3.2

4.1

TSDP, which is closely linked to the NTF, is due for-d &tid Review in 201%1G and development
partners need taconsider what changes if any need to be made to TSDP to bettposUgTF

operations and, in broad terms, what technical assistance arrangements should replace TSDP when it
concludes in 2016. The NTF Review will be a key input into the TSBRMtidReview that is likely to

be held in October or November 2013. Both tW€F Review and the TSDP NMa&m Review will inform

the development of future external support to the sector, including a planned second phase of TSDP.

SCOPE

The review will address tHellowing elements of NTF governance and management, identifying
strengths and weakness and making recommendations to SIG and development partners on
improvements:

a. The responsibilities, functions and performance of the NTF Board,;

b. The structure, functions and performance of Board-sommittees;

c. The functions angierformance of the NTF Secretariat, including the timeliness and effectiveness
of processes for submitting papers to the Board;

d. Planning angbrioritisation processes undertaken by the Board, the Secretariat and MID including
the links between annual wondans, the threeyearTransport Sector Action Pland the NTP;

e. The nature of the expendituref the NTF and the allocation of fund resources to subsectors in
terms of investment and recurrent costs.

f. Processes for the management of the NTF and theirtiga@pplication, including controls over
the use of funds, financial management and reportipgcurementaudit, and
performance/results monitoring;

g. The human resources available to support Board functions and NTF management including SIG
staff and tehnical assistance personnel;

h. The relationship between the NTF Board and key stakeholders, including SIG agencies,
development partners, the private sector and the Solomon Islands public.
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4.2 The review shall identify any areas of roompliance with the NTAct, Regulations and Procedural
Guidelines and other relevant SIG legislation and policies and recommend any changes to legislation,
guidelines or policies deemed necessary.

4.3 The review shall also identify any areas of wompliance with the Direct Funay Agreement between
the Governments of Australia and Solomon Islands for the NTF. It will recommend as whether any
additional fiduciary controls shall be included in the current or future funding agreements, and assess
whether the residual risks ahanndling DFATunds through the NTF are manageable and outweighed
by the benefits of doing so.

4.4 The review shall consider whether the governance and management arrangeaig¢htsNTF, as
documented formally and in their practical application, satisfy theunegments of other development
partners who may wish to contribute to the NTF, particularly the ADB and EU.

4.5 The review shall draw on international experience in infrastructure financing through dedicates funds
such as the NTF to guide SIG and developrparthers in improving the operation of the NTF.

6 DURATION, PHASING AND REPORTING

6.1 It is expected that the Review will involagnission to Honiara for two weelis August or September
2013.

6.2 Adraft reportwill be duewithin two weeks of thanissionfor consideration by stakeholders final
report would befinalisedwithin one month of submission of the draft report.

7. JOINT REVIEW TEAM

7.1 The Joint NTF Review team will be led by two contracted technical advisers, agreed between SIG and
developmentpartners, plus representatives of both SIG and development partners.

7.2 Technical specialists, to be engaged on a consultancy baBBAyin line with the positiorspecific TORs
below:
a. Transport Sector Specialist/Team Leader with a background in trargplay and planning,
transport financing and institutional reform
b. Financial Management Specialist, preferably with experience in the transport sector
c. Procurement Specialist, preferably with experience in the transport sector.

7.3 TheSIGrepresentatives wilinclude:
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a. A representative from MID
A representative from MoFT
c. Representatives of any other SIG ministries represented on the NTF Board should these Ministries
wish to be involved.
7.4 Development partners team will include:
a. A representatie fromDFAT
b. A representative from ADB
d. Representatives of other development partners in the transport sector (EU, JICA, NZMFAT, World Bank)
should these partners wish to be involved.
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ANNEX 2 Persons Met

Ministry of Communication and Civil Aviation (MCA)

Mr Frances Lomo Permanent Secretary

Mr Steven Pirinisau Undersecretary

Ministry of Development Planning and Aid Coordination (MDPAC)

Hon Connelly Sandakabatu Minister

Mr Jeremiah Manele Permanent Secretary

Mr Allan Daonga Undersecretary

Mr Andrew Prakash Director, Productive Sector

Ms Lisa Legumana Principal Planning Officer

Mr lan Morris Consultant Medium Term Development Plan

Ministry of Finance and Treasury (MoFT)

Mr Shalrach Fanega Permanent Secretary/NTF Chair/CTB Chair

Mr Colln Johnson Undersecretary

Mr Harry Kumna Undersecretary

Mr Pauk Uluinaceva Accountant General

Mr DouglasSade Assistant Accountant General, Financial Reporting Unit
Mr LovesonJohn Chief Accountant, Financial Reporting Unit

Ms Agnes Kera Assistah Accountant, Financial Reporting Unit

Mr Bill Monks Chief information Officer

Mr Noman Hiropuhi Director, Budget unit

Mr Greg Moores Senior Budget Advisor

Ministry of Infrastructure Development (MID)

Hon Seth Gukuna Minister

Mr Moses Virivolomo Permanent Secretary /Deputy NTF Chair
Mr Jimmy Nuake Acting Undersecretary (Technical)

Mr Harry Rini Acting Director, CPIU

Mr Mike Qaqara, Deputy Director, TPPU

Mr Jabin Laedola Deputy Director/CSU team leader

Mr Ismail Alulu Chief Engineer

Ms ModestaNamukari Financial Controller

Mr Trevor Ve Chief Civil Engineer

Mr Bruce Anderson Transport Policy Advisor, PACTAM
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Ministry of Provincial Government and Institutional Strengthening (MPGIS)

Mr Stanley Pirione Permanent Secretary
Ms Nancy R.legua Undersecretary

Office of the Prime Minister and Cabinet
Dr Philip Tagini Special Secretary to the Prime Minister

Asian Development Bank (ADB)

Mr Rishi Adhar Senior Project Officer/Team Leader TSDP
Mr Paula Baleilevuka Infrastructure Specialist (Honigra

Mr David Ling Infrastructure SpecialistBy Phone

Ms Jean Williams Senior Environment Specialist

DFAT

Mrs Sue Connell Minister Counsellor

Ms Rochelle White Development Counsellor

Ms Kirsten Hawke Development Counsellor

Mr Peter Kelly Senior Rcific Infrastructure Advisor (By Phone)
Mr Scott McNamara First Secretary Economic Infrastructure
Mr Eric Lui Senior Program Manager

EU Mr Marc Van Uytvanck, Attaché—Operations

Embassy of Japan Ms Hitomi ObataResearcher/Advisor

JICA Ms Naokd.aka Project Formulation Advisor

New Zealand High Commission ~ Mr Luke Kddle First Secretary Development

World Bank
Ms Anne Tully Country Representative
Mr Erik Johnson Senior Operations Officer

Transport Sector Development Project (TSDP) Consultants

Ms Alison McKechnie Project Director (SKM Melbourne)

Mr John Hughes Team Leader/Implementation Advisor
Ms Gladys Apla Accounts Clerk, TSDP (Project only)
Mr Dulcie Asuta Procurement officer

Ms Lulu Zuniga Carmine Institutional Specialist

Mrs Jaet Faau Accountant, CPIU (including NTF)
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Ms Myrna Hernandez Financial Management Specialist
Ms Gr ace Ma’ ai Field Engineer (Asset Management)
Mr Ken Munro Procurement Specialist

Mr Kari Nykter Asset Management Advisor

Mr Aloysus Poiohia Procurenent Officer

Ms Connie Siliota Community Liaison Officer

Ms Irene Villanpando Monitoring and Evaluation Specialist
Mr Graham Williams Wharf and Bridge Design Engineer

Deloitte Touche Tohmatsu Limited

Mr Ben Havanga Country Director
Ms Tui Alu Manager
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Annex 3 International experience of financing mechanisms similar to the NTF

A 3.1 Introduction

The National Transport Fund (NTF) was established in 2010 by the Solomon Islands Government (SIG) through
the National Transport Fund Act 20(Be NTF Act). SIG also approved in 2010 Regulations undeiTthé\ct

(the NTF Regulationt)at established the functions and membership of the NTF Board. The Board is

responsible for all aspects of the management of the NTF and for ensuring ther@raiged in accordance

with NTF Act, Regulations and other laws. Membership is composed of SIG Public envauats

development partner representative

The sources of funds for the NTF are (i) budget allocations from the SIG (as part of normal govbuupet
processes) and (ii) grants from development partners (to date only DFAT). The Act states that funds paid into
the NTF by SIG and development partners areéhferdevelopment and management of transport services and
the development, design and mé&nance of transport infrastructure in Solomon Islands

Following an initial two years of operations of the NTF, SIG and its development partners in the transport
sector" have agreed to undertake a joint review of its governance, management and opeyafibe purpose
of this review is to:

c. Assess the effectiveness and efficiency of existing governance, management and operational
arrangements of the NTF; and

d. Make recommendations to SIG on any identified weaknesses or areas for strengthening to ensure
the provision of adequate support for future operations.

A 3.2 Purpose of this Note

To inform consideration of options for improving the NTF, the Review Team was asked to prepare a briefing
note on relevant good practice examples of financing mechanismksimithe NTF in other developing
countries. This is the purpose of this note.

A3.3 Approach

The approach taken has been to review existing literature and note conclusions that appear relevant to the
tasks of the NTF Review. The note is intended asis bar discussion during the review rather than as a
definitive analysis (which would have required more than the desired three pages). Initial research has not

% permanent Secretaries of the Ministry of Finance and Treasury (MoFT) [Chair],the Ministry of Infrastructure
DevelopmentMID) [Deputy Chair], Ministry of Civil Aviation (MCA), Development Planning and Aid Coordination
(DPAC),and Provincial Government and Institutional Strengthening (MPGIS).
1n July 2013 this was DFAT.
L DFAT, ADB, EU, JICA, New Zealand Aid Programme
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revealed any Transport Funds similar to NTF which cover transport services for all modesapdrt
infrastructure for all modes.

Documentation of international experience that does exist relates to

Road Funds (also known as Road Maintenance Funds).
Funding and other aspects of Commercialised Road Agencies (which are considered as tle@ next st
in reform of road sector management from road funds)
3. Infrastructure Funds, particularly for Municipal Infrastructure
There is also considerable international experience (particularly in institutional reform and increasing
participation of the private ector) in the development and management of services and the development,
design and maintenance of infrastructure in aviation, ports railways and public transport. However, this tends
to be on a suksector by subsector basis. (Even the general princaflesform are similar across sub sectors).

NTF is unusual in that it treats:

9 All transport modes

1 Services and infrastructure

1 Maintenance and infrastructure provision
A full review of relevant good international good practice would therefore need to cover all these topics, and
to consider why similar funds have not been established in other countries.

Some 82% ($105 million out oft&te28 mrbpbobeeryd oh t he
maintenance and rehabilitation. So for the purpose of this Note it is proposed to focus the review of
international practice on Road Funds and to a lesser extent commercialised Road Agencies. There has been
considerab e anal ysis and discussion of these two topic
The discussion in this Note draws on the sources listed in the References section, and in particular, the
Conclusions/Lessons Learned/Way Forward sections.

A 3.4 Overview

Current international best practice in road management has evolved over more than 20 years from initial
concerns raised by WB about lack of maintenance on roads in Africa due to lack of funding through use of
what are known iaen™ Srecaddf Gerdhertad ensure adequate

efforts to “commercialise” management of the road
funds available. “Commerciali sat i on theinaiwork(pali’/ys s e p:
i mpl ementation, planning, and delivery of a functi

carrying out of maintenance of the system and construction of new roads.

What is interesting in looking at the literature is thaetbasic problem has remained unchanged 2 ¢ (0 2
SyadaNE adzZFFAOASY(d FdzyRa I NB LINRPGARSR (2 YFAYyGlFAYy
To whi ch ha What do wbneeaneby suificibnt funds, how can the amount be determamet]

K2s Oly 68 SyadNB (KS FdzyRa I NB dzaSR Ay (KS Y2ad ¢
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Similarly the solutions proposed remain unchangdthproved Budgetary and Public Expenditure

Management processes (with the attendant strengthening existing institutmisprocesses) or Creation of

a Second Generation Road Fund. There is agreement
by case” basis, depending on the circumstances 1in

The stated requirements for effective operation of a @st Generation Road Fund also remain unchanged:

Institutional structures and capacity to manage the fund

Creation of a Board that is independent of direct Government control

Significant user/private sector membership on the Board

Fundi ng f r osn>bagicallefuel taxbsamdgegistration fees
Knowledge of maintenance requirements (and associated funding requirements)
Transparent processes for allocation of funding to maintenance activities

= =4 =4 =4 4 -4 A

Regular and systematic monitoring and evaluation of thaliggiof road network to ensure the
maintenance expenditures are having the desired effect

1 Transparent procurement processes

9 Technical and financial audits

9 Public release of documents
It is interesting to note that even the most recent reviéaatill recad that many road funds or
commercialized road agencies in operation do not meet all of these criteria.

It is also worth noting a number of other points that are made in various reviews

0] There is no correct s ol utonofa2GRB or b returatp gobdi e d
governance, with improved budgeting and maintenance practices within the more traditional
public sector institutional arrangements can be equally effective.

(i) 2GRF may be seen as the first step in the process of movindiiomal institutional structure for
road management to a more busine$£s orientatec

(iii) No fund appears to have met all the desirable design conditions or to have met the intended
objectives of the funds.

(iv) Public sector members still tend to predominate on Road Fund Boards. Participation of
representatives of the private sector is seen as a positive development. The main benefits are in

the areas of transparency and accountability.

2 1mproving Institutional Capability and Financial Viability to Sustain Transport, Independent Advisory Group, World

Bank, 2012 and Progress on Commercialised Road Management in Sub Saharan Africa, Working Paper 92 SSATP, World
Bank 2012.

%1n broad termsn such an approach (which applies equally to aviation, ports and shipping and public transport), the
overall management of the system, including policy making, planning, regulation and funding stays with government,

while the operations and maintenance sérvices, maintenance of infrastructure and design and construction of new

infrastructure is either contracted out” to the privat
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(v) One of the weakest aread Funds/Agencies in is the lack of adequate monitoring and evaluation
systems. This includes an inability of agencies to operate road asset management systems.
A 3.5 Implications for the Review

As a starting point for discussions during the review, #&alrassessment has been made of the structure and
operations of the NTF against the good practice requirements for a Road Fund, as shown in Table A 3.1 below.

Table A3.1

NTF — Review against Road Fund Design Criteria and Observed International Practice

Road Fund Design Criteria

Observed International Practice

NTF

Institutional structures and capacity
to manage the fund

Requires government commitment tq
establishing an efficient road fund,

Significant donor support needed
through TA.

including accept ¢ FM Management Systems not
financing of maintenanceral satisfactory (TSDP Annual Report
“commercial ly or i2012)
road management.

Creation of a Board that is NO NO-Board is baired by MoFT with

independent of direct Government
control

only one member that is not a SIG
Public Servant

Significant user/private sector
membership on the Board

Yes, but public sector members still
tend to predominate.

None

Funding from-"us|
basically fuel taxes armegistration
fees

No-—mix of user charges and budget
funding, but overall increase in
amount of funding allocated

NO-Funding from SIG Budget and
Donor (s)

Knowledge of maintenance
requirements (and associated fundin

Has improved witlintroduction of
road funds

NO
SITAMS only recommissioned in 201

requirements) (TSDP Annual Report 2012). To be fi

operational; by end 2013.

Transparent processes for allocatior| No clear conclusions

of funding to maintenance activities

One of the weakest areas.
Inability of agencies to operate road
asset management systems.

Regular and systematic maaiing
and evaluation of the quality of road
network to ensure the maintenance
expenditures are having the desired
effect

No M&E done in 2011. (NTF Annual
Report).

Transparent procurement processes

Technical and financial audits Financial Audits

Public release of documents

A 3.6 Some Key Background Issues

Public Expenditure Management The creation of any special purpose fund is generally viewed by
Treasury officials with suspicion. There are sound Public Expenditure Management (PEM) reasons for this.
Amongst other reasons, the fund may bypass budget procedures or subvert expenditure controls. These

concerns are set out in detail in a number of paéions from ADE, IMF°, and World Barik.

% Road Funds and Road Maintenarcin Asian Perspective, ADB, July 2003
% Dedicated Road Funds:Peliminary View on a World Bank Initiative, Barry Potter, IMF June, 1997.
% See for example: Road Funds RevisitédPreliminary Appraisal of Second Generation Road Funds, Kenneth Gwilliam
and Ajay Kumar, World Bank Discussion Paper TWU 47, Januaryr2DBackground Paper on the Evaluation of World
Bank Support for Road Funds, March 2006
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The concerns have also led to two questions.

(i) Can the desired technical objectives (say as in most cases ensuring adequate road maintenance), not be
met through normal PEM, strengthened as necesdarthe cae of the NTF, it would appear that the answer
to this question was no.

(ii) If the technical objectives cannot be met through normal PEM, and a special purpose Fund (The Fund) is
required, then

(a) What is the source of revenue/funds for The Fund and

(b) What financial, technical, procurement and management systems need to be in place to ensure

that appropriate use is made of the monies in The Fund?
The question of the source of revenue | eads to fur
thereby restricting budget management. The technical response has been the source of funds should be from
user charges, such as registration fees armd taxes, some of which could be allocated to The Fund, with the
balance going into consolidated revenue.

The technical reasons for the establishment of a Road or Transport Roado have some certainty about

the amount of money that will be availabf®t just in a single year, but over several years (say 3 to 5 years)
for maintenance of roads and other transport infrastructure. In theory, there is no reason why this cannot be
achieved through good practice PEM. In practice, especially (but not nrdgyeloping countries this has not
proved possible. Hence the technical push for road funds as secure sources of funding.

Amount of Money Required This raises the issue of the amount of money is required on average each
year (over say a 3 year period)rtwintain a road/transport network in good condition. This can be

determined from experience and through maintenance planning (provided the data and institutional capacity
exists).

Ensuring appropriate use is made of funds The question of the systems thaeed to be in place to

ensure that appropriate use is made of the monies in any fund is one that has been addressed extensively in
ADB, IMF and WB documents. The application of good practice FM/PEM, procurement and technical systems,
is taken as a basiequirement. The key additional measures sought for road funds have been to create a
Board which is independent of political pressures and which includes representatives of road users.

A 3.7 Road Funds — Key Features”

This Annex presents in bullet point foat good practice principles for the establishment and operation of
road funds. It starts form the statement that Road Funds are divided in two typaked first and second
generation.

First Generation Road Fundset up in the 1980s and early 1990s.

1 No clear specification of how the funds should be used,

9 Why and when Road Funds are a good idea, Presentation by Robin Carruthers, World Bank Transport Forum, 2005
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9 No strict audit or accounting procedures,
T Gross misuse of funds
Second Generation Road Fun8ist up in late 1990s.

Use of funds clearly specified,
Revenues managed by a Board,
Board sometimes hependent

=A =4 =4 =

Board invariably included some user representation
9 Strict financial audit requirements
What Problems are Road Funds Designed to Address?

Inadequate level of funding for road maintenance

Uncertain future revenues making maintenance planrdifficult

Regularity of payments making maintenance planning difficult
Inadequate maintenance funding resulting in higher reconstruction costs

=A =4 =4 =4

Minimum Conditions for a Road Fund to Work

Institutional structure and capacity to manage the Fund
Knowledge ofnaintenance needs

Transparent contracting procedures

Technical and financial audit process

Secure source of minimum revenue (from user charges)

= =4 =4 -4 =4

Key features of the Second Generation Road Funds:

9 The source of funding is from road users through what@mnkt er med as —taxesamd char
charges for initial on road costs of vehicles and subsequent annual fees (registration etc) as well as
fuel taxes.

91 Not all user charge revenue is allocated to the Fund. A percentage is still treated as genera revenu
and retained by MoF/Treasury

1 Management by a Road Fund Board that includes user representatives, with these representatives
holding at least 50% of the seats on the Board. In this way the Board is seen to be independent of
government.

1 Clear performancetandards for the expenditures, with indicators that are measured and published
annually.

Advantages claimed for a Second Generation Road Fund

9 High proportion of revenue from a user fees so that individual contributions are proportional to use
made of or osts imposed on the road network

% A charge for the use of a facility the provision of @ervice the revenue of which is allocated to a provision of that

service or facility
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= =4 =4 =

Independent Board with strong user representation implies that funds will be used in user interests
Secure revenue permits planning of maintenance

Technical and financial audit should ensure appropriate use of funds

Transparent contracting should give confidence that funds are not being misused

Alleged Problems with Second Generation Road Funds

= =4 =4 -4 =9

Secure revenue sourcgseventspolitical determination of fiscal priorities

Boards arenot independent of government

Audits arenot trusted

Contracting isiot transparent

When taken together with other Funds (many with Earmarked Taxes as their revenue source),
government can lose control of expenditures

What would make a Second Generation Road Fund acceptable to Opponents of it?

= =4

= =4 =4 =4

A3.7

Gui

Clear specification of what Fund can be used for

Secure revenue source does not cover all needs, so some budget allocation still needed
Reduction in general level of taxation (or increase in allocations to other sectors) to reflect reduced
budgetneeds for roads

No additional burden on government finance

Continued Ministry of Finance participation

Strong technical and financial audit requirements

Sunset clause included

Other References

delines for Publ i c Exttpremdddck Diamend, Mi&,ne9g e me nt " ,

Manual on Fiscal Transparency, Fiscal Affairs Department, IMF2001
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Annex 4 — NTF Risk management

RISK ASSESSMENT AND RISK MANAGEMENT PLAN

Risks

Technical design risks. The
effects of climate change could
damage implemented
infrastructure if designs are
inadequate.

Underestimation of
infrastructure requirements
might cause delays and
increase costs during
implementation.

Ability to properly prepare
subprojects (including
documentation required under
the Environment Act 1998 and
Environment Regulations 2008
and receipt of development
consents and ECD approvals)
and implement subprojects.

Financial risks of civil works.
Budgetary allocations for the
project could be inadequate as
aresult of underestimated costs
or the potential cost of
defending claims lodged by
contractors.

Institutional reforms and
sector restructuring risks.
Development of an effective
MID depends on successful
ADB TA and adequate
government staff and funding.
Government commitment to the
reform process could wane or
be restricted by other
government agency guidance.
Further risks include the

Assessment

Management Plan

Medium The project will mitigate this risk given the close

location of proposed infrastructure to the
coastline and potential increased rainfall over
the design life by requiring conservative design
assumptions regarding sea level rise and
hydrology, and will require use of quality
materials to international standards.

The project design mitigates these risks by

(i) incorporating specific provisions in tender
documents; (i) requiring minimum provision of
physical plant at mobilization, detailed
quantification of engineering risks, and
adequate contingencies; (iii) using preliminary
subproject designs and associated expected
costs that generally follow the experience of
ongoing implementation of projects in the
country; and (iv) holding community
consultations in advance, on subproject
selection and access to resources, especially
as pertaining to long-term maintenance needs.

While the project includes appropriate
safeguard frameworks, the mitigation of this risk
is dependent on attention being paid in staffing
the CPIU in MID to prepare and implement
safeguard requirements during the feasibility
study and investments. The sustainability of
investments is dependent on compliance
monitoring during construction and operation.

Low During the project preparatory phase, costs

were estimated based on ongoing projects and
realized costs. To further mitigate these risks,
the CPIU will (i) continue to estimate costs
based on realized costs, (i) prepare
subprojects for bundling and/or concurrent
implementation, (iii) identify subprojects in
advance via the NTP and a 3-year action plan;
(iv) use strict and effective contract conditions
to mitigate slow contractor performance,

(v) require a guarantee by the contractor for

1 year following civil works to ensure
construction quality, and (vi) continue to
introduce increased competition through private
sector participation.

Medium The project design mitigates these risks

through close collaboration and cooperation via
a TA component that involves consultations
with the government. ADB project and TA
review missions, as well as country consultation
missions, will engage in regular dialogue to
maintain support and commitment. ADB will
continue to work closely with development
partners such as AusAID and the New Zealand
Ministry of Foreign Affairs and Trade to

promote sector governance improvements.
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. Assessment Assessment
Risks without with
government not progressing Mitigation Management Plan Mitigation
with timely policy and
institutional reforms, and
resource shortages within MID.
Project management
capability. Although the High A CPIU will be established within MID to Low
government has been involved manage the project. The CPIU will be managed
with ADB in the past and other by a procurement consultant, initially, who will
current ongoing development ensure that a sound financial management
partner projects, these projects system is instituted and linked to the NTF, and
have typically been managed that proficient and skilled staff will be engaged
through a separate CPIU per for the project. A key task of the project focuses
project staffed by international on institutional restructuring and capacity
consultants. Consequently, building. A key outcome of the project is for the
agencies like MID do not CPIU to be self-sufficient and able to ensure
currently have the required that the more rigorous requirements of ADB
capacity to manage projects on and other partners are capably met by MID
their own and thus may be staff.
unable to accommodate ADB
demands.
Ability to restructure MID.
Professionally qualified and High The project will undertake a significant training Med
skilled staff are lacking in key needs assessment and prepare a capacity
financial, technical, and buildingi institutional strengthening action plan
managerial positions within based upon agreed organizational structure
government agencies as well as and required resources.
in the general population.
Additionally, MID has had a
recent problem in appointing
staff to plan, design, and
implement development partner
funded projects.
Availability of MID funds and
staff resources. The High The agreed amount of government funds in the Low
government is widely form of personnel, office space and equipment,
recognized as having limited or cash must be described in detail,
resources such as the ability to documented by ADB, and set aside based on
the proposed implementation schedule.

hire staff and provide timely
financial support.
Governance (Public Financial Management)
1. The institutional capacity of High The projectincludes TA for institutional reform Low

MID to manage finances, and capacity development. The project and TA

especially in terms of project will improve audit. Development partners

disbursements is low; it has contribute to the project through the NTF, which

no effective internal controls needs to be closely scrutinized during initial

and lacks recent audits. implementation.
2. Cost and time overruns of Medium Early development of an M&E system during Low

subprojects could result from
disbursement delays and low
capacity of other
stakeholders

implementation will ensure disbursements from
MID to consultants and contractors are timely.

The project design requires that subprojects are
included in the NTP and buy-in is assessed

with other stakeholders such as local
communities.
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Assessment Assessment
. without with

Risks Mitigation Management Plan Mitigation
Governance (Procurement)
1. Procurement for project High  The project and coordination with development Medium

implementation is not fully partners and the NTF board will support the

integrated with the development and implementation of a

gover n mORfindhsal procurement management and information

management system, the system integrated withtheg o v e r n r@kartt 6 s

newly created NTF, and of Accounts.

expected project

requirements.
2. Bidders could collude for Medium Effective M&E of contractor bids, award of Low

construction and contracts, and realized revenue and profits of

maintenance contracts. service providers will be available through

standardized reporting and audits. Continued
increase in the number of contractors will
support competition.

Governance (Corruption)

1. MID and associated Medium The CPIU will prepare an anticorruption Low
agencies do not have an strategy and action plan for agencies involved
effective anticorruption in the tender evaluation and contractor
strategy or action plan. selection processes.
2. Given cultural issues, bribes High MID and the CPIU will support anticorruption Low
and corruption could be efforts and transparency through wide
accepted as standard consultation on major project decisions
practice, particularly among regarding reforms, and subproject selection and
members of the same island group. implementation.

ADB = Asian Development Bank, CPIU = central project implementation unit, ECD = Environment and Conservation Division, M&E =
monitoring and evaluation, MID = Ministry for Infrastructure Development, MOF = Ministry of Finance, NTF = National Transport

Fund, NTP = National Transport Plan, TA = technical assistance.
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Annex 5 — Terms of Reference (TOR) for PMI Consultants

The terms of reference for the project design and implementation consultants for the
infrastructure investment and maintenance components are as follows:

a. International Consultants

Team Leader/Project Implementation Advisor (60 person-months)

a) Advise the MID Project Manager in the management of resources for subproject
selection; preparation of feasibility studies, site investigation/survey, detailed designs,
and procurement documentation;

b) Advise on the administration, implementation, and monitoring of international and
national contracts for civil works, capacity development, and consulting services under
the Project;

C) Provide guidance and mentoring to national contractors, both before and after tendering,
in business establishment, management, technical skills and processes for
implementation, monitoring, and reporting;

d) Reviewc o nt r aregtilay manitoring reports and periodically attend site meetings with
the Resident Engineer(s) and/or Site Supervisors;

e) Facilitate coordination and consultation with other projects being undertaken by MID,
development partners, other government ministries, and the private sector;

f) Facilitate the participation of government counterparts in ongoing capacity development

activities to ensure skills transfer;

9) Build the capacity of MID staff through on-the-job training and the establishment of
standard procedures that can be replicated in routine MID projects, as well as potential
future externally funded projects;

h) Ensure that the required audits, such as environmental, social, and financial audits, are
undertaken and reported, and prepare a project completion report;

i) Undertake other related duties as required under the Project.

)] Ensure HIV/AIDS awareness, Environmental Management and Grievance Resolution
provisions are included in International civil works contracts; and

K) Monitor community consultation/liaison programs during stages of project development

and implementation.

Road and Airstrip Design Engineer (12 person-months)

a) Carry out scoping work of the sub-projects;

b) Carry out feasibility studies with respect to engineering, investigation and engineering
design for roads, and airstrips;

C) Prepare design brief, design reports and technical designs and specifications for the
subprojects;

d) Oversee the preparation of the detailed engineering design and drawings;

e) Undertake field inspections to ensure engineering designs are adequately implemented;

f) Assist the procurement specialist in the preparation of the bid documents and oversee
the estimates of the bill of quantities are in accordance with engineering designs;

s)) Coordinate with the community development specialists and community liaison officers
with respect to the engineering designs;

h) Oversee and assist with any design changes during implementation of the subproject;
and

i) Build capacity of counterparts and national consultants in all of the above.

Wharf and Bridge Design Engineer (12 person-months)
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a) Contribute specialist advice including designs and cost estimates to subproject feasibility
assessments;
b) Work with the Hydrologist/Hydraulic Engineer to ensure that engineering designs for,

bridges and related structures incorporating improved environmental protection and
appropriate construction standards to mitigate against potential future natural disasters
including flooding, sea level rise, earthquakes, and tsunamis;

c) Facilitate participation of government counterparts in ongoing capacity development
activities to ensure skills transfer for improved sustainability of designs;
d) Using the as built drawings under previous contracts, topographic surveys, contour

maps, hydrological analysis, stream gradients, site photos and inspections, prepare
preliminary and final technical documentation, including assessment of catchment areas,
design flood levels, engineering design of the structures and embankment protection;
and

e) Prepare specifications, bill of quantities and detail cost estimates for bridges, structures,
and protection requirements for the subproject.

Hydrologist & Hydraulic Engineer (6 person-months)

a) Provide specialist advice including river training designs and cost estimates to
subproject feasibility assessments.

b) Undertake hydrological analysis for bridge, river training, embankment and scour
protection design;

C) Liaise with the Design Engineer and other specialists to finalize bridge and river training
and embankment protection designs;

d) Using the GIS, contour maps, climate/cyclone/weather pattern analysis, topographic

surveys, rainfall records, site photos and inspections, prepare and calibrate the flood
estimation model and estimate flood levels;

e) Prepare preliminary and final technical documentation including specifications, bill of
quantities and detailed cost estimates for river training and protection requirements for
the subproject; and

f) Liaise with the other specialists and staff to provide an integrated feasibility study report.

Safeguard Specialist (24 person-months)

a) Conduct on-site spot-checksofc 0 nt r anttipatiansafdd reviewc ont r aregulay r s 6
monitoring reports;
b) Facilitate the participation of government counterparts in ongoing capacity development

activities to local counterparts and national consultants to ensure skills transfer for
improved sustainability of designs;

c) Prepare an initial environmental examination, including specific
environmental
management and monitoring plans (EMPSs), for the subprojects;

d) Assist MID in consultation with the Ministry of Land and the Ministry of Environment, in
ensuring that social and environmental safeguard measures under the Project comply
with national safeguard requirements;

e) Monitor compliance with EMPs, as necessary, and ensure compliance with
environmental assurances under the Project;

f) Undertake initial poverty and social assessment for the subprojects

Q) Ensure compliance with all assurances under the Project;

h) Supervise a national Social and Environmental Officers to monitor the implementation of
a gender action plan (GAP);

i) Assist the CPIU and MID in developing country safeguards systems which are
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compatible with developmentp a r t systenss,Guch as A D B 8afeguards Policy
Statement:*® and

)i Build capacity of local counterparts and national consultants in all of the above.

Project Economist (12 person-months)

a) Identify data requirements, design field surveys, process information and configure
economic analysis spreadsheet for 1st principles analysis.

b) Identify all costs and benefits of the various climate adaptation options, taking into
account engineering, environmental, and socioeconomic perspectives of the subprojects

C) Apply a costi benefit and/or cost-effectiveness analysis of the adaptation options
identified above and prioritize the options;

d) Develop an economic analysis approach to be compatible with developmentp ar t ner s 6
guidelines, such as A D B Guidelines for the Economic Analysis of Projects;"’

e) Conduct economic analysis;

f) Recommend to MID improvements based on the costi benefit and cost-effectiveness
analysis with a view to developing a replicable model for future projects; and

0) Liaise with other specialists to provide an integrated feasibility study report(s)

Resident Engineers (36 person-months)

a) Administer, implement, and monitor international and national contracts for civil works
under large contracts;
b) Supervisec o0 nt r awvorkspensiuiring that all design requirements are met to

acceptable standards, ascertain quality, and certify and approve stages of construction
as required by the civil works contracts;

C) Review and approve thec o nt r aconstratidn snethodology and work plans;
d) Review and approvethec o nt r goodgress claims and certify them for payment;
e) Ensure that any engineering designs prepared by the Contractor(s) for roads, bridges,

wharfs and airstrips incorporate improved environmental protection and appropriate
construction standards to improve resilience to potential future natural disasters and
climate change;

f) Reviewthes u b p r oGMPs; darsy@ut regular audits and monitoring, and provide
technical advice to the CPIU on ensuring compliance with environmental assurances
under the Project;

0)) Review contractual issues including contract variations and seek approval from
appropriate authorities;

h) Hold monthly meetings withthec o n t r aaptesemtadives, review progress, identify
issues and/or constraints, and propose remedial actions; and

i) Submit monthly progress reports on all the subprojects to the project manager.

)i Build capacity of local counterparts and national consultants in all of the above.

Field Superintendents (36 person-months)

a) Provide support in skills development to national contractors (particularly in relation to
bridge works, safety, plant use and maintenance, human resource management;
planning works and labor based methods);

b) Provide site supervision of the international contractors works as well oversee quality
control in various Provinces; and
C) Provide support to national Works Supervisors and Works Clerks monitoring labor based

contractor's work quality, output and performance.
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Procurement Specialist (36 person-months)

a) Prepare tender documentation for subprojects;

b) Prepare invitations for expressions of interest and evaluation of submissions;

C) Prepare bid evaluation reports;

d) Conduct a needs assessment of MID staff and determine requirements for capacity
development in procurement, contract management and contract supervision;

e) Contribute to the preparation and delivery of general capacity development activities

through on-the-job training and establishment of standard procedures that can be
replicated for subprojects approved under the NTP;

f) Assist with development, implementation, supervision and continuous improvement of
maintenance contracting processes and procedures (including national maintenance
contracts using labor based equipment supported methods);

Q) Assist the CPIU and MID in preparing and updating indicators for monitoring and
evaluating project performance, in accordance with the design and monitoring
framework and guidelines for project performance monitoring indicators;

h) Review, update, and improve M1 DPBracurement Manual and Contract Administration
Manual in accordance with Financial Instructions 2010; and
i) Build capacity of local counterparts and national consultants in all of the above.

Financial Management Specialist (6 person-months)

a) Assist CPIU in the establishment of the project accounts and ensure they follow sound
accounting principles;

b) Establish Project Chart of Accounts, and establish financial reporting requirements.

C) Establish monthly cash flow statements, procedures for reconciliation of project
accounts;

d) Establish procedures in the review of claims and preparation of withdrawal applications;

e) Prepare a comprehensive Financial and Administration Procedures Manual. This manual

shall be built on relevant guidelines including A D B &usidelines for the Financial
Governance and Management of Projects™ and Loan Disbursement Handbook;"

f) Install and customize MYOB Data File(s) in accordance with the Chart of Accounts;

Q) Manage and facilitate the timely disbursement of project funds in accordance withADB 6 s
Loan Disbursement Handbook (2007, as amended from time to time) and the
g o v e r n rermanciél mstructions (2010);

h) Arrange procedures of the audit of the project accounts;

i) Arrange for M| Dadcsounting staff to be integrated into C P | Uidaascial management
and accounting systems; and

)i Build capacity of local counterparts and national consultants in all of the above.

Geotechnical/Materials Specialist (12 person-months)

a) Lead M| Driew laboratory installation for geotechnical and material testing and facilitate
calibration of all equipment to standards of an appropriate international code of practice;

b) Establish systems to maintain equipment calibration to appropriate international code of
practice;

c) Prepare specifications for the procurement of laboratory equipment for site and
laboratory testing;

d) Conduct a needs assessment of MID staff and determine requirements for capacity
development in geotechnical and materials testing;

e) Establish and implement recording systems for maintenance and retrieval of test results;

f) Lead field investigations for testing;

0) Carry out geotechnical and materials laboratory tests on retrieved soil samples, concrete
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cubes, reinforcement and other related construction materials and prepare reports;
Provide adequate geotechnical investigation for foundations and substructures for
subprojects;

Conduct field inspections to monitor civil works contractors compliance with quality
requirements of the specifications;

Contribute to the preparation of detailed designs and bid documents;

Assist with any geotechnical and/or testing requirements to monitor impact of design
changes during implementation of subprojects; and

Train local counterparts and national consultants in all of the above.

Labor-Based Works Advisor (24 person-months)

a)

b)
c)

d)

e)
f)
9)

h)
i)
j)
K)

aq)

Advise MID on the framework for the mainstreaming of Labor Based Equipment
Supported (LBES) methods including essential institutional, technical, socio-economic,
financial, and environmental analyses;

Assist MID Transport Infrastructure Management Services to prepare output based work
plans and budgets for all LBES works;

Provide support for MID staff responsible for the contract and financial management of
the LBES works program;

Assist MID Deputy Director to ensure all LBES activities are well coordinated in line with
the priorities outlined within the NTP and the specific objectives of development partner
funded projects;

Assist MID to plan, design, package and procure road labor-intensive road rehabilitation
and routine maintenance works contracts;

Assist MID to develop and implement a streamlined training program for supervisors
from MID and contractors;

Provide formal and informal (on-site) training support to community groups and
contractors in the execution and management of labor-intensive rehabilitation and labor-
based road maintenance works;

Support a Training Program Course Designer/Implementer to develop a training needs
assessment for LBES training;

Conduct training needs assessment to formulate and refine training modules;

Provide daily mentoring of MID staff in the performance of their activities;

Assist and advise on relevant aspects of the current review of transport policy and
strategy, regulations, standards, and measures with respect to identified issues (from
studies and projects) and policy revisions necessary as it pertains to LBES;

Support other MID Team Advisors in their task of capacity development and skills
transfer MID staff and contractors;

Support the MID cadetship of national professional graduates and facilitate mentorship
of junior MID professional staff receive mentoring support;

Assist and advise the MID on the framework for the mainstreaming of LBES including
the essential institutional, technical, socio-economic, financial, and environmental
analyses required for the works envisaged under the Project;

Examine and assess the follow-up actions as coming out of reviews and studies and
undertake rapid capacity and training needs assessment for contractors and consultants;
Recommend the range and specification of suitable equipment and tools for undertaking
LBES maintenance and spot improvements and assess local availability per province;
and

Assist MID in the training of its staff, national consultants and national contractors in
LBES methods.
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Climate Change Adaptation Specialist (9 person-months)

a)

b)

c)
d)
e)

f)
9)

h)
)
)

Identify the climate parameters of concern for the Project, including but not limited to
changes in precipitation, temperature regimes, and elevation of coastline;

Collect and summarize existing impact assessments and reports such as those
undertaken by Pacific Islands Applied Geoscience Commission, and prepare a
summary;

Assess the climate change risk associated with the subprojects on the basis of the
above;

Recommend adaptation options by implementing the adaptation assessment framework
tables prepared by ADB;*

Conduct community and expert consultations to verify and refine selected adaptation
options;

Revise the EMP in line with the findings;

Assist the Economist in estimating the life-cycle project costs and benefits of climate
change adaptation options, including the socioeconomic and environmental benefits;
Formulate a prioritized list of adaptation options to be incorporated into the subprojects;
Assist the project manager in adjusting the design of the subprojects by incorporating
climate change adaptation; and

Provide recommendations and suggestions for improvements in methodology to ADB.

Community Development Specialist (36 person-months)

a)

b)

c)
d)

e)

f)

9)

h)

Develop a subproject feasibility assessments methodology built on relevant guidelines
including A D B Blandbook for Incorporation of Social Dimensions;**

Contribute to subproject feasibility assessments, including baseline data collection,
detailed feasibility studies, and social impact assessments, in accordance with the
feasibility assessment methodology;

Contribute to preliminary and final feasibility documentation for subprojects;

Arrange and assist with initial and ongoing public consultations for subproject feasibility
assessment and implementation of civil works. Prepare community consultation plans for
each subproject and report feedback as part of each subproject assessment and
progress report;

Conduct a needs assessment of MID staff and determine requirements for capacity
development in community consultation and participation;

Develop and deliver training materials in community consultation and participation,
including data collection, monitoring, and evaluation;

Contribute to the preparation and delivery of general capacity development activities
through on-the-job training, the development of strategies and protocols for mitigating
social and environmental risks and the establishment of standard procedures that can be
replicated for routine MID projects, as well as potential future externally funded projects;
Assist the CPIU and MID in preparing and updating indicators for monitoring and
evaluating project performance, in accordance with the design and monitoring
framework and guidelines for project performance monitoring indicators;

Assist the CPIU and MID in preparing and implementing a public communications plan
based on relevant guidelines, such as A D B Bublic Communication Policy;22 and

Liaise with existing programs and institutions (state and non-state) in Solomon Islands
dealing with community development, gender and HIV/AIDS to develop a strategy to
coordinate the implementation of relevant activities within the Project.

Pagel24 of 142



JOINT REVIEW OF THE SOLOMON ISLANDS NATIONAL TRANSPORT FUND FINAL REPORT January 2014

Geotechnical Investigation and Analysis (International, 100 person-months)

Provide consultancy services for underground soil investigation to determine the type

and condition of soil layers and their strength for the design of substructure foundations for
bridges and wharves and design of pavements for roads and airstrips. All investigations shall be
undertaken to an acceptable standard of accuracy as required by the employer. The services
will require travelling to outer islands with the drilling equipment to remote locations in
provinces. The outputs of the consultancy services shall consist of the geotechnical report on
the site conditions and design and construction recommendations to the roadway and airstrip
design, bridge and wharf design, and construction personnel. Site investigations for subprojects
will provide the objective of providing specific information on subsurface soil, rock, and water
condition that would result in design and construction recommendations that should be
presented in the report and to include:

a) Summary of all subsurface exploration data, including subsurface soil profile,
exploration logs, laboratory or in situ test results, and ground water information;
b) Interpretation and analysis of the subsurface data;
C) Specific engineering recommendations for design;
d) Discussion of conditions for solution of anticipated problems; and
e) Recommended geotechnical special provisions.
b. National Consultants

Design Engineers (24 person-months)

a) Assistinthe conduct of surveys, data processing, and the preparation of survey
drawings for the subprojects;

b) Assistin the preparation of detailed engineering design and drawings;

c) Contribute through field inspections to ensure engineering designs are adequately
implemented;

d) Contribute to the preparation of detailed designs and bid documents; and

e) Assist with any design changes during implementation of the subproject.

Quantity Surveyors (36 person-months)

a) Measure and quantify labor, materials and equipment to establish subpreganates;

b) Prepare bill of quantities for subprojects in coordination with the international and national
design engineers and procurement specialists;

c) Assist theProcurement Specialist in analyzing of bids;

d) Verify claims from contractors to ensure consistency with physical work completed and
equipment supplied; and

e) Conduct operational audits to verify measure up sheets;

Social and Environmental Officers (36 person-months)

a) Conductomrsitespotc hecks of contractors’ mitigations a
monitoring reports;

b) Facilitate the participation of government counterparts in ongoing capaetelopment

c) activities to ensure skills transfer for imgved sustainability of designs;

d) Prepare an initial environmental examination, including specific EMPs, for the subprojects;

e) Undertake an initial poverty and social assessment of the subprojects; and

f) Monitor the implementation of a GAP; and
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9)

Monitor compliance with EMPs, as necessary, andure compliance with environmental
assurances under the Project.

Geotechnical Engineer (24 person-months)

a)
b)
c)
d)

€)

f)

Conduct geotechnical field investigations including extraction of soil samples and
recording of borehole logs;

Carry out geotechnical and materials laboratory tests on retrieved soil samples, concrete
cubes, reinforcement and other related construction materials and prepare reports;
Assist the design engineer in providing adequate geotechnical information for structural
design purposes;

Contribute through field inspections to ensure engineering designs are adequately
implemented,;

Contribute to the preparation of detailed designs and bid documents; and

Assist with any geotechnical testing to accommodate design changes during
implementation of the subproject.

Field Engineers (120 person-months)

a)
b)

c)
d)
€)

f)

9)
h)

)

Administer, implement, and monitor national contracts for civil works;

Support the Resident Engineer or other nominated client representatives in supervision of
contr awokspr 0s

Verify that design requirements are met to acceptable standards, ascertain quality, and certify
and approve stages of construction as required by the civil works contracts;

Review and approvethec o n't r acenstratidh snethodology and work plans;

Review and approvethec o nt r goodgress claims and certify them for payment;
Reviewthes u b p r oEMPs; darsy®ut regular audits and monitoring, and provide
technical advice to the CPIU on ensuring compliance with environmental assurances under
the Project;

Review contractual issues including contract variations and seek approval from
appropriate authorities;

Hold monthly meetings withthec o n t r aaptesemtadives, review progress, identify
issues and/or constraints, and propose remedial actions; and

Submit monthly progress reports on all the subprojects to the project manager.

AutoCAD Draftpersons (60 person-months)

a)

b)

c)

Assist the international and national design and structural engineers in preparation of
tender level drawings for incorporation into bid documents utilizing AutoCAD or similar
software;

Assist with road geometric design using software tools such as 12D, and prepare design
drawings, including long sections and cross-sections as appropriate; and

Assist the procurement specialist and quantity surveyors in quantifying civil works
utilizing AutoCAD or similar software.

Procurement Officers (36 person-months)

a)
b)
c)
d)
e)

Prepare contract documentation for subprojects;

Prepare invitations for expressions of interest and evaluation of submissions;
Prepare bid evaluation reports;

Assist the Procurement Specialist in the award of contracts; and

Assistin reviewingthec o n t r ackim®andsceértifying for payment.
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Accountant (60 person-months)

a) Keep and maintain separate project accounts;

b) Prepare project accounts for annual audits;

¢) Manage project finances as directed by Financial Management Specialist;

d) Prepare monthly cash flow statements, reconcile project accounts;

e) Review claims and prepare withdrawal applications;

f) Provide the necessary accounting services to ensure effective project administration;

g) Manage and facilitate the timely disbursement of project funds in accordance with A D B &@an
Disbursement Handbook (2007, as amended from time totime) andthegover nment 6 s
Financial Instructions (2010);

h) File all the project records; and

i) Arrange for audits.

Community Liaison Officers (180 person-months)

a) Establish and implement community liaison processes to facilitate consultation and
engagement of community groups for both development (e.qg., feasibility studies) and
implementation phases of work;

b) Facilitate environmental and socioeconomic monitoring of subprojects, in support of
technical specialists; and

c) Provide monthly supervision reports to the Resident Engineer.

Office Support Services (300 person-months)

a) Provide administrative and clerical support to the CPIU;

b) Assist the project accountant in the processing of contractual claims;

c) Carryoutinternal verifications as well as controls of the project accounts;

d) Assistin the preparation of the withdrawal applications and payment vouchers for
payments under different financing sources; and

e) Maintain files and records in accordance with an appropriate quality management
system.

Community Education Awareness on Foreign and Out of Province Contractors and Work
ers
(216 person-months)
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Annex 6 NTF Review Proposals for NTF Board and
Project Steering Committee (PSC) Procedural Guidelines

NTF Board

1. During Board Meetings, no person other than Board Menieasd the Secretary of the Board
shall:
a. Sit at the Board Table
b. Speak to any item on the Board Agenda
2. The Chair of the Board may suspend Guideline 1 for the purposes of issuingatiomd
other persons to present or answer question on items on the Board Agenda

3. In relation to Item 2, the invitation from the Board Chair is to be recorded in the Minutes of
the Board Meeting (by the Secretary to the Board) and shall be solelgdanirpose of presenting
or responding to questions from Board members on items listed in the Board Agenda.

4, Presentation of matters to the Board shall be made by a Board member or a public service
officer. Presentations by a consultant/person emplogedcontract by SIG may only make a
presentation at the request of a public service officer and with the explicit approval of the Chair of
the Board. Such requests and approvals for persons other than public service officers are to be
recorded in the Boardlinutes.

5. The Board meeting shall be scheduled with a desirable limit of one hour, (up to a maximum
of two hours) and may only be extended at the request of a quorum of members during a Board
Meeting.

6. The Head of the Secretariat shall ensure tlat humber of items to be included on the
Board Agenda and likely time required for discussion shall be such as to respect Guideline 5.

7. To assist the Head of the Secretariat in respecting Guideline 6, the Project Steering
Committee (PSC) shall meet agidcuss items proposed for inclusion on the Board Agenda, and
make recommendations based on these discussions for the consideration of the Board. Such
recommendations are to be included as an attachment to the item on the Board Agenda.

8. Papers or repus presented to the Board for consideration should have a desirable limit of 2
pages A4 with a maximum length of 4 pages.

9. The Head of the Secretariat in consultation with Board Chair makes the decisions on the
Agenda for the Board meeting, based oe tiypes of documents that Board members would like to
receive, requests from Board members, and from the list of items proposed by MID, MCA, and
Donors.

% As defined in the NTF act and Regulations
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Project Steering Committee (PSC)
1. The PSC is the Steering Committee for the TSDP.
2. The PSC shdave two functions:

0] To act as a Donor Coordination Mechanism for Donors who are undertaking
transport sector projects in the Solomon Islands irrespective of whether such projects are
specifically referred to in the TSDP Documentation (ADB RRP ardldimk@ments)

(i) To review and provide technical advice to the NTF Secretariat on proposals
submitted by MID and MCA to be presented to the NTF Board for funding

3. Representatives of any Donor or Government Agency undertaking transport sector Projects
may participate in the PSC.

4, No persons/positions may be both an NTF Board Member and member of the PSC.
5. The Head of the NTF Secretariat (or their nominee) shall be the Chair of the PSC.

5. Any person attending PSC meetings may participate inettlenical discussions described in
paragraph 2 (ii) above, and provide advice on the framing of recommendations.

6. The wording of any recommendation(s) to be forwarded to the NTF Secretariat as a result of
the discussions in paragraph 2(ii) above maly ®e confirmed by officers of Government Agencies
with representatives on the NTF Board or Donors contributing to the NTF.

7. In drafting recommendations for the NTF Secretariat to present to the Board, the PSC should
be mindful that the NTF Board méegs are scheduled to last for a period of one hour.

8. The PSC shall review proposals from MID and after discussion as required, recommend to
the Board:

a. For information

b. For approvat-this includes: Items on which the Board has previously peaid

guidance/direction and which are for the implementation of that guidance/direction. Where there
are options for implementation, the PSC should have discussed the options and arrived at a common
view on the option to be recommended to the Board.

(Futher categories/details can bedded)

9. The PSC shall be responsible for assisting the Head of the Secretariat in preparing papers on
any items to be presented to the Board with a desirable limit of 2 pages A4 with a maximum length
of 4 pages, includinthpe recommendations noted in paragraph 7 above.
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Annex 7 - NTF Board engagement in financial management

Up to the end of 2013, the NTF Board has met a total of ten times since the first meeting in August

2010. The need for timely and appropridteancial reporting has been an agenda and discussion

item for each meeting, with comments made at some meetings about the lateness and inadequacy

of financial reporting. The Review has consider e
financial managemnt needs.

The inaugural NTF Board meeting noted that a Manual of Operational Procedures would be

prepared on behalf of NTF Board, including details of financial management proc8lurkere is

no record of NTF Board being asked for, or providing, guelanon NTF’ s speci fic fin
management and reporting needs. Further, the Review was unable to find Terms of Reference, or

any formal analysis, for drafting the NTF Board financial management procedures.

The National Transport Fund Board Procedural Ginielgel March 2011 were submitted to NTF

Board at its second meeting in May 26%1The Review notes that the Manual and its financial

management procedures were not formally endorsed in the Minutes, but weriacto

operationalized to the extent possiblet A t hi s s ame me éformatignonthet was not
finances will be provided in consultation with MOET

The Review has appraised the financial management procedures in the Guidelines; and compared
these to the actual financial management proceduresdugg NTF since 2011.

The Guideline “Section 6. Financi al management F
disbursement of NTF funds. The Guidelines make the following assumptions:

1. Normal SIG payment procedures will be sufficient for both dsdnment and the related
accounting and reporting purposes (Clause 6.2.1.3.1);

2. “NTF officers” wildl rai se Payment Vouchers
internal controls (Clause 6.2.1.4.1);

3. Al NTF payments will be by cheque against the ANZOy&Fating Account (Clause 6.2.1.4.1
and Chart 1 Cash Flow Diagram); and

4. MOFT is willing to perform NTF bank statement reconciliations to SIG General Ledger bank
balances (Clause 6.2.1.4.1).

The Review found that:

1. In 2011, known structural limitations to ¢h/SIG Chart of Accounts meant that MoFT financial
reporting for NTF would be restricted to a summary statement of receipts and payments
only. This form of reporting | acked sufficieri
financial reporting by aatract for each NTF Boaapproved activity’>. The Guidelines

100
101
102

Item 4, NTF Board Minute of 18 August 2010; this Mimasratified as correct on 17 May 2012.

Item 5,NTF Board Minie of 17 May 2011this Minutewasratified as correct on 8 October2012.

Item 4,NTF Board Minute &f4 February 201;2his Minutewasratified as correct 0130 May 2012
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author(s) do not appear to have considered either the known limitations to MoFT financial
reporting, or t he ADB’-reporting to@ was inaeded to support hat a
CPIU reportingl nst ead, the Guidelines reinforce Mo
processing for NTF; and in so doing committed NTF Board to an inadequate level of financial
reporting from MoFT.

2. The NTF Board has not appointed any NTF officers due to resource ausstinat have
prevented the formation of an NTF Secretariat; and MID Accounts Division staff have raised
NTF Payment Vouchers since mid 2011. Further, the absence of Secretariat budget caused
the NTF Board to nominate the CPIU as alternate for an NTEt&at . The Review can
identify no concrete steps that have been taken by the NTF Board to properly resource CPIU
in this role, or the NTF Secretariat, since February 2012. The Review considers that CPIU and
PMI consultant resources are consumed, anghé@ssonnel diverted from core functions, as a
result of being assigned the NTF Secretariat role.

3. NTF payments were being made by cheque directly against the ANZ NTF Operating Account
until March 2012, when MoFT removed all other account chequebooks aactelir that all
future payments be out of SIG Consolidated Fund using printed cheques. This unilateral
decision by MoFT caused NTF payments to line up with all other SIG agency payments
awaiting cash availability in Consolidated Fund before they could beepsed. The
availability of funds NTF funds to reimburse SIG Consolidated Fund did not cause MoFT to
expedite NTF payments. This decision has introduced significant delays to making NTF
payment, which disrupted works as contractors suspended activity ipgnpayment; and
defeats the benefit of a prunded NTF.

4. MoFT Financial Management Services was unable to reconcile the NTF bank account to the
NTF General Ledger cash balance as at 31 December 2012. This represents a breakdown of
internal controlsinMo FT' s cash based accounting system,
reconciliation can confirm the completeness and accuracy of financial information reported
by MoFT. The NTF Auditors advise the Review that MoFT are unwilling to complete the
reconciliation The unreconciled NTF bank balance is the major management letter item
arising from the 2012 Audit; and the Auditors query whether MoFT needs assistance to
perform bank reconciliations.

The Review concludes that NTF Board was not consulted, nor dichittiwely offer any guidance,
on its specific financial management reporting needs in early 2011. As a result, the National
Transport Fund Board Procedural Guidelines make incorrect assumptions about NTF financial
management procedures; and commit NTF Badardnsatisfactory financial reporting.

The Review considers that the Guidelines lack a clear focus on NTF Board financial reporting needs,
which is not typical for documents of this type, and made the Guidelines less than effective.

Further, implementatn of the Guidelines did not yield effective financial management and
reporting for NTF from May 2011 onwards, or for two and a half years to date. To put this into
perspective, DFAT' s Agreement to fund NMNPIB ends i

193 1tem 3, ibid.
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concludes in mi€2016. This means that there has not been effective financial management of NTF

for half of the time that Australia and ADB have been supporting it with resources. The Review also
considers that weak financial management performance ¢antributed to the undermining of

NTF's credibility as transport sector funding ve

The Review finds the Guidelines have not served NTF Board well; and need to be replaced. Future
Guidelines need to be prepared on the basis of NTF Board approeedithmanagement
processes; and capable of meeting NTF Board’'s st

The Review consulted with PS Finance (NTF Board Chair), PS MID (NTF Board Deputy Chair) and the
SIG Accountant General on the requirement for MaFmhanage NTF financial processes. All

indicated their inprinciple support for moving NTF financial management outside of MoFT in the
interest of making NTF operations and NTF Board oversight more efficient.

As a SIG Special Fund, NTF can be managadeoMsFT systems (e.g. by private accountants) and
remain fully compliant with Paris Declaration Principles. The flexibility indicated by senior SIG
officials responsible for finances has informed the options for NTF financial management that are
discussedhe body of the Review Report.

NTF interest earned

The Review notes that NTF Board has the authority to invest surplus funds (S.4(2)(a) Regulations),
but did not do so in 2011 and 2012.

The opportunity cost of this decision to NTF is SBD5.03m in foregimest earnings. This amount
is calculated as follows:

I 2011 NTF cash balance of SBD113.1m @ 3.5% interest for 6 months = SBD1.98m; and
I 2011 NTF cash balance of SBD 87.1m @3.5% interest for 12 months = SBD 3.05m.
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Annex 8 - Legislative framework for NTF financial management

The National Transport Fund (NTF) is a “Special Fund”
Islands and governed by the Public Finance and Audit Act 1996.

The Public Financial Management Act 2013, Part 5, makesparticular provisions for the operation of Special
Funds as follows:

1 With Cabinet approval, Minister of Finance can establish, fund and-wprehy Special Fund. On winding
up, unused money in a Special Fund is paid to Consolidated Fund.

1 Monies held in &pecial Fund are not returned to Consolidated Fund at year end.

1 Minister of Finance may give directions for the control and management of any Special Fund. In the case
of NTF, Minister of Finance has signed the NTF Act 2009 and NTF Regulations 201&biisit Bsard
functions and powers. The Board has wide powers and responsibilities with respect to NTF financial
management and reporting.

1 S77 (c) and (d) of the Act require any Officer administering a Special Fund to provide financial statements
to the Acountant General and Auditor General, stating the basis of accounting. The Act prescribes no
specific time period for this reporting.

Section 25 of the Public Financial Management Act 2013 requires more comprehensive reporting by Special
Funds. In partidar, Special Funds will be required to submit estimates of receipts and payments for the
coming Financial Year to ensure SIG Budgets and cash flow reflect these requirements.

The National Transport Fund Act 2009 provides for:

1 S.5(1)(I>-the use NTF monidse retain professional services for the proper financial management of the
fund.

1 S.5(4-NTF to accept a donor contribution for specific purpose and ensure that the funds are only used
for that pur posfeenctihnigs”" eonfa bslipeggng WithincNTdl onor contr

1 S.7(a)-Minister of Finance to make Regulations to appoint a Board, Fund Manager or any other
appropriate fund management arrangements.

The National Transport Fund Regulations 2010 provide for:

1 S.8 and 15(1)The NTF Board to appoiatprofessional Fund Management Controller to invest and
otherwise account for monies.
1 S.4(1)The NTF Board to be responsible for all aspects of management of the fund, including:

o] investing;

o] determining and applying arrangements for the Payment of Fundies;

0 ensuring Annual Plans with Monthly Cash Flow forecasts are submitted to Board,;

o] ensuring proper financial management consistent with FMAA procurement and reporting.

The Review considers that the NTF Act was drafted to be broadly inclusive; accbsomodate multiple
types of donor contribution. Accordingly, NTF is designed to be more responsive to individual donor
requirements than a conventional Transport Sector Pool Fund. This broad inclusivity places additional
responsibilities on the NTF to ¥ effective planning, implementation, financial management and reporting
arrangements in place to meet all stakeholder needs.

The NTF Board is directly responsible for properly managing all SIG and donor funding in NTF-and over
sighting how it is used opriority NTP activities/ contracts. In order to meet this responsibility, NTF Board is
given full authority to establish effective financial management and reporting arrangements.
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Annex 9 — NTF reporting obligations and performance

The Review has asseddermal reporting requirements set down for the NTF in legislation and
under the terms of binding agreements. A stigght performance monitoring approach has been
used for easy assessment. Red indicates no reporting was done; amber indicates pantalgepo
was performed; and green indicating full reporting was achieved.

The Review considers that NTF has not satisfied the majority of its reporting obligations and can be
considered to be in breach of the legislation and agreements that it has entex@d int

The Review recommends that additional resources be provided to NTF Board to assist it to improve
the standard of NTF statutory and obligatory reporting. The additional resources are summarised in
Annex 8.

Table 1 - NTF performance against formal reporting obligations

NTF reporting obligations Citation NTF reporting performance

National Transport Fund Act 2009
Annual signed NTF Statement of
Account to be submitted to Auditor
General within six months of financial
yearend.

Signed statements of account for 2011
and 2012 have not been submitted to
the Auditor General.

NTF (Fund Management) Regulations 2010

NTF Annual Plan to be prepared with | S.4(2)(e) Documents are not prepared by CPIU

the following financial data: NTF Secretariat.

9 Estimates ofnticipated receipts
from donors;

1 Investment earnings*;

1 Approved expenditures; and

1 Monthly cash flow forecasts.

National Transport Fund Board Procedural Guidelines, March 2011
Secretariato prepare consolidated Para 3.1.6 NTF Budget not prepared by CPIU unt

budget for NTF. July 2013

Secretariat to make a quarterly review| Para 3.1.5 Not doneuntil July 2013, when CPIU
of budget vs. actual expenditure, began using MYOB to prepare NTFB
revenue received and income earned financial reports that include much of
for NTF Board Meetings. this data. Noted in NTF Board Minutes
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GOA/SIG Direct Funding Agreement (DFA)

Partner Government will provide
quarterly (3 monthly) financial
statementsin accordance with an
identified and applicable financial
reporting framework International
Public Sector Accounting Standards
(IPSAS) or other mutually acceptable
standards (national or international). TH
financial statements will show all sourc
of funding, with sufficient breakdowns @
data to permit identification of individual
sources of funds and disbursements or
major activities and types of
expenditure.

DFAT has not received qterly NTF
financial statements from SIG. The NT|
Board has received some quarterly
financial reports of limited quality; and
not in the format required by the
Agreement.

Activity and project types listed in the
Agreement cannot be reported against,
notwithstanding improved financial
reports from CPIU, because these are
detailed in the NTF Chart of Accounts.

The Partner Government will develop a Clauses 44 | Risk Management Plan prepared in 20!

Program Risk Management Plan (RMP| and 45 but not updated.

within three months of the entry into

effect of this agreement. THRMP is to

be reviewed annually by the Board and

updated as required.

The Partner Government is responsiblg Clause 47 The 2011 NTF Annual Report was

for developing an Annual Progress released in April 2013; and NTFB is

Report each year, to be tabled in currently finalising the 2012 NTF Annua

Parliament. Report. These initial NTF Annual Repo
are late and it is not clear that they hav
been tabled in Parliament. These repor
are important communication tools and
their timely release needs to be
promoted and resourced.

Annual Program Procurement Plan to t| Clause 52 The National Transport Fund Workplan

Board indicating anticipated major 2011- 2012 lists all major procurementg

(above the equivalent of AUD500,000) for NTF.

procurements to be undertaken next

financial year

The Partner Government is responsiblg Clause 55 2011 NTF Auditnalised in April 2013

for ensuring that the Program and its and 2012 NTF Audit finalised in August

associated funding are audited on an 2013. Both exceed the six month time

annual basis. limit for submission in the DFA. Timely
audits need to be promoted and
resourced.
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Annex 10 — Analysis of NTF accounting and reporting

Context for Review findings

The Review used the dfay incountry mission to assess the quality and functionality of NTF

financial management and reporting, as performed by the multiple stakeholders set out in Figure 1

bel ow. |t needs t o b essnewtispotof thehsanie standaed afRam audiear’ s a s
forensic accounting study, but is sufficiently robust to identify internal control and performance

matters for further consideration by NTF stakeholders.

The Review has consulted on its findings withi@e8IG officials and third parties, such as the 2012

NTF Auditors and PMI consultants involved in NTF accounting and reporting. Further, the Review has
compared its findings with other technical evaluations of SIG accounting systems, such as the ADB
Finarcial Management Assessment that forms part of the TSDP design. In this way, the Review has
ensured that its conclusions are appropriate and reasonable by triangulating them with the work of
other authorities and sources.

Overview of NTF accounting and reporting

The Review finds control weaknesses at many stages of NTF accounting and reporting through SIG
financial management systems. See caution icons in Figure 1 and explanations below.

Against this backdrop, the Review notes that CPIU was appointed indfel2012 as NTF

Secretariat and professional Fund Manger Controller and has taken a number of practical steps to

find solutions to address these weaknesses. Sinceznidl 2, CPIl1 U’ s actions have
unqualified 2011 and 2012 NTF audits and betteF Bdard financial reporting; and have been

successful in the shoterm.

However, the Review finds the CPIU solutions are$p€Eific and do not offer improved accounting

and reporting capacities for MID project management. Further, the CPIU accourdin®téOB) is

not supported by either the MoFT Information and Communications Technology Section (ICTS) or an
in-country technical representative. Finally, PMI Consultant currently managing the MYOB system
will conclude in 2016.

In April 2012, CPIU condudi®YOB familiarization training to six MID Accounting Division officers

and 19 CPIU/ TSDP staff over ten days at the Honiara'MofelConsultant prepared training

material and a seminar format presented MYOB features and capabilities, but did not offer a
practical session. The Review considers that thi
actions, but would not have built capacity in using MYOB amongst the MID officers attending. There

has been no further training in MYOB provided to MIbceffs, who confirm they cannot operate

MYOB.

The Review concludes that CPIU has not yet developed technically viable or sustainable project
management capacities; and that this output of the TSDP design is not yet fulfilled. Some NTF

104 Page 32, Transport Sector Development Project Progress Report Quadially 2012
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project and financiananagement capacity has been built using MYOB and PMI consultants, but this
does not apply widely to MID contracts and is not sustainable into the long term.

The Review recommends a rapid design mission be undertaken to develop an MID project
management tol that will serve both CPIU and NTF reporting needs. The resulting design needs to
be technically viable from SIG resources, sustainable into the long term and meet both MID and NTF
contract management and reporting needs.

Support for the MID project mamggment system design and its implementation will require

additional resources. These additional resources can be separate from, but complimentary to, the
PMI Consultant support to CPIU. This is because project management systems implementation will
focus o MID and MOFT capacity building for the benefit of CPIU and NTF, but not on transport
infrastructure implementation as CPIU does.

Figure 3 - NTF accounting and reporting process flowchart

CPIU receives NT
contractor claim

4y

CPIU prepares Ml
Payment Certificatq

!
CPIU prepares Ml
Requisition Form

1

.

Accounts

Division

CPIU NTF MYC
to commit GPV
by contract

MoFT
Compliance to
approve GPV

MoFTPayments
create PO in A>

MoFTSIG Creditor.
cheque cut when
cash flow permits

MID prepares
General Payment
Voucher

MID

Accounts ( Cheque tasupplier
> Division

CPIU NTF MYC
to decommit

GPV by contrac

MOFTSIG Creditor
CPIU matches GPVs Acc reimbursed

decommitted to ANZ NTH €= from ANZ NTF O
Op Acc transfers to SIG

!

CPIU reconciles ANZ NTF Bank Statement
Acc to MYOB bank baland € | ANZNTF Op Ac

CNTF financial reporti@

MoFTreleases
MID GPV & SIG

Scope and scale of NTF accounting transactions

The Review is advised that in 2012, CPIU processed 246 NTF payments of all kinds. Allowing 220
working days per year, this calculates to 1.1 NTF payments to be processed per day, or 22 per
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month. Further, all NTBanking movements in 2012 were 6 transactions in the CBSI NTF SBD
Account; and 120 banking movements in the ANZ NTF Operating Account. These volumes of
transactions are low; and the Review sought to identify the reason why there were so many cautions
identified in the low volume of accounting processing required for NTF.

MoFT noted that NTF banking and reporting requirements fall outside the norms established for SIG
Recurrent and Development Budgets. The irregular nature of NTF banking and reportingnageds

be part of the cause for MoFElated cautions noted above. The Review has considered the impact
of regularizing NTF transactions within MID accounting processes when considering design options
for improved MID project management and accounting.

The net subbheadings detail the reasons for the Review marking an accounting step with a caution
icon.

1. CPIU prepares MID Payment Certificate

The 2012 NTF Audit Management Letter (Point 3.1) notes three instances where MID Payment
Certificates were not compled by MID Supervising Engineers, but were paid by NTF. The audit
sample size was 30 transactions, giving a 10% error rate for processing accuracy. This compares with
the usual target error rate of less than 1% in commercial or public sector accounticespes.

Noting the recent DFAT directive for oversight of all payments of Australian funds through Partner
Government Systems, monitoring this function would reduce NTF error rates.

2. CPIU prepares MID Requisition Form

The Review identified one instancédgre CPIU had prepared an MID Requisition Form that charged
the NTF Account for a negualifying project claim. The claim itself was for an approved MID project
and contractor, so is a legitimate MID payment, but does not form part of NTF activities@uld sh
not have been charged to the NTF Account. This Requisition was authorised by PS MID, an NTF
Board Member.

Where nonqualifying project costs are charged to the NTF Account, MID is in breach of the DFAT
Direct Funding AgreemenClause 21, whichregi r e s uUdd tiiz GoAofunding solely for the
implementation of the Prograin .

The Requisition was authorised on 26 April 2013 and the payment processed by MoFT on 17 June
2013, but the full details of this control breach were determined in Septembe? 28Jpart of the
Review. There are no CPIU or MoFT controls in place to prevent or detect such a breach. This
deliberate control breach represents a high level of fiduciary risk to DFAT funds in NTF.

The Review foresees potential difficulties in recovefingls incorrectly charged to the NTF from
SIG. Firstly, any individual reimbursement of incorrectly charged payments would need to be
budgeted for and could become delayed in SIG Budget Appropriation and Parliamentary approval
processes. Less likely, il significant is the fact that neither the 2005 Development Cooperation
MoU nor the 2010DFANTF Di rect Funding Agbhaekwénproemntsaioms
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exposes all DFAT funds to the risk of being transferred to SIG Consolidated Fuadvtister
Finance exercises his powers to wind up this SIG Special Fund.

DFAT legal advice is needed to properly determine the level of this risk; and to formulate possible
remedies to ameliorate any risks.

Noting the recent DFAT directive for oversightall payments of Australian funds through Partner
Government Systems, monitoring this function would reduce risks to DFAT funds in NTF.

3. MID prepares General Payment Voucher

The Review identified one instance where the MID General Payment Voucher and MID Requisition
were altered, after authorisation by PS MID, to charge a-qualifying MTF project to the NTF
Account.

This indicates that unknown individual(s) are able tonextinonqualifying costs to NTF without

MID identifying this control breach or taking remedial action. The Review considers that this signals
a loss of internal controls over charges to the NTF Account; and exposes DFAT funding to major
fiduciary risks.

Noting the recent DFAT directive for oversight of all payments of Australian funds through Partner
Government Systems, monitoring this function would reduce risks to DFAT funds in NTF.

4. MOFT Compliance to approve General Payment Voucher (GPV)

The Revievis advised that this process was introduced in March 2013 by MoFT and can delay
approval of NTF GPVs by up to 90 days, without any value added to NTF, as the above examples of
non-qualifying costs being charges to NTF Account will attest.

The Review notethat channelling NTF GPVs through MoFT incurs thus unnecessary delay; and this
requirement needs to be reconsidered by the MID project management system design.

5. MOFT SIG Creditors cheque cut when cash flow permits

NTF cheque payments are made out of AdZ SIG Creditors Account, which is subsequently

reimbursed from the ANZ NTF Operating Account. This subjects NTF payments processing to SIG

cash flow constraints, which is an unnecessary limitation given that NTF payments are fully funded

through the ANANTF Operating Account. The Review recommends that all NTF payments be made

as EFT's using agreed EFT policies and procedur e

The Review notes that MOFT Payments Section may also process selected payments by Electronic
Funds Transfer (EFT), but does rbtiae either MID or CPIU of this action. CPIU detect EFT

payments when conducting their parallel bank reconciliations through the NTF MYOB accounting
software. Review consultations with MoFT indicated that there are no formal EFT processing policies
of procedures; and access to NTF EFTs is made by unknown person(s) in the MoFT Payments Section.

The Review considers that potentially unsupervised access to NTF EFTs represents a major internal
control risk to DFAT funds held in the NTF.
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Noting the recent DFAdirective for oversight of all payments of Australian funds through Partner
Government Systems, countersigning all NTF EFTs will assist to reduce risks to DFAT funds in NTF.

6. MID GPV & SIG cheque

The Review is advised that MOFT cheques are attached@osMpporting documentation and either

(i) referred to MID Accounting Division for collection and distribution to the contractor, being the

correct procedure; (ii) given to the contractor directly by MOFT and documentation only is referred

to MID Accountingivision for collection; or (iii) given to CPIU for distribution to the Contractor with
documentation only referred to MID Accounting Division for collection. Uncertainty around cheque
distribution requires time and effort to resolve and further diminishe NTF’ s reputation f
payment.

7. CPIU NTF MYOB to decommit GPV by contract

CPIU was not regularly backing up the NTF MYOB data files; and the year to date 2013 NTF MYOB
data was lost in July 2013 when there was a kdist failure on the laptop Hding this data.

CPIU has since instituted a more regular bagkoutine for the NTF MYPB data files, but CPIU is
reconstructing the 2013 data by+4eying GPV and banking details and was complete to April 2013
at the time of the Review.

Weak data backip procedures represent an accounting risk to DFAT funds in NTF; and highlight the
unsustainable nature of the CPIU accounting tool beyond the end of TSDP in 2016.

8. MoFT SIG Creditors Account reimbursed from ANZ NTF Operating Account in batches

The Revievis advised that MoFT can take up to three months to provide CPIU with details of
batches of NTF GPVs paid for by the ANZ SIG Creditors Account, which has then been reimbursed
from the ANZ NTF Operating Account. This delays updating of NTF MYOB fimfmeiation, and

can make NTF Board reporting incomplete.

Since midluly 2013, MOFT has been providing monthly details of reimbursements out of the ANZ
NTF Operating Account, which has facilitated more timely updates of NTF financial management
data.

Further, MOFT has not been providing CPIU with the MoFT Microsoft AX accounting reports for the
NTF Account, which would enable timelier updating of MYOB than the batch reporting on ANZ NTF
Operating Account transfers. As with EFTs, MoFT was unclear on wigelnsaff have access to the
ANZ NTF Operating Account to process these bank transfers to ANZ SIG Creditors Account.

The Review considers that potentially unsupervised access to NTF bank transfers represents a major
internal control risk to DFAT funds hétdthe NTF.

Conclusion

The types and number of control weaknesses noted in items 1. to 8. above indicate that DFAT funds
are subject to both accounting and fiduciary risks in NTF.
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The Review concludes that these risks are sufficiently high to requiréicaginireinforcing of the
MID/CPIU/NTF accounting and reporting functions if DFAT is to continue to use SIG partner
government systems to manage its contributions to NTF into the medium term.

MID project management and accounting — proposed Design options

The Review considers that the following the options, and possibly others, need to be considered by a
MID project management system design process.

1. Develop NTF MYOB to cover all MID contracts and financial reporting needs;
2. Enhance SIG Microsoft AX 2009 wiita AX Project Management Module and set up a single
database for both MID and NTF contracts; and
3. Enhance SIG Microsoft AX 2009 with the AX Project Management Module and set up a
separate database for NTF and one for all other MID contracts.
Option 1 - Develop NTF MYOB to cover all MID contracts and financial reporting needs;

This option hasashoetter m appeal in that can build on CPI U’
limited by lack of technical support in country and the potential limitations oOE¥as a contract

management tool. Some MYOB related products may support contract management; and this option
needs to be considered and its sustainability assessed.

Option 2 - Enhance SIG Microsoft AX 2009 with the AX Project Management Module and set up a
single database for both MID and NTF contracts

Solomon Islands Government Accounting Service (SIGAS), under the direction of the SIG Accountant
General, has piloted decentralized data processing for SIG public accounting.

SI GAS can of f ecre”a t“omaanpapgreodv esde ravgienci es, based on
software package tailored to meet SIG accounting and reporting needs and in use since January

2012. Auditor Generals Office, MOFT, and Internal Audit are currently using AX via MoFT managed
services to electronically process Payment Vouchers to MoFT Payment Processing Section. Auditor
Generals Office is also able to run audit queries online using its direct access to AX databases.

MoFT has also established a managed service AX site in thengriilaru building in downtown
Honiara that has been tailored to meet the specific accounting and reporting needs of the Solomon
Islands Electricity Authority (SIEA); and to providesitéf AX backip.

SIGAS intends to rollout AX managed services forgabtiounting to all SIG agencies. This will shift
MoFT data processing burdens to SIG agency AX clients, while retaining centralized payments
processing to allow sound whetd#-government cash flow management practices.

Microsoft also offers the AX Projedianagement Module that can be linked to AX financial data and
could offer MID an integrated project management tool, capable of providing progress and financial
reporting.

Advantages of this approach include a single database and process for projecimgeaibyliD
contracts; MoFT provides sustainablecimuntry technical support and training; and MoFT manages
all ICT services including back up and software licensing and updating.
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Disadvantages of linking NTF to a single MID project management to@srédaall payments being
processed by MoFT through ANZ SIG Creditors Account with its known cash flow constraints and
processing delays.

Option 3 - Enhance SIG Microsoft AX 2009 with the AX Project Management Module and set up a
separate database for NTF and one for all other MID contracts

Due to irhouse capacity limitations, MID indicated a preference to trial andfilyFversion of an AX
project management tool for 12 months before transitioning to a My version in Year 2. The
pace of this transitio would depend on the project management gains evidenced in thednIjF
trial.

This approach has the advantages of option 2 and avoids the disadvantage by enabling NTFB to
appoint MID as its professional Fund Management Controller and to direct MIDKe atla

payments as EFTs directly out of the ANZ NTF operating account. NTFB would need to take full legal
responsibility for their direction to MID, but has the legal authority to do so.

This is the Review's preferr embinagegméentcapacity. 0 enhance
Conclusion

The Review considers that implementing any of these options for building MID project management
capacity will require additional resources alongside those already offered to CPIU through the PMI
Consultant.

Further, the Reew considers that this reform of MID project management and reporting is broader
than the CPIU role and can be managed separately from, but in coordination with existing CPIU PMI
arrangements. There may need to be some redefining of TORs of PMI Condolemssire there is

no duplication or overlap of roles and responsibilities with this additional package of support.

The package of assistance indicated by the above options may include:

Software procurement and licensing by MoFT,;

MoFT managed services t®$or Options 2 and 3;

MID ITC electrical supply upgrades, networking, hardware, printing and internet costs;

Short Term Advisor inputs and Advisor support costs for a MID Project Management and

Accounting System Design Mission;

1 Long Term Advisor(s) to delop and implement appropriate and effective administrative
support processes and training around the MID Project Management and Accounting
System; and

1 NTF reporting support costs.
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