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FINANCIAL MANAGEMENT ASSESSMENT  

 

A. Historical Financial Performance and Current Position of Uzbekenergo 

1. Accounting and financial performance data of Uzbekenergo have been analyzed 
over the period 2006–11. Recent audit reports indicate that financial statements of 
Uzbekenergo have been prepared consistent with the requirement of the National 
Accounting Standards. However, as yet, Uzbekenergo does not provide consolidated 
financial reports consistent with International Financial Reporting Standards (IFRS). 
Therefore, collated data across the entire corporate entity covering the distribution, 
transmission and generation portfolio, have been estimated from available sources, 
including the published financial statements of the parent company up to 2011. 

2. Uzbekenergo has operated profitably over recent years. The profit margin has 
been above 10% for this whole period, but was reduced from 20% in 2009 to around 
13% in 2011, largely due to cost increases, mainly due to fuel costs and costs of 
maintenance for old facilities. A summary of estimated key components of the Income 
Statement over the period 2006–11 is set out below.  

Table 1: Key Income Statement Values (SUM billion) 

 2006 2007 2008 2009 2010  2011 

Total revenue 1,378   1,657   2,007   2,413   2,725   3,148   
Operating expenses 974   1,090   1,533   1,700   1,956   2,402   
EBITDA 404   567   474   713   769   746   
Depreciation and amortization 174   177   124   158   214   267   
EBIT 230   390   350   555   555   479   
Net finance and other costs 3   6   4   8   8   30   
Profit before tax 227   384   346   547   547   449   
Income tax 53   72   72   103   101   76   
Profit for the year 174   312   274   444   446   373   

EBIT = earning before interest and tax; EBITDA = earnings before interest, tax and depreciation 
Source: Asian Development Bank estimates. 

3. Moreover, profitability has been maintained despite slow growth in electricity sale 
volumes throughout the period, with growth averaging around 1% per annum (Table 2). 

Table 2: 2006–2011 Electricity Sales Volumes (MWh) 

MWh = megawatt-hour 
Source: Uzbekenergo. 

 

4. A key driver behind the solid financial performance—in the face of low demand 
growth—has been the frequent adjustment by the government of electricity tariffs to 
reflect high annual inflation rates of about 10%. In many years, tariffs have been 
adjusted upwards bi-annually by the Ministry of Finance since 2006. The average tariff in 
2012 is around $0.05/kilowatt-hour (kWh), which is relatively low compared to other 
countries. The main factor contributing to Uzbekenergo’s profitability with such low tariffs 
is the low fuel price. Natural gas costs account for about 75%–80% of total generation 

    2006 2007 2008 2009 2010 2011 

Electricity Sales 38,140 39,256 38,654 39,691 40,074 40,505 

Annual Increase, %  2.9% -1.5% 2.7% 1.0% 1.1% 
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costs, while the average price paid by Uzbekenergo is around $70 per thousand cubic 
meters, which is lower than traded gas prices. As a result of the regular tariff increases, 
sales revenues have increased on average over this period by more than 15%. 

Table 3: Historical Tariffs (SUM/kWh) 

Customer Category 2006 2007 2008 2009 2010 2011 2012 

Residential 36.54 42.75 52.28 63.05 70.65 81.90 94.03 

Commercial 38.11 43.98 53.68 64.78 72.25 83.65 95.98 

Industry (>750 kW) 29.36 33.85 41.18 49.74 55.65 64.46 73.83 

Industry (<750 kW) 36.60 42.76 52.28 63.05 70.65 81.90 94.03 

Agriculture, Transport, Budgetary 36.60 42.76 52.28 63.05 70.65 81.90 94.03 

Advertisement/Illumination 110.00 110.00 110.00 110.00 110.00 110.00 110.00 

 
      

 

Average Tariff, SUM/kWh 36.54 42.75 52.28 63.05 70.65 81.90 94.03 

Average Tariff, $/kWh 0.03 0.03 0.04 0.04 0.04 0.05 0.05 

Annual Increase, % 17% 17% 22% 21% 12% 16% 15% 

kW = kilowatt; kWh = kilowatt-hour 
Source: Uzbekenergo. 

 
5. Uzbekenergo has a substantial amount of accounts receivables and accounts 
payable, which it has inherited from its successor, the former Ministry of Energy and 
Electrification. Due to relatively low revenue collection efficiency of about 80 to 85%, 
which is still below 90%, the accounts receivables are increasing by about SUM300 
billion annually, which equates to more than 10% of annual sales revenue. Uzbekenergo 
has substantial amounts of accounts payable as well, including payables to fuel 
suppliers of SUM1,000 billion and tax payables of more than SUM500 billion. National 
Accounting Standards allows a company to write-off those accounts receivable that are 
over three years old or even less than three years old, where required by a court verdict. 
In March 2011, the government, the Cabinet of Ministers of Uzbekistan, issued a decree 
requesting Uzbekenergo and Uztransgaz, the gas supplier, to provide detailed 
information on their accounts receivables. The government is expecting to develop a 
mechanism to help reduce the amount of accounts receivables and payables for the two 
firms but, as of June 2012, a decision is still outstanding. 

6. The company’s debt equity ratio has increased from 0.03 in 2006 to 0.34 in 2011. 
The major reason for this increase has been the use of funds from the Uzbekistan Fund 
for Reconstruction and Development to rehabilitate transmission lines and power plants, 
while Uzbekenergo is starting to draw down on major international loans, including for 
the Talimarjan transmission project.  
 

Table 4: Key Balance Sheet Ratios 2006–2011 

Ratio 2006 2007 2008 2009 2010 2011 

Return on equity  24% 16% 20% 15% 11% 
Return on net fixed assets  55% 44% 52% 40% 26% 
Debt service coverage ratio 52.6 37.2 37.7 27.9 3.7 1.7 
Current ratio 2.1 2.0 1.9 1.9 2.0 1.9 
Debt equity ratio 0.03 0.04 0.04 0.08 0.32 0.34 
Source: Uzbekenergo. 
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B. Future Financial Performance 

 
1. Key assumptions for financial projections 

 
7. For the purposes of financial projections, the demand forecast is a critical 
variable in that it is a key driver in the future business revenues. For the purpose of this 
assessment, the demand forecast that is currently used by Uzbekenergo for its planning 
purposes has been adopted. It is a conservative forecast in that Uzbekenergo estimates 
that electricity demand growth will grow on average by only 1% per annum, which is 
much less than other forecasts: for example, growth in energy sales of 2.7% is estimated 
in the Asian Development Bank’s (ADB) regional master plan.1  

 
Table 5: Forecast of Electricity Available for Consumption (MWh) 

    2012 2013 2014 2015 2016 2017 2022 

Electricity Available 43,839   44,325   44,733   45,171   45,595   46,040   48,335 

Annual Increase, % 
 

1.1% 0.9% 1.0% 0.9% 1.0% 1.0% 

MWh = megawatt-hour 
Source: Uzbekenergo. 

 
8. The ADB local inflation forecast of 9.5% in 2012, 9% in 2013, rising up to 12% in 
2016 was used to convert tariffs and costs into nominal terms required in ADB 
guidelines. Over the same period, international inflation is forecast at less than 1% per 
annum. Over the analysis period, the Uzbek SUM is forecast to depreciate on average 
6% per annum against the US dollar.  

 
9. Major capital expenditures for 2012–2016 were approved by the government for 
Uzbekenergo to expand and modernize energy generation and transmission capacity, 
with particularly high capital expenditure forecast for 2013 and 2014. Based on the 
Uzbekenergo plan, total expenditures of about $2.65 billion will be required between 
2012 and 2014 alone. Annual capital expenditures from 2015 onwards were reviewed 
and were revised upwards where these were less than the forecast 2014 level of just 
under $600 million. The sustainability of this plan will need to be monitored as it involves 
a three-fold increase in the fixed asset base between 2011 and 2016. The capital 
expenditure in Uzbekenergo’s Plan for 2012–14 is set out below. 

 
Table 6: Uzbekenergo’s Capital Expenditures and Financing Plan for 2012-2014 

($ million) 

Source of funding 2012 2013 2014 

Own funds   272.8        272.5        272.0    

Local loans   119.8        160.8          23.2    

UFRD   140.0        169.6          31.9    

Foreign Loans   321.8        569.7        302.2    

Total   854.4     1,172.6        629.3    

UFRD = Uzbekistan Fund for Reconstruction and Development 
Source: Uzbekenergo  

 

                                                 
1
 ADB. 2010. Technical Assistance to Central Asia Regional Economic Cooperation for the Power Sector 
Regional Master Plan. Manila (TA 7558-REG). 
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10. The following financing terms for the borrowing shown in Table 6, and in future 
years, were assumed for the projections. 
 

Table 7: Financing Terms for the Borrowings 

Financier     Loan  
Period 

Grace  
Period 

Interest  
Rate 

Commercial bank (local) loans 12 3 5.00% 

IFI loans (ADB, World Bank, JICA, IDB, Eximbank) 20 5 2.50% 

UFRD 12 3 2.25% 

ADB = Asian Development Bank; IDB = Islamic Development Bank; IFI = international finance institution; 
JICA = Japan International Cooperation Agency; UFRD = Uzbekistan Fund for Reconstruction and 
Development 
Source: ADB estimates. 

 

11. Average depreciation rate of 8% was applied to fixed assets. Income tax rate of 
17%, comprising 9% corporate tax and 8% infrastructure development levy, was used. It 
is further assumed that revenue collection efficiency will increase to 95% in 2015 as 
unmetered consumption will decrease with the government efforts to install smart meters 
and that there will be a gradual improvement in the company’s accounts receivable and 
payable performance. 

 
2. Financial Statement Projections and Conclusions  

 
12. Based on the assumptions outlined, Uzbekenergo will operate profitably 
throughout the forecast period. Its EBITDA is expected to rise to over SUM4,000 billion, 
with net profit rising to over SUM1,000 billion, with the difference largely reflected by 
depreciation and interest payments on the capital expenditure program. A summary of 
key components of the projected Income Statement are set out below. 
 

Table 8: Key Income Statement Values (SUM billion) 

 2012 2013 2014 2015 2016  2017 2022 

Total revenue 3,709   4,139   4,632   5,257   6,017   6,888   12,874   
Operating expenses 2,740   3,003   3,317   3,718   4,212   4,765   8,829   
EBITDA 969   1,136   1,315   1,539   1,805   2,123   4,045   
Depreciation and amortization 336   435   605   762   878   1,000   1,830   
EBIT 633   701   710   777   927   1,123   2,215   
Net finance and other costs 64   116   141   166   194   239   395   
Profit before tax 569   585   569   611   733   884   1,820   
Income tax 97   99   97   104   125   150   309   
Profit for the year 472   486   472   507   608   734   1,511   

EBIT = earnings before interest and tax; EBITDA = earnings before interest, tax and depreciation 
Source: ADB estimates. 

13. Over the projection period, Uzbekenergo is expected to maintain a return on 
equity of at least 9%, rising to more than 15% beyond 2020. Self-financing ratio will be 
over 25% throughout the projection period. The total long-term debt of the company is 
estimated to increase from SUM1,250 billion ($680 million) in 2011 to SUM6,600 ($2,750 
million) in 2016. Due to the rapid increase of the long-term borrowings, debt service 
coverage ratio will drop sharply from around 30 in the past, but will be higher than 1.6 for 
the analysis period. An overview of key forecast ratios is set out below. 
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 Table 9: Key Balance Sheet Ratios 2012–2022 

Ratio 2012 2013 2014 2015 2016 2017 2022 

Return on equity 12% 10% 9% 9% 10% 12% 17% 
Return on net fixed assets 26% 21% 15% 13% 14% 15% 21% 
Debt service coverage ratio 2.2 2.2 2.4 2.4 1.7 2.2 2.2 
Current ratio 1.6 1.8 1.9 2.1 2.3 2.8 4.0 
Debt equity ratio 0.52 0.81 0.92 1.02 1.10 1.30 1.46 
Source: ADB estimates. 

 
14. In the short term, Uzbekenergo’s cash flow position is sensitive to the size of its 
capital expenditure program that is to be financed from its own funds, in particular during 
2013 when a large increase in investment is forecast. This raises the risk of short-term 
liquidity problems, which can be alleviated where Uzbekenergo is able to enhance its 
available credit facilities with local banks. 

 
15. Uzbekenergo’s financial performance is also highly sensitive to gas prices. 
Increases of gas tariff will accordingly require electricity tariff increases. The forecast 
assumes that tariffs will be increased each year at a percentage equal to the annual 
inflation rate. Failure to continue to frequently adjust tariffs will jeopardize Uzbekenergo’s 
financial performance providing two key assumptions of the forecast—an aggressive 
capital expenditure program combined with low demand growth—are materialized.  

 
16. Uzbekenergo’s long-term borrowing should be carefully monitored so that it does 
not jeopardize its financial performance and long-term financial sustainability. In 
particular, in the latter years of the forecast period, some revision to the funding of the 
capital expenditure program may be required to avoid the debt-service coverage ratio 
falling towards 1.2, should the ambitious capital expenditure program be implemented in 
full and demand follows the conservative estimate of Uzbekenergo used in this forecast. 
A further uncertainty over Uzbekenergo’s future financial position is the decision by the 
government regarding its accounts payables and receivables. A decision to clean up its 
balance sheet would positively affect its position compared with the projections made.  

C. Financial Management Assessment 

 
1. Introduction 

 
17. As per the ADB’s guideline note, ‘’Financial Due Diligence – A Methodology 
Note’’ (January 2009), the first step to undertake the Financial Management Assessment 
(FMA) is to determine whether an FMA has recently been completed by ADB, the World 
Bank, or any other development partner, the objective being to avoid duplicating 
diagnostic work that already exists. Further, as per the guideline note, if an FMA exists, 
this should be reviewed and, in particular, any work done to overcome previously 
identified weaknesses should be checked and the original FMA should be updated 
accordingly. 

18. During 2009 and as part of its due diligence on the Talimarjan Clean Power 
Project, ADB carried out an FMA of Uzbekerngo, with an FMA questionnaire filled in by 
the executing agency. An update of this FMA was undertaken in 2011 by ADB as part of 
the Advanced Electricity Metering Project, with the World Bank also reviewing 
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Uzbekenergo’s financial management in March 2012.2 Due to the presence of recent 
FMAs, a further questionnaire is not required. During the due diligence phase of this 
project, further discussions were held with Uzbekenergo staff to determine where further 
amendments may be required and to update previous analysis. 

2. Accounting in Uzbekistan 

 
19. The overriding legislation and rules for accounting in Uzbekistan is unchanged 
from previous FMAs. In a recent assessment of financial management practices, the 
World Bank concluded—consistent with earlier FMAs—that the capacity in the 
accounting profession in the country is low as there is no critical mass of professionally 
qualified accountants. Moreover, knowledge of internationally recognized accounting 
and auditing standards, such as IFRS, International Public Sector Accounting Standards 
and International Standards on Auditing, is limited in both the public and private sectors. 
As such, within the country, there are not enough accountants with internationally 
recognized accounting qualifications. However, the accountants are quite 
knowledgeable about National Accounting Standards that, in most cases, are based on 
international standards (footnote 2, page 36).  
 

3. Institutional Arrangements 
 
20. Uzbekenergo is the executing agency of the project. It is a 100% state-owned 
holding company responsible for power generation, transmission, and distribution in 
Uzbekistan. It was established in August 2001 after public sector reorganization and is 
the legal successor of the former Ministry of Energy and Electrification. The company is 
incorporated as an Open Joint Stock Company. As a holding company, it has 54 
subsidiaries with its shares ranging from 51–100% in each subsidiary. These 
subsidiaries include power generation, transmission, and distribution and supply 
companies. Most of those subsidiaries are incorporated as separate joint-stock 
companies. 
 
21. The Project will be administered by the Project Management Unit (PMU), which 
is located within Uzelektroset, the subsidiary responsible for electricity transmission. 
Uzelektroset is separated into various Departments and Divisions, with these reporting 
to the General Director via either the Deputy General Director for capital construction, 
Chief Engineer or the Deputy General Director for Economics and Finance. Uzelektroset 
has its own Economic and Forecasting Department, a Department for Accounting and 
Financial Report and three PMUs, including five staff members working in the 
Namangan S/S project. 
 
22. The Department of Accounting and Financial Reporting within Uzelektroset 
develops financial statements that are submitted to Uzbekenergo and the Tax 
Inspectorate every three months. The Department has nine qualified accountants and is 
headed by a Chief Accountant, with a Deputy Chief Accountant and accountants 
responsible for assets, debtors and creditors, account preparation and cashier functions. 
Furthermore, within Uzelektroset, each of the five Regional Network Offices has a Chief 
Accountant, while each of the three PMUs has a person designated as a project 
accountant/financial specialist. The Department of Accounting and Financial Reporting 

                                                 
2
 World Bank, 2012. Uzbekistan – Advanced Electricity Metering Project. Washington D.C. (Report No. 

66259;  appraisal document on a proposed loan in the amount of $180 million). 
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advises that it undertakes training up to 3–4 times a year on changes to relevant 
accounting and reporting requirements.  

23. The Uzbekenergo Department of Accounting and Finance is responsible for 
collating financial information across the entity, with six accountants working to the Chief 
Accountant and responsible for accounting issues related to investment projects, and a 
further 20 staff members responsible for gathering and combining financial information 
received from the subsidiaries to be submitted to the tax authorities. The level of 
aggregation of the accounts, which is undertaken manually, cannot be considered to 
represent true consolidation, which will be a major area of challenge for adopting IFRS. 
Although consolidation is also a general requirement under the national standards, 
Uzbekenergo has a special waiver not to consolidate for the time being, thereby 
technically meeting the national accounting standards. The Department advises that 
training occurs annually on new accounting developments, with experts from the 
government and the private sector invited to provide insight into new issues.  

24. The PMU for the Namangan project has five staff, with no qualified accountants 
within the unit. Members of the PMU have been involved in some previous donor-funded 
projects (in particular, the Islamic Bank) but no previous experience exists within the 
PMU staff on ADB procedures.  

25. To ensure effective governance in project-related activities, the following 
measures are recommended to be incorporated into the project: 
 

(i) supporting the existing PMU staff in ADB processes; 
(ii) developing a separate project account; 
(iii) direct payment, reimbursement and/or commitment procedures for 

disbursements to contractors and consultants; and 
(iv) project account to be audited by an external auditor. 

 
4. Fund Flows Arrangement 

 
26. All payments will adopt the direct payment, reimbursement and commitment 
procedures in accordance with ADB’s Disbursement Handbook. No imprest account or 
the use of statement of expenditure procedure is envisaged in the Project. 
 
28. Under direct payment procedure, Uzbekenergo will send ADB (i) a withdrawal 
application using form for each payment in different currencies; (ii) the contract or 
confirmed purchase order indicating the amount and due date; and (iii) supporting 
documents to each withdrawal application. ADB then pays the contractor directly.  
 
29. Under the reimbursement procedure, the contractor invoices Uzbekenergo (via 
the PMU), with Uzbekenergo paying the contractor directly. Uzbekenergo will then send 
the withdrawal application and receipts to ADB who then reimburses the full amount 
paid. The flow of funds arrangements envisaged involve the loan being contracted 
between ADB and the Republic Of Uzbekistan through the Ministry of Finance. The 
proposed flow mechanisms under the direct payment approach are illustrated below. 
 
30. Under the commitment letter procedure, the following steps occur: ADB, at the 
borrower’s request, irrevocably agrees to reimburse a commercial bank for payments 
made or to be made to a supplier against a letter of credit; ADB’s payment assurance 
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under this procedure is limited to the amount available in the loan account; and the letter 
of credit issued by the borrower’s bank becomes operative when ADB issues its 
commitment letter to the advising or negotiating bank in the supplier’s country. 
 

Figure 1: Project Fund Flow—Direct Payment/Reimbursement Procedures 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
31. The loan for the project will be reported in the balance sheet of OJSC 
Uzbekenergo’s financial accounts, with an equal capital share in Uzelektroset reported 
as an asset (considered as authorized capital of the company). The physical assets will 
be reflected on the balance sheet of Uzelektroset, with these assets initially entering as 
working capital prior to finalization of construction works, when they are reclassified as 
fixed assets. 

 
5. Accounting Policies and Procedures, and Financial Reporting and 

Monitoring 
 
32. Uzbekenergo is required to maintain its accounting and reporting in accordance 
with National Accounting Standards requirements. Previous FMAs have highlighted a 
key problem in that annual financial statements of Uzbekenergo have been prepared but 
without consolidating subsidiaries under its control due to the complexity and the lack of 
skills. 
 
33. Uzbekenergo has stated that it will prepare annual consolidated financial 
statements from 2013 at the same time as it will introduce reporting consistent with 
IFRS. To meet IFRS requirements, Uzbekenergo will need to: undertake a major 
revaluation of its assets; consolidate its accounts, and disclose them according to the 
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IFRS requirements. The introduction of IFRS reporting is a requirement of the World 
Bank under its Talimarjan transmission project. The original requirement was to 
introduce IFRS by 2011, though this timeframe has subsequently been amended. 
Support in implementing necessary changes is also being provided by ADB through its 
Asian Development Fund component of the Talimarjan project. Under these 
arrangements, the World Bank is supporting the introduction of IFRS accounting 
software for Uzbekenergo, while ADB is supporting the necessary hardware. Training of 
Uzbekenergo staff on the new software will be required. An implication of this change is 
that Uzbekenergo will be required to report consistently with Uzbekistan (national) 
accounting standards and IFRS at the same time. 
 

6. Internal Audit 
 
34. As from January 2007, the law requires that internal audit units are established in 
joint stock companies in the country with assets valued in excess of SUM1 billion.4 The 
internal auditor should report to the Company Council (Supervisory Board), not to the 
company’s board of management. Moreover, Uzbekenergo’s Charter requires an 
internal audit function at Uzbekenergo. To date, Uzbekenergo has not been in 
compliance with the requirement and, while the creation of a specific unit is still a 
company policy, Uzbekenergo does not expect to have this function in place during 
2012.  
 
35. Uzbekenergo advises that the Chairman of the Board commission some internal 
audit work, but that a key constraint for the establishment of an effective unit is the lack 
of trained staff within Uzbekistan in internal auditing functions. The lack of trained staff 
and commitment to introducing internal audit functions is not unique to Uzbekenergo and 
was highlighted in the World Bank’s Country Integrated Fiduciary Assessment as an 
issue affecting all government departments.5 Assistance and training to establish and 
run an internal audit function within Uzbekenergo is critical. In this regard, the World 
Bank recently allocated funds for capacity building on the internal audit function within 
Uzbekenergo as part of the institutional strengthening component of the Talimarjan 
Transmission Project.  
 

7. External Audit 
 
36. Uzbekenergo appoints independent auditors to audit its financial statements, and 
the audit report is provided to shareholders, the board and tax authorities. These reports 
are not publicly available. The auditors are selected through a competitive process from 
a list of firms approved by the State Property Committee and Ministry of Finance. 
Uzbekenergo advises that the selection procedure results in an auditor being appointed 
each year for that year’s audit. The 2011 financial statements were audited by Tsiar-
Finans, a locally based auditing company that has accreditation from the World Bank. 
The auditor’s report for 2011 states that they conducted data analysis, through randomly 
selected data testing, assessed the accountancy principles, applied the Management’s 
assumptions, as well as conducted evaluation of the presented financial reports as a 
whole before concluding that the financial statements accurately reflected 
Uzbekenergo’s financial standing and were fully compliant with Uzbekistan law. No 

                                                 
4
 Resolution of the Cabinet of Ministers on 16 September 2006. 

5
 World Bank. 2011. Uzbekistan – Country Integrated Fiduciary Assessment. Washington D.C. (Report No. 
60713, page 33). 
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detailed evaluation of aspects of the financial statements was included. No adverse 
findings were reported in this report, or in previous years. 
 
37. Under Presidential Resolution 48 Article 442 of 2010, Uzbekenergo is required to 
adopt international auditing standards for external auditing of its financial statements 
during the period 2011–15. ADB is providing support to Uzbekenergo, with this process 
to start from the head office and Talimarjan Unitary Enterprise for FY2011  and 
eventually being spread out to all subsidiaries. 
 
38. The lack of experience within local auditing firms on international auditing 
standards will result in a constraint to the introduction of an effective accounting system 
within Uzbekenergo based on dual compliance with local and international standards, 
and subject to effective external auditing. The lack of suitable audit capacity has also 
recently been highlighted by the World Bank.6 Moreover, in general, the level of detail 
included in the external auditor’s reports under national standards appears insufficient 
for international reporting standards. 
 

8. Reporting and Monitoring 
 
39. Financial statements for the subsidiaries of Uzbekenergo are prepared on a 
quarterly and annual basis, consistent with the National Accounting Standards. In 
addition to statutory annual reporting, Uzbekenergo develops income statements on a 
quarterly basis and monitors cash flows on a daily basis. Quarterly financial statements 
are required by tax authorities, and cash flow monitoring is used for the purposes of 
business practice rather than any external requirement. 
 

9. Information System 

 
40. Uzbekenergo applies the Russian-based accounting software (1C Enterprise) as 
the basis for its accounting information systems. The 1C system enables the Accounting 
Department to (i) respond to operational and project-related queries related to specific 
accounts; (ii) record transactions in the reporting period; and (iii) generate financial 
reports for both external and internal users. However, Uzbekenergo does not have an 
integrated computerized management information system. Management accounting 
report preparation is done manually to develop tailored reports suited to managements 
needs. 
 
41. Updates to the functionality of this software will be necessary to reflect the twin 
requirement to introduce IFRS, while at the same time providing financial statements 
consistent with National Accounting Standards from 2013.   
 

10. Action Plan7 

 
42. The following actions are proposed to further enhance project financial 
management and reporting activities within the company: 

                                                 
6
 The World Bank notes that in 2011 it conducted a review of local audit firms to determine their capacity to 
audit bank-financed projects, and that only two firms were qualified for entity audits such as would be 
required under its project [World Bank Report No. 66259-UZ, March 2012, p. 36]. 

7
 The capacity development component of the Talimarjan Power Project (L2630-UZB), together with World 
Bank’s Talimarjan Transmission Project, supports these actions.  
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 training to PMU staff on ADB procedures; 

 enhancement of accounting expertise within the PMU; 

 training to accounting staff on IFRS requirements; and 

 training on Internal Audit requirements (in conjunction with other initiatives). 

11. Financial Management Risk Analysis 
 
43. The financial management risks of the project, together with their mitigating 
measures, are highlighted in the following table: 
 

Table 10: Financial Management Risks 

Risk 
Assessment 

without 
Mitigation 

Management Plan or  
Mitigation Measures 

Assessment  
with 

Mitigation 

1. Inherent risks High Training on ADB procedures is necessary, 
in particular for the PMU.  

Medium 

2. Flow funds 
arrangements 

Medium The project will not use impressed account 
procedure, which will reduce risk.  

Medium/Low 

3. Staffing High A recruitment process for internal audit 
staff, training in the implementation of 
IFRS in the executing agency, and greater 
commitment to on-going training, including 
for the PMU, can reduce risk.  

Medium 

4. Accounting 
policies, 
procedures, and 
systems 

High/Medium An accounting system will need to be 
established and maintained for the project, 
with ADB procedures to be followed to 
minimize financial risk.  
 
Introduction of IFRS will enhance 
accounting procedures and reduce risks. 

Medium 

5. Internal audit High Recruitment of internal auditor in 
Uzbekenergo and training on specific 
requirements of internal auditing are 
critical. 

Medium 

6. External audit High/Medium Audit approach will need to be enhanced 
to apply international audit standard. No 
major audit issues have been raised in 
recent audit opinions. 

Medium 

7. Reporting and 
monitoring 

Medium No changes proposed. Medium 

8. Information 
systems 

Medium Information systems will need to be 
enhanced to allow for the introduction of 
IFRS and the preparation of consolidated 
financial statements. 

Medium/Low 

Overall High/Medium  Medium 
ADB = Asian Development Bank; IFRS = International Financial Reporting Standards; PMU = project 
management unit 




