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I. INTRODUCTION 
 
1. The purpose of this financial management assessment is to determine to what extent 
the current financial management systems of the Project‘s executing agencies comply with 
ADB requirements, and what measures should be taken to ensure the effectiveness and 
acceptability of the financial management system prior to the beginning of the project. 

2. The Financial Management Assessment (FMA) for the project was undertaken from 
May 2012 to March 2013 to determine whether the financial management arrangements and 
capacity of the Project‘s Executing Agencies (EA) and Implementing Agencies (IAs) were 
acceptable to ADB, could adequately manage the Project and could ensure the use of ADB 
funds their intended purpose. The review was based on the requirements, instructions and 
recommendations of the ADB Guidelines on Financial Management and Analysis of Projects 
(2005). An ADB-compliant Financial Management System comprises:  

(i) financial accounting, including payment procedure and record of transactions; 
(ii) management and cost accounting, including procedures for recording current 

budget and financial data, planning, record and reporting, cost accounting, 
cost control and analysis;  

(iii) asset accounting; 
(iv) financial reporting;  
(v) internal control and internal audit; and 
(vi) external audit, with reports on the financial situation and performance. 

3. The Financial Management Assessment Report is based on the Financial 
Management Assessment Questionnaire (FMAQ). A FMAQ was prepared with the support 
of consultants and EAs officials. Strengths and weaknesses of the EAs‘ financial 
management systems are described, and a set of recommendations is presented to mitigate 
risks. 

4. Comparisons between this report and similar assessments conducted under other 
ADB-financed projects in Tajikistan1, show an overall improvement on most financial 
management indicators. The EAs have experience of implementing projects with multilateral 
development banks and international donors. However, there is a need to strengthen 
financial management capacity and systems by providing addition implementation support. It 
should be noted that this assessment was carried out during a transition period when various 
public finance management reforms were either just being introduced, or were in the process 
of implementation or completion. These included the introduction of a new card of accounts, 
a new audit law, the adoption of medium-term expenditure and implementation frameworks, 
and a public finance management reform program. 

II. OVERALL PROJECT DESCRIPTION 

5. The proposed project TAJ: Building Climate Resilience in the Pyanj River Basin aims 
to increase the resilience of vulnerable communities in the Pyanj river basin to the adverse 
effects of climate variability and change. The project‘s impact will be improved livelihoods of 

                                                
1
 ADB. 2004. Report and Recommendation of the President to the Board of Directors: Proposed Loan to the 

Republic of Tajikistan for the Irrigation Rehabilitation Project. Manila; ADB. 2007. Report and Recommendation 
of the President to the Board of Directors: Proposed Loan to the Republic of Tajikistan for the Khatlon Province 
Flood Risk Management Project. Manila; and ADB. 2006. Report and Recommendation of the President to the 
Board of Directors: Proposed Loan and Asian Development Fund Grant and Technical Assistance Grant to the 

Republic of Tajikistan for the Rural Development Project. Manila. 
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Pyanj River Basin communities vulnerable to climate variability and change. The project‘s 
outcome will be adverse effects of climate variability and climate change reduced in 59 
villages in 19 Jamoats in the Pyanj River Basin. 

6. The project has four outputs. Output 1 is flood protection infrastructures are climate-
proofed in 10 Jamoats. It will: (i) rehabilitate and climate-proof flood and mud-flow protection 
infrastructure in ten locations including river bank reinforcement, embankment 
reconstruction, restoration of stream beds, terracing and planting of trees; (ii) establish O&M 
practices, develop O&M guidelines and train local units of the responsible agencies; (iii) 
develop and strengthen early warning communication systems through the use of modern 
technologies including mobile phones; (iv) establish Disaster Risk Management Committees 
in target communities; and (v) conduct training programs on the impact of climate change 
and how communities can prepare themselves to deal with the consequences for local 
government officials, local institutions such as khashar (mutual self-help groups), mahala 
(neighborhood associations), and women committees.  

7. Output 2 is irrigation systems are climate-proofed in 8 Jamoats. It will: (i) rehabilitate 
and climate proof irrigation canals and network assets in five locations including de-silting of 
delivery canals, re-construction and de-silting of drainage channels and rehabilitation of 
pumping stations; (ii) pilot a drip irrigation scheme in Pyanj district; (iii) strengthen water 
users associations; and (iv) provide advice on water resources management and climate 
resilient agricultural practices to farmers, local government officials, women groups and 
other stakeholders. 

8. Output 3 is water supply infrastructure is climate-proofed in 7 Jamoats. It will: (i) 
rehabilitate and climate proof seven rural drinking water supply systems, including 
rehabilitation, upgrading, and construction of boreholes, provision of new and rehabilitated 
pumping equipment, construction of new service reservoirs and water tanks; (ii) establish 
O&M practices for drinking water supply systems, develop O&M guidelines and train local 
units of the responsible agencies; (iii) establish drinking water consumers groups; and (iv) 
raise awareness of health risks associated with climate change. 

9. Output 4 is microcredits and microdeposits are available to promote climate resilience 
in the Pyanj River basin. It will: (i) expand capacity of partner financial institutions (PFIs) to 
accept micro and small deposits in the Pyanj River Basin; (ii) strengthen the capacity of PFIs 
to provide microloans in support of climate resilient approaches; (iii) provide credit lines for 
agricultural improvements (climate resilient agriculture credit line) and economic 
diversification (income diversification credit line) targeting particularly women; and (iv) 
assess the feasibility of collateral insurance linked to credit and, if appropriate, pilot a credit 
insurance scheme. 

10. The project will have three Executing Agencies (EAs): (i) Ministry of Land 
Reclamation and Water Resources (MLRWR), (ii) State Unitary Enterprise for Housing and 
Communal Services Kochagi Manzillu Kommunali (KMK, formerly Tajikkomunservices), and 
(iii) Ministry of Finance (MOF). MLRWR will be responsible for Outputs 1 and 2. KMK will be 
responsible for Output 3. MOF will be responsible for Output 4. Overall coordination will be 
provided by the Executive Office of the President and the Inter-ministerial Committee of the 
PPCR Coordination Mechanism led by the Deputy Prime Minister. The Project management 
structure will consist of three separate entities located in each of the three EAs: (i) a project 
management office (PMO) in MLRWR; (ii) the existing project implementation group (PIG) in 
KMK; and (iii) the PMO in MOF, which is being established under the ADB-financed Rural 
Development Project. The three project management entities will provide overall 
management of all aspects of project implementation. They will ensure compliance with 
grant covenants, relevant ADB policies, project administration manual, gender action plan, 
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environmental and social requirements and other measures. Specific responsibilities will 
include: (i) overall financial and activities planning, (ii) administration, procurement, 
disbursement, and accounting, including reports on withdrawal applications and 
disbursement, (iii) monitoring and evaluation, and (iv) preparation of quarterly and other 
progress reports for submission to ADB.  

11. Two potential PFIs will be identified for the initial stage of the project. Other Tajik 
financial institutions that are regulated microfinance organizations and/or regulated banks 
may apply to be a PFI under the second phase of the project if they meet ADB requirements 
as described in the project administration manual (PAM), including mandatory prudential 
standards, anti-money laundering and combating the financing of terrorism laws and 
regulations in Tajikistan, and ADB‗s financial and integrity due diligence requirements. 

III. PUBLIC FINANCIAL MANAGEMENT AND CONTROL ISSUES 

A. Budget Management in the Public Sector 

12. Over the past few years, after the start of public finance management reforms and 
modernization, the role of the Ministry of Finance (MOF) has been increasing as the main 
supervising body for financial management systems in the country. The Law on Public 
Finance of Tajikistan (# 77, 2 December 2002, with its latest amendments in June 2008) is 
the basic legal document of public finance management. The Law defines three major 
components of state budget: republican budget, budgets of public specialized funds and 
local budgets. 

13. Other laws relevant to public finance management include: 

 Law on Exchequer (# 396, 18 June 2008),  

 Law on National Bank of Tajikistan (# 383, 14 December 1996, with latest 
amendments in July 2007),  

 Law on State Financial Control in Tajikistan (# 66, 2 December 2002, with 
latest amendments in July 2007),  

 Law on Public Loans and Debts Guaranteed by the State (# 886, 11 
December 1999),  

 Law on Local Public Authorities (# 28, 17 May 2004)  

 Law on Public Authorities in Settlement and Village (# 1094, 1 December 
1994), 

 New Tax Code and New Customs Code which became effective in early 2005 
(# 61 and 62, 3 December 2004, with latest amendments in June 2008),  

 Law on Public Procurement of Commodity, Works and Service which was 
adopted in 2006 (# 168, 3 March 2006). 

14. The main responsibility for public financial management rests with MOF. This ministry 
is responsible for the development and implementation of financial policy, which includes 
strategic planning, budget preparation and execution, internal audit, as well as accounting 
and reporting. MOF directly interacts with a large number of government-financed 
organizations, and 17 major sub-national public authorities (3 oblasts, Dushanbe and 13 
towns and districts under central administration). The role of line ministries in the 
development of budgets in the relevant sectors of the economy is relatively limited. Financial 
departments of the line ministries mainly deal only with the funding of central offices of the 
ministries. 

15. Other public financial management responsibilities are assigned to: 
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 Executive Office of the President of Tajikistan, which is also responsible for 
implementing the Public Management Reform Strategy;  

 State Financial Control and Anti-Corruption Agency;  

 Ministry of Economic Development and Trade, which is responsible for 
economic forecasting, investments and public investment policy;  

 State Committee for Investments and State Property;  

 State Committee for Statistics;  

 Agency for Public Procurement of Commodity, Works and Services and 
Organization of Exchange Activity;  

 Tax Committee; and 

 Customs Service. 

16. At the time of the report, several public financial management reforms were in 
progress. They mainly proceed from the Public Finance Management Reform Strategy for 
2009-2018. The purpose of the Strategy, approved by Presidential Decree # 639 on 20 
March 2009, is to achieve stability and complete coverage of the budget, covering all key 
public-financing components by 2018. The United Exchequer Account, which is in operation, 
will record all the funds of republican and local budgets, including special funds of 
government-financed organizations. In 2011, a state enterprise-monitoring department was 
established to assess and control financial risks of large state-owned enterprises on a 
regular basis. The Strategy also aims to reduce deviations between budget, formed at the 
beginning of the fiscal year and the data, provided in the report on budget execution for 
current year. The government and the parliament play the leading role in budgeting. The 
parliament takes a more active part in the discussion of the budget documentation, including 
draft budget proposals and amendments to the budget made during the year. 

17. Another goal is that by 2018 the administration of government-financed organizations 
will be responsible for the proper execution of their budgets and for achieving their results. 
Government-financed organizations will have some autonomy, allowing reallocation of funds 
within budget items. Enhancing government financed organizations responsibility will be 
balanced by an effective internal control system. Internal audit will shift focus from tracking 
illegal transactions to making recommendations to improve government-financed 
organizations‘ management processes. The Government wants to ensure that existing 
information systems of financial management, including exchequer functions across the 
country, cover planning and responsibility control functions. Additional modules will be 
provided to manage wage fund and tax/revenue. 

18. Auditing of annual financial statements by independent external audit organization 
was introduced. A law was passed to submit to Parliament reports with the auditors‘ 
conclusions. The goal was to ensure that the annual reports and the external auditors‘ 
reports would be actively discussed in Parliament and that budget documents would be 
made available to the public in electronic form. 

19. MOF is responsible for budget planning process. MOF prepares cost estimates for all 
government-financed organizations, which will eventually be reflected in the preliminary 
budget. Prior to submission of the budget to the government, the institutions have the 
opportunity to apply to the MOF for appropriate changes in their cost estimates. MOF 
approves the draft budget and submits it to the government for consideration before 20 
September of each year. The final budget is submitted to Parliament before the 1st of 
November of the year preceding the year the planning process refers to. All expenses in 
government-financed organizations are implemented within approved cost estimate. 
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B. Accounting and Reporting in the Public Sector 

20. The Accounting Law defines general accounting principles, roles and responsibilities 
of organizations, accounting practices and procedures and financial reporting requirements. 
The Accounting and Audit Methodology Division of the MOF is responsible for the 
publication and dissemination of accounting, auditing and financial reporting instructions for 
the public and private sectors. 

21. Accounting in government-financed organizations differs from accounting in 
enterprises. This is mainly due to the fact that government-financed organizations are 
institutions, funded by state budget, and they have no income. In 2001, MOF issued 
accounting instructions for government-financed organizations, which describes the united 
accounting order of government-financed organizations, and a detailed card of accounts. 
The card of accounts in government-financed institutions is different from the card of 
accounts used in enterprises. There are some disadvantages, such as uniting debtors and 
creditors in one account code. So far, all government-financed organizations maintain 
accounting records based on this instruction. Record of revenues and expenses of all 
government-financed organizations are kept by the Treasury Department of MOF, which 
uses separate classifications of incomes and expenditures across the country. 

22. As of June 2012, the Public Finance Management Modernization Project under the 
MOF assisted in developing new six-digit single cards of accounts for government-financed 
organizations with instructions for their use. These new cards meet the requirements of 
International Public Sector Financial Reporting Standards and Public Finance Statistics of 
2001. Also, the cards of accounts have been combined with classifications of incomes and 
expenditures. These allow the introduction of united exchequer accounts and keeping of 
single records of all government-financed organizations within the Treasury Department of 
the MOF. It is planned to transfer records in all government-financed organizations and the 
Treasury Department to accrual method by 2013 using the united cards of accounts, since 
until now all government-financed organizations keep records on a cash basis. 

23. In 2006, an Internal Audit Division was established within the Tax Committee (# 607, 
28 December 2006). In 2007, MOF developed a State Internal Financial Control Strategy (# 
87, 3 March, 2007) to ensure compliance with financial legislation and fiscal discipline, and 
to prevent misuse of budget funds. Internal audit divisions were established in the ministries 
of education, health, agriculture, labor and social protection in accordance with the strategy 
(# 603, 30 November 2007). In 2010, to promote the implementation of Strategy, the 
following laws were adopted: ―On financial management and internal control in the public 
sector‖ (# 626, 21 July 2010) and ―On internal audit in the public sector‖ (# 631, 21 July 
2010). In 2011, after adoption of the laws, the internal audit divisions were established in the 
State Committee of National Security and the Ministry of Transport. MOF approved the 
action plan of the Internal Audit Department for 2011-2015 and developed regulations on the 
preparation of an analytical report on the status of internal audit in the public sector. The first 
analytical report was prepared on the internal audit of 2010. Guidelines for the preparation of 
annual plans for the internal audit divisions were developed. The Public Finance Act of 2011 
includes the ―internal audit‖ concept‘s definition, as well as activities that will be implemented 
by MOF in respect of internal audits (see below). 

24. In 2012, the Internal Audit Department of MOF assisted ministries and agencies in 
the preparation of their own internal audit plans. A second analytical report was prepared on 
the internal audit for 2011. International professional internal audit standards and the Code 
of Ethics of Internal Auditors of Institute of Internal Auditors (USA) were translated into Tajik 
and adopted in accordance with the license. As of 2011, the total number of approved 
internal audit staff reached 70 persons for MOF, the Central Office and departments in the 
regions, towns and districts. 
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25. Currently, there are internal audit divisions in eight ministries of the central 
government, in the Agency for pensions and social insurance, and in 50 out of the country‘s 
73 local authorities. The number of authorized staff for the internal audit divisions in the 
ministries is four people. The structure of the Internal Audit Department of the Tax 
Committee is composed of two divisions and one sector with 16 authorized staff. Internal 
audit departments and divisions in the ministries and agencies operate within the approved 
Regulations. 

26. Training needs were assessed, and subsequently training on international internal 
control standards was conducted for internal auditors of MOF. Also, training on internal audit 
issues was conducted for MOF specialists and other pilot ministries. 

27. As mentioned above, the presence of internal audit divisions and their development 
over the past years have shown that the internal audit function is developing in the right 
direction, especially given the number of ongoing training. However, more attention should 
be given to the improvement of risk management. 

28. The Public Finance Act of 2011 provides a definition of internal audit (in public 
finance) as an independent and impartial activity to audit, evaluate and consult management 
and other systems. These activities are implemented to ensure the legitimacy and 
effectiveness of the public sector. Article 30 of the Public Finance Act specifies the 
implementation of the following activities by the MOF: 

 Auditing of government-financed organizations, which do not have internal audit 
divisions; 

 Conducting inspections/audits of the financial state of budget fund recipients, 
including the recipients of budget loans, subsidies, subventions, subsidies and 
government guarantees; 

 Providing the operation of the internal audit system based on international 
standards, common objectives, principles and tasks of internal audit. 

29. There are two levels of internal audit: (i) each government-financed organization 
which has an internal audit division reporting directly to the Minister, and (ii) the Department 
of Internal Audit and Control of MOF serves as an ―internal audit‖ during monitoring of 
government-financed organizations that do not have an internal audit division. The copies of 
all internal audit reports of the ministries are sent to the Deputy Minister of Finance. Internal 
audit divisions in the ministries and MOF are separate and independent from accounting of 
and payments to the agencies. 

30. Overall, internal audit is adequate. In particular, wage funds are checked repeatedly. 
Reportedly, 15 to 20 audit reports on government-financed organization are prepared 
annually, which at first glance seems excessive. It is reported that about 10%-20% of the 
staff‘s time is spent to audit the systems, but this may change following the adoption of risks-
based audit planning and of International Professional Internal Audit Standards and the 
Code of Ethics of Internal Auditors of the Institute of Internal Auditors (USA) starting from 
2010. 

31. In 2012, International Professional Internal Audit Standards and the Code of Ethics of 
Internal Auditors of the Institute of Internal Auditors (USA) have been translated into Tajik 
and adopted under license. The documents will take effect not earlier than the end of 2012 
because of the need to provide training and build capacity. 

32. The Government has empowered the State Financial Control and Anti-Corruption 
Agency to implement external control over government-financed organizations. The main 
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role of State Financial Control and Anti-Corruption Agency is to control and audit public 
transactions to manage the use of the state budget and the other funds, loans, guarantees, 
grants, humanitarian aid and public property, and to report on its findings. The President of 
Tajikistan appoints and can dismiss the chairman, approves instructions, staff and total 
amount of wages, and is the sole recipient of its detailed quarterly progress reports.  

33. An external audit system has not been established yet, but in 2011 the law on 
external audit was passed (Law of the Republic of Tajikistan ―On Account Chamber of the 
Republic of Tajikistan‖, 28 June 2011, # 749). As of October 2012, no appointments had 
been made. 

34. Legislative power is sufficiently involved in the budgeting process through the Budget 
Committee of the Parliament from the beginning of the budgeting process and the 
development of macroeconomic parameters, to budget negotiations, and to the final 
submission of the budget to the Parliament.  

35. A major deficiency in the accounting system of the public sector is related to the 
insufficient number of competent staff and the low wages of public servants. In some 
accounting departments, the actual number of accountants does not correspond to the 
required number of staff members. Building capacity of new specialists is thus essential. In 
addition, low wages in government-financed organizations cause low retention of specialists 
and cannot attract highly qualified experts. 

36. In accordance with Article 57 of the Public Finance Act, MOF should prepare draft 
annual reports on the execution of the state budget and submit it to the Executive Office of 
the President before the 1st of May. Then, in accordance with the Act‘s requirements, the 
Government submits an annual report to the Parliament before the 1st of June. MOF must 
also prepare annual financial reports on the public sector (which is a part of the annual 
budget execution report). The report includes information on incomes and expenditures, and 
the balance of the treasury account, state loans and debts, budget deficits and financing 
sources. There is a strong legal basis for the preparation of annual budget execution reports 
and financial reporting (annual budget execution reports are part of the annual financial 
statement). Article 57 of the Public Finance Act also provides for the preparation of annual 
budget execution reports at the end of each fiscal year. Annual budget execution reports are 
consolidated on a cash basis (cash principle) in accordance with the budget classification. 
Ministries, agencies and other government organizations submit their annual financial 
statements, which are compared with the data of the Treasury Department to prepare 
consolidated annual financial statement. The annual financial statement, prepared by the 
Government, includes information about: revenues and grants; expenditures in accordance 
with budget classification in comparison with the budget and the actual outcomes of the 
budget execution; bank account balances of the Treasury Department; a report on the 
operations of the government regarding borrowings; and the size of the debt and budget 
deficit and its financing. 

IV. FINANCIAL MANAGEMENT IN EXECUTING AGENCIES 

A. Financial Management in the Ministry of Land Reclamation and Water 
Resources 

37. The operations, functions, responsibilities, and the organizational chart of MLRWR 
are determined by the governmental Resolution # 595, 28 December 2006, and by the 
Regulation on MLRWR, which is an annex to the Resolution. 
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38. The results of the financial management assessment in MLRWR are presented in 
Table 1. 

Table 1: Summary of FMA at MLRWR 

Information Conclusions 

Executing Agency MLRWR is the central body of executive power with responsibility for water resources and 
land reclamation public policies and legal regulations, including: irrigated land 
reclamation; irrigation of pastures, operation and maintenance of water facilities; 
formation, use and protection of water resources; and flood protection. MLRWR operates 
in coordination with local executive authorities. 

MLRWR has executed three ADB funded projects since 2003, has successfully managed 
a large number of complex civil works contracts, provided counterpart funds on a timely 
basis and committed to continuing to provide adequate funding to support project-
financed activities and complied with loan covenants. 

Management 
structure 

MLRWR is headed by the Minister, who is appointed and dismissed by the President. The 
Minister has deputies, who are appointed and dismissed by the Government of Tajikistan 
on recommendation from the Minister. 

The central apparatus of MLRWR has a Department of Accounting and Finance and a 
Department of Economy and Forecasting, which are responsible for budgeting, 
accounting, preparation of reports and financial management. The heads of these 
departments are appointed and dismissed by the Minister and they report directly to him. 

Staff list The Department of Accounting and Finance consists of the Head of the Department, the 
Deputy Head of the Department, 2 main specialists, 2 leading specialists and 1 specialist. 

The Department of Economy and Forecasting consists of the Head of the Department, 3 
main specialists, 2 leading specialists and 1 specialist. 

Staff of the above departments have limited familiarity with international financial reporting 
standards, have not attended professional development courses except workshops 
organized by the MOF for accountants of government-financed organizations. 

Given the level of qualification of the specialists, the large scope of current work of the 
ministry, and the fact that accounting is not automated in the ministry, the above 
departments have limited accounting capacity. Thus, additional consultants with the 
required financial management, accounting, and financial reporting expertise will support 
the PMO established for the Project. 

Accounting policy 
principles and 
procedures 

The Department of Accounting and Finance is the MLWR central accounting division, 
which records and receives reports from government-financed and public self-financing 
organizations of the Ministry, and reports to the higher authorities. Accounting in MLRWR 
is based on the Soviet cash-based accounting system. Some organizations of the Ministry 
report to MLRWR according to new accounting systems, which partially meet international 
financial reporting standards. However, MLRWR accounting will be transferred to accrual-
based methods in 2013 in accordance with international public sector financial reporting 
standards. 

The Department of Accounting and Finance receives reports on 7 activities from 126 
subordinated government-financed and public self-financing organizations. It then 
prepares consolidated reports, which are submitted to MOF. 

All the above 126 organizations can be divided into two groups: 

- organizations that maintain accounting records for government-financed organizations 
(on a cash basis); and 

- organizations that maintain accounting records for self-financing (commercial) 
organizations (cash basis and accrual basis are applicable). 

Accordingly, there are two types of card of accounts for each type of accounting and 
reporting. Also, each of the above government-financed and self-financing organizations 
is a separate legal entity and reports as a separate entity to the tax, statistical and 
compulsory insurance and pension agencies. 
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Information Conclusions 

Internal audit At present, there is no internal audit division in the structure of MLRWR. Internal audits 
are performed by the Department of Internal Audit and Control of MOF once every two 
years. The State Financial Control and Anti-Corruption Agency conducts its audit of the 
MLRWR once every 2 years. 

External audit The MLRWR is not required to have its financial statements audited by independent 
accounting firms.  

Reporting and 
control 

Reports of MLRWR meet reporting requirements of the MOF and other relevant 
government requirements. Reporting includes balance of the budget funds (cost estimate 
performance balance, statement of fixed assets, report on income and cost estimate 
performance of organization); balance of special funds; and consolidated balance of 
MLRWR organizations (use of budget funds; construction and contractors; industry; 
supply; and capital construction). 

MLRWR organizations submit the following quarterly reports: balance sheet; profit and 
loss statement; statement of changes in the capital; report on the shortage, theft and 
damage of commodity inventories and other assets; and statement of cash flows. 

MLRWR and its organizations periodically provide reports to tax authorities and other 
government agencies which includes declaration on income tax; declaration on social tax 
(FSPP 25%); declaration on social tax (SASIP 1%); report on the work to statistical 
agencies; and report on staff movement to statistical agencies.  

Information 
systems 

MLRWR is mostly computerized. A monthly budget of 1,000 somoni equivalent to 206 US 
dollars is allocated for the maintenance and the technical support of existing computers 
and other office equipment. 

There is no relevant accounting software. At present, there is no united financial 
management information system in the structure of MLRWR. Activities are under way to 
establish such system across the country.  

B. Financial Management at the State Unitary Enterprise for Housing and 
Communal Services 

39. The State Unitary Enterprise for Housing and Communal Services (KMK) is the 
successor of the former Ministry of Public Utilities, which was established in accordance with 
the governmental Resolution #235 of 6 June 2001 for the implementation of a uniform public 
policy in the housing and communal services sector and for the implementation of the 
operational management and coordination of economic activities of subordinate enterprises.  

40. The functions, responsibilities, and organizational structure of KMK are specified by 
its Charter, approved by governmental Resolution #357 of 31 July 2001. They include 
responsibilities for the operations of water supply facilities, and the implementation of cost 
recovery schemes for the services provided. Following the government resolution May 2012, 
responsibility for rural water supply was transferred from the MLRWR to KMK. The Water 
supply companies ―Tojikobdehot‖, which were operating under MLRWR until July 2012, were 
handed over to KMK. 

41. The results of KMK financial management assessment are presented in Table 2. 

Table 2: Summary of KMK FMA 
Information Conclusions 

KMK KMK was established as a state unitary enterprise to implement uniform policies for the 
operation, development and coordination of the housing and communal services industry, 
and for the efficient use of state property to gain profits from the provision of services to 
consumers. KMK‘s responsibilities include: operation and preservation of the housing 
stock in towns and administrative centers of districts; supply of drinking water and 
sewerage services to towns, districts, settlements, villages; water quality monitoring; heat 
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Information Conclusions 

supply of towns and administrative centers of districts; sanitation; and maintenance of 
housing and communal services facilities.  

KMK is entitled to implement independent economic activities.  

Management 
structure The governing body of KMK is the Director General, who implements activities based on 

unity-of-command principles. The Director General of KMK is appointed and dismissed by 
the Government of Tajikistan in accordance with the established order. Deputies of the 
Director General are appointed and dismissed by the Government of Tajikistan by 
recommendation of the Director General of SUE KMK. 

The Division of Accounting, Reporting and Financial Policy, is headed by the Chief 
Accountant who is responsible for accounting and the efficient and economic use of 
material, labor and financial resources, as well as the safety of state property. The Chief 
is appointed and dismissed by an Order of the Director General on a contractual basis, 
and reports to Director General. 

The Head of the Economy Division provides information to the management on planning 
(short-term, medium-term and long-term), analysis of activity results, and financial and 
economic conclusions. The Head of the Economy Division is appointed and dismissed by 
an Order of the Director General on a contractual basis, and reports to Director General. 

The Division of Inspection, which was established in 2011, is under re-organization and 
development. 

KMK comprises a structural Project Implementation Group (PIG). PIG reports directly to 
the Director General. PIG structure and staff are approved by the Director General, who 
also appoints and dismisses the Head of PIG. PIG staff are recruited on a competitive 
basis.  

As of 2012, KMK system comprises 164 public subsidiary companies, including: 

 32 water supply and waste water treatment companies; 

 22 water supply companies ―Tojikobdehot‖; 

 58 public subsidiary companies of housing and communal services; 

 2 heat networks; 

 38 subsidiary companies of technical inventory; 

 3 repair and construction companies; 

 2 landscaping companies; 

 1 training center for housing and communal reform with laboratory for water quality 
control; 

 1 supply company; and 

 1 dedicated mechanization division. 

All above organizations are self-financing and periodically transfer 8% from their gross 
income to the central office of KMK. 

Staff list The staff of the Accounting, Reporting and Financial Policy Division consists of a Head of 
Division – Chief Accountant (1 person), a Deputy Head of Division and three specialists. 

The staff of the Economy Division consists of a Head of Division, a Chief Economist and a 
Leading Economist. 

The staff of the Inspection Division in Dushanbe consists of a Head of Division, 1 
specialist (GBAO, Dushanbe and Districts under Central Administration), two specialists in 
the Sugd Oblast, and two specialists in the Khatlon Oblast. 

Some staff of the Accounting, Reporting and Financial Policy Division attended courses 
on international financial reporting standards and attend professional development 
courses once every 1 or 2 years. But they do not have certificates that confirm their 
qualification level.  

According to staff members of these divisions, the workload is large. For instance, the 
Economy Division with 3 staff members at present, used to have 10 staff members in 
early 2000. Computerization relieved some of the burden, but does fully compensate for 
the reduction in staff. Accounting is not computerized in these divisions. 

Currently PIG staff consists of 19 members, including: Head, one water supply and 
sewerage specialist, one finance and accounting specialist, one procurement specialist, 
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Information Conclusions 

one office manager/translator, and 14 representatives in pilot districts/towns (one in each 
pilot district/town – Kulob, Dangara, Kurgon-Teppa, Tursunzoda, Shahrinav, Hisor, 
Somoniyon, Chkalovsk, Gafurov, Konibodom, Isfara, Taboshar and Khorog). 

While KMK divisions have unclear financial management mechanisms, KMK PIG has the 
required human resources for satisfactory project implementation. PIG has the capacity to 
recruit staff members for new districts/towns on a competitive basis as required. 

Accounting policy 
principles and 
procedures 

The Accounting, Reporting and Finance Policy Division is the central accounting unit, 
which keeps record for the central office, receives reports from subordinated 
organizations, and reports to superior bodies. Accounting is on an accrual basis of five-
figure card of accounts for self-financing organizations. 

The Accounting, Reporting and Finance Policy Division receives reports on 3 activities 
from 164 subordinate self-financing government agencies, and then it prepares 
consolidated reports to be submitted to MOF and to the Agency for Statistics. Also, each 
of the above self-financing organizations is a separate legal entity and, in turn, reports as 
a separate entity to tax authorities, statistical agencies and compulsory insurance and 
pension agencies. 

PIG accounting functions are served by an accountant. PIG has the required capacity and 
expertise for satisfactory financial management of the project, including accounting, 
control and financial reporting procedures. For ADB funds, a special account will be 
opened in a commercial bank, and records of the funds will be maintained separately by 
an accountant who will be hired as a consultant under the project.  

Internal audit PIG issues quarterly reports to the management board of KMK. Currently there is an 
Inspection Division in KMK. Since the Division has been functioning for two years, it does 
not meet fully the requirements of the internal audit. 

External audit KMK is not required to have financial statements audited by independent accounting 
firms. The European Bank for Reconstruction and Development and other donors that 
fund projects through PIG select an auditing company on a tender basis to conduct 
external audits of the projects‘ funds. 

MOF conducts its audits of KMK. The State Financial Control and Anti-Corruption Agency 
audits KMK and its subordinate organizations for donor-funded loans and grants not more 
than once every 2 years. KMK is also audited by other government agencies including the 
State Agency for Social Insurance and Pensions, the Tax Committee (no more than once 
every 2 years); the State Committee on Investments and State Property Management; the 
General Prosecutor‘s Office; and the Procurement Agency. 

Reporting and 
control 

KMK meets reporting requirements of MOF, Tax Committee, State Agency for Social 
Insurance and Pensions, and other agencies. Reporting include: balance of central office; 
consolidated balance of subordinate organizations (water supply and waste water 
treatment; water supply ―Tojikobdehot‖; housing and communal services; heating network; 
companies of technical inventory; repair and construction companies; landscaping 
companies; training center for housing and communal reform; supply company; and 
dedicated mechanization division). 

Subordinate organizations submit reports to KMK, including balance sheet, profit and loss 
account, statement of changes in equity, and statement of cash flows. These reports are 
submitted quarterly. The Accounting, Reporting and Finance Policy Division summarizes 
these reports and submits a consolidated report to MOF. 

KMK and its subordinate organizations periodically provide the reports to tax authorities, 
and statistical and other government agencies, including declaration of income tax; 
declaration on social tax (FSPP 25%); declaration on social tax (SASIP 1%); declaration 
on tax from road users; declaration on property tax, and report on the movement of 
personnel. 

Information 
systems 

KMK is mostly computerized. Approximately 10% of KMK subordinate organizations use 
the accounting automation software "1C: Accounting". There is no appropriate accounting 
software in the accounting division of KMK central office. KMK and its subordinate 
organizations do not have a uniform information system. According to specialists of the 
accounting division, management intends to establish such uniform system in the near 
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future.  

PIG is sufficiently computerized. Funds of ongoing projects are directly transferred to the 
contractors; therefore, there is limited need for accounting automation software. For the 
Project, the accounting automation software ―1C: Accounting‖ will be installed. 

C. Financial Management in the District Offices 

42. The project will include eight districts in the Pyanj River Basin: Ishkoshim, Roshtkala, 
Rushon, Darvoz, Vose, Vanj, Panj and Kulob. The financial management systems in these 
districts are similar to each other, because funding for all the districts are provided by the 
Ministry of Finance, and the accounting and reporting systems are also similar to the 
accounting and reporting systems of all government-financed organizations in Tajikistan. 

43. Districts and towns are headed by a chairman (district Hukumats). Hukumats have in 
their structure an accounting department, which keeps record of the Hukumat apparatus 
operations. The departments of finance are mainly responsible for the financial management 
in the districts and towns. 

44. The Accounting Department of the Hukumat, like other accounting departments of 
other government-financed organizations (schools, pre-schools, cultural institutions, etc.) 
reports to the chief accountant of the finance department of the district (town). The chief 
accountant summarizes the data for one district or town and submits it to the oblast‘s 
general directorate for finance, who summarizes the data for all districts and towns and 
provides information to MOF. 

45. This scheme is used for preparing budgeting estimates and their approval, and for 
preparing reports on the use of budget funds. Budget planning (estimate) and management 
of social expenditure is the responsibility of the chief accountant. Spending of budget funds 
are based on the estimates approved by MOF. 

46. The technical equipment in the districts generally meets their needs, and the financial 
management at national level is in the process of being automated. However, power 
rationing in winter causes discomfort to these organizations. As for the finance department at 
the level of government-financed organizations, the situation is the same as in MLRWR. 

47. KMK maintains structural divisions in all districts and towns of Tajikistan. The staff of 
some of these organizations (in pilot districts/towns) represents PIG and at the same time 
prepares, coordinates and manages projects funded by international donors. As it is 
mentioned in the above table, PIG organizes, coordinates and receives results of ongoing 
projects, and funds are transferred directly to contractors by donors. Therefore, there was no 
necessity for a separate accounting division or a financial management system in Dushanbe 
and the districts. For ADB funds, there will be a separate accounting division in its 
representative offices in pilot districts, as needed. 

D. Financial Management in the Ministry of Finance 

48. The results of the financial management assessment in MOF are presented in Table 
3. 
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Table 3: MOF Financial Management Assessment 

Information Conclusions 

Executing Agency MOF is the ministry responsible for fiscal and budget planning, disbursement, economic 
policy, and financial management within the government. MOF is the issuer of treasury 
bills and an agent of foreign debts as to exercise fiscal policy. 

The latest Public Expenditure Financial Accountability (PEFA) assessment conducted in 
2012 revealed considerable improvement in public financial management. The score on 
the performance indicators most relevant to the project—PI–22: Accounts reconciliation 
(M2)—was a B+, reflecting the monthly (or more frequent) reconciliation of all central 
government and treasury- managed bank accounts. 

MOF has executed one ADB funded project since 2009.  

Management 
structure 

MOF is headed by the Minister, who is appointed and dismissed by the President. The 
Minister has deputies, who are appointed and dismissed by the Government of Tajikistan 
on recommendation from the Minister. 

The central apparatus of MOF has a Department of Finance, which is responsible for 
budgeting, accounting, preparation of reports and financial management. The heads of 
the department is appointed and dismissed by the Minister and they report directly to 
him. 

Staff list The Department of Finance consists of the Head of the Department, the Deputy Head of 
the Department, 1 chief specialist, 1 leading specialists and 1 specialist. 

Staff of the above departments have some familiarity with international financial reporting 
standards, have attended professional development courses on accounting. 

Given the level of qualification of the specialists, the large scope of current work of the 
ministry, and the fact that accounting is not automated in the ministry, the above 
department has limited accounting capacity. Thus, additional consultants with the 
required financial management, accounting, and financial reporting expertise will support 
the PMO established for the Project. 

Accounting policy 
principles and 
procedures 

The Department of Finance is the MOF central accounting division, which records and 
receives reports from government-financed and public self-financing organizations, and 
reports to the higher authorities. Accounting in MOF is based on accrual-based methods, 
which meet international public sector financial reporting standards.  

Internal audit At present, there is no internal audit division in the structure of MOF. However, the 
Department of Internal Audit and Control performs internal audits of other government 
agencies once every two years. The State Financial Control and Anti-Corruption Agency 
conducts its audit of the MOF once every 2 years. 

External audit The MOF is not required to have its financial statements audited by independent 
accounting firms.  

Reporting and 
control 

Reports of MOF meet reporting requirements set by MOF itselg for all government 
agencies. Reporting includes balance of the budget funds (cost estimate performance 
balance, statement of fixed assets, report on income and cost estimate performance of 
organization); and balance of special funds. 

Information 
systems 

MOF is mostly computerized. There is no relevant accounting software. At present, there 
is no united financial management information system in the structure of MOF.  

E. Recommendations on Executing Agencies 

49. The main weaknesses of the financial management of MLRWR are as follows: 

 Lack of focused internal control and audit; 

 Lack of independent external audit, to audit at least once a year; 

 Low wages, lack of qualified specialists, work overload of current staff; 
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 Limited technical capacity, lack of automated accounting and reporting systems; and 

 Lack of proper planning and effective operational analysis. 

50. Therefore, the successful implementation of the project will require the establishment 
of a PMO in the MLRWR and PIOs in its branches in the pilot districts. The PMO and PIOs 
should be supported by implementation support consultants engaged under the project to 
strengthen the financial management capacity of the MLWR PMO. 

51. Similarly, MOF should be supported by the PMO being established for the ADB 
financed Rural Development Project and the proposed Access to Green Finance Project. 
This PMO will be fully functioning before the effectiveness of this Project, and will allow a 
speedy implementation start up. International and national consultants will be engaged to 
support PMO and ensure compliance with ADB financial management requirements. 

52. KMK PIG has sufficient capabilities for the implementation of this Project in 
accordance of ADB requirements. Implementation consultants will be engaged to strengthen 
accounting capacity and provide additional support. 

53. The MLWR, the MOF and KMK will be required to maintain separate accounts and 
records for the Project; prepare annual financial statements for the Project in accordance 
with accounting principles acceptable to ADB; and have the financial statements audited 
annually by independent auditors whose qualifications, experience and terms of reference 
are acceptable to ADB, in accordance with international standards for auditing or the 
national equivalent acceptable to ADB. ADB will disclose the annual audited financial 
statements for the Project and the opinion of the auditors on the financial statements. 

54. Recommendations on staffing, accounting, reporting and auditing are detailed in the 
sections VII to XIII. 

V. FINANCIAL MANAGEMENT IN PARTICIPATING FINANCIAL INSTITUTIONS 

55. As of February 2013, there are 126 licensed microfinance institutions (MFIs) and 
microfinance banks in Tajikistan. They provided microcredit with varying purpose, loan size, 
outreach, efficiency, self-sufficiency, profitability, and impact.  

56. ADB conducted financial due diligence on several MFIs and found that Arvand, IMON 
International, Humo, and Oxus meet ADB financial requirements. Among this four MFIs, 
Humo and Oxus are licensed by NBT as microloan organizations (MLOs) and hence can 
only perform lending activities. IMON International and Arvand are registered as micro-
deposit organizations (MDOs) and hence can perform both lending and deposit-taking 
activities. 

57. All the four MFIs have experience of working with international donors. Oxus was an 
implementing agency under the ADB financed Microfinance Systems Development Program 
Project. IMON has been a recipient of loans from EBRD, IFC, and other institutions. Arvand 
and Humo have been recipients of loans from EBRD, KfW, and other institutions. All 4 of 
these MFIs meet the necessary financial ratios (footnote 1) and have successfully completed 
ADB's due diligence for financial intermediaries (Table 4). ADB‘s integrity due diligence 
found no evidence that they have engaged in money laundering or other illegal activities. 
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Table 4: Assessment of Tajikistan MFIs with Agreed Upon Requirements 

Item Requirement 
IMON 

(2012) 

Arvand 
(2012) 

Humo 

(2012) 

Oxus 

(2012) 

Compliance with NBT prudential requirements  Yes Yes Yes Yes Yes 

Equity/Total Assets Min.12% 24.2% 13.6% 23.2% 20.3% 

Return on Assets (ROA) > 0% 6.5% 5.0% 9.0% 3.4% 

Return on Equity (ROE) > 10% 26.2% 30.6% 38.7% 16.7% 

Intermediation Cost Ratio 

     (Operating Expenses/Total Assets) 

< 33% 26.8% 28.8% 32.9% 31.2% 

PAR (Portfolio at Risk) > 30 days <5% 2.2% 0.3% 1.2% 0.7% 

Write-off Ratio <5% 1.0%
 a
 0.1% 1.3%

 a
 1.2%

 a
 

Compliance with ADB financial intermediary 
due diligence  

Yes Yes Yes Yes Yes 

Experience in rural development sector Yes Yes Yes Yes Yes 

Substantial outreach in the Pyanj river basin Yes Yes No No Yes 

Ability to offer deposits Yes Yes No No Yes 

a   
2011. 

58. The four MFIs' financial statements are prepared and maintained according to 
International Financial Reporting Standards (IFRS) and are audited according to 
International Standards on Auditing (ISA) by NBT-accredited audit firms (for 2012, Baker 
Tilly [Arvand and IMON], BDO [Humo], and Finconsult [Oxus]).  

59. The four MFIs' internal audit systems are appropriate to their organizations. The 
internal audit departments report independently to audit committees under their boards of 
directors and are structured based on the relevant articles of the microfinance law and their 
internal audit policies. The four MFIs also diligently apply reasonable credit appraisal 
procedures. All four MFIs have constituted credit and/or credit approval committees, which in 
most cases include board members for the purpose of assessing and approving high-value 
loans. All four MFIs have also established asset-liability management committees which 
ensure that asset-liability mismatches are properly assessed and managed. Policies and 
practices are also in place for treasury and other operational functions. 

60. The low levels of delinquency and write-offs indicates evidence that MFIs manage 
credit risk well. 

A. Recommendations on Participating Financial Institutions 

61. Each PFI will set up a project implementation office (PMO) with at least one staff 
member responsible for the implementation of the Project‘s microfinance component. Staff 
will be trained and supported to ensure efficient management of credit risks, safeguards, and 
integrity requirements. 
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62. ADB's project agreements with the selected MFIs will include a provision for their 
external auditors to certify that ADB's loan funds were used by them only for the permitted 
purposes. 

63. The PFIs credit risk of lending will be managed through careful client selection and 
close monitoring. The risk will be distributed among a relatively large number of customers 
since 50% of ADB-financed loans for the Project‘s credit lines may not exceed $1,000. PFIs 
will be allowed to set their interest rates for subloans based on full cost and risk recovery 
(i.e., taking into account their cost of capital, administrative expenses, and expected loan 
losses). 

64. PFIs will be required to maintain separate accounts and records for the Project; 
prepare annual financial statements for the Project (―Project Financial Statements‖) in 
accordance with accounting principles acceptable to ADB; and have both the Project 
Financial Statements and the PFI Financial Statements audited annually by independent 
auditors whose qualifications, experience and terms of reference are acceptable to ADB, in 
accordance with international standards for auditing or the national equivalent acceptable to 
ADB. ADB will disclose the annual audited Project Financial Statements and the opinion of 
the auditors on the Project Financial Statements. 

VI. RISK ANALYSIS 

65. A summary of the financial management assessment and the proposed risk 
mitigation measures are shown in Table 5. 

Table 5: Summary of the Financial Management Assessment 
Risk EA Risk Assessment Risk Mitigation 

Measures 
Responsibility 
and Timeline  

Fund flow 
arrangements 
 

MLRWR Low 
MLRWR has implemented 3 
ADB-financed investment 
projects and has knowledge of 
and working experience in 
ADB funds flow arrangements 
since 2000. 

None -  

KMK 
 

Medium 
KMK has implemented 
investment projects funded by 
international donors but does 
not have working experience 
in ADB funds flow 
arrangements 

Training will be 
provided on ADB 
fund flow 
arrangements to the 
PMO 
 

ADB – Q4 2013 
 

MOF Medium 
MOF has implemented 
investment projects funded by 
international donors but does 
not have working experience 
in ADB funds flow 
arrangements 

Training will be 
provided on ADB 
fund flow 
arrangements to the 
PMO 
 

ADB – Q4 2013 
 

Staffing MLRWR Medium 
MLRWR has limited human 
resources with financial 
management expertise 

PMO (MLRWR) will 
include a financial 
management 
accountant and 
accountants-
cashiers in the PIOs 

MLRWR - Q3 
2013 

KMK Low None  
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Risk EA Risk Assessment Risk Mitigation 
Measures 

Responsibility 
and Timeline  

PIG (KMK) has already a 
qualified accountant 

 MOF Medium 
MOF does not have sufficient 
human resources with financial 
management expertise 

PMO (MOF) will 
include a qualified 
financial 
management 
accountant 

MOF - Q3 2013 

Accounting 
policy and 
procedure 

MLRWR Medium 
Accounting procedures in 
MLRWR are based on the 
Soviet cash-based accounting 
system, though new 
accounting systems, which 
partially meet international 
financial reporting standards, 
are being introduced. 

A special account 
will be opened, and 
records of the funds 
will be maintained 
separately by an 
accountant 
 
Consulting services 
will be provided to 
support PMO 
(MLRW) to establish 
accounting 
procedures 
acceptable to ADB 

MLRWR - Q3 
2013 
 
 
 
MLRWR – Q4 
2013 

KMK Low 
PIG (KMK) has the required 
accounting policy and 
procedures for satisfactory 
financial management of the 
project, including accounting, 
control and financial reporting 
procedures. 

A special account 
will be opened, and 
records of the funds 
will be maintained 
separately by an 
accountant. 
 
Consulting services 
will be provided to 
support PIG (KMK) 
to establish 
accounting 
procedures 
acceptable to ADB 

KMK - Q3 2013 
 

MOF Low 
MOF has the required 
accounting policy and 
procedures for satisfactory 
financial management of the 
project, including accounting, 
control and financial reporting 
in line with international 
standards. 

A special account 
will be opened, and 
records of the funds 
will be maintained 
separately by an 
accountant. 
 
Consulting services 
will be provided to 
support PMO (MOF) 
to establish 
accounting 
procedures 
acceptable to ADB 

MOF - Q3 2013 
 
 
 
 
 
MOF - Q3 2014 
 

Lack of 
internal audit 
and 
independent 
external 
audit. 

MLRWR High 
There is no internal audit 
division in MLRWR. Internal 
audits are performed by the 
Department of Internal Audit 
and Control of MOF and the 
State Financial Control and 
Anti-Corruption Agency every 
2 years. MLRWR is not 

Annual financial 
statement will be 
audited by an 
independent 
accounting firm 
 

MLRWR 
 
Q4 2014 
Q4 2015 
Q4 2016 
Q4 2017 
Q5 2018 
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Risk EA Risk Assessment Risk Mitigation 
Measures 

Responsibility 
and Timeline  

required to have its financial 
statements audited by an 
independent auditor. 

KMK Low to medium 
An Inspection Division has 
been functioning for two years. 
PIG issues quarterly reports to 
the management board of 
KMK. MOF, the Tax 
Committee, the State Financial 
Control and Anti-Corruption 
Agency and other government 
agencies audits KMK and its 
subordinate organizations. 
KMK is not required to have 
financial statements audited by 
independent auditor. PIG 
selects an auditing company 
on a tender basis to conduct 
external audits of the donor 
funded projects.  

Annual financial 
statement will be 
audited by an 
independent 
accounting firm 
 

KMK 
 
Q4 2014 
Q4 2015 
Q4 2016 
Q4 2017 
Q5 2018 
 

MOF Medium 
MOF has the capability to 
carry out accounting and 
auditing procedures and 
periodic assessments and 
independent audits of fund 
disbursements. MOF is not 
required to have its financial 
statements audited by 
independent auditor. 

Annual financial 
statement will be 
audited by an 
independent 
accounting firm 
 

MOF 
 
Q4 2014 
Q4 2015 
Q4 2016 
Q4 2017 
Q5 2018 
 

 
VII. INSTITUTIONAL ARRANGEMENTS FOR THE PROJECT 

66. Each of the three Executing Agencies of the Project will be supported by a project 
management unit. A new project management office (PMO) will be established in the 
MLRWR. The KMK‘s structural project implementation group (PIG) will assume responsibility 
for the implementation of the Project. The PMO established under the ADB financed Rural 
Development Project and the proposed Access to Green Finance Project will act as PMO for 
this Project. 

67. MLRWR PMO, KMK PIG and MOF PMO will manage and monitor project 
implementation. Their responsibilities will include: 

(i) Financial management, based on agreed project budgets and in accordance with 
ADB standards and procedures; 

(ii) Payment of the project funds; 
(iii) Procurement of work, goods and consulting services, and contract management in 

accordance with ADB‘s Procurement Guidelines; 
(iv) Organization of external audit, in accordance with the Project requirements; 
(v) Monitoring, reporting and maintenance of project information system (details on 

procurement can be found in the report of the PPTA procurement specialist). 

68. MLRWR PMO, KMK PIG and MOF PMO will be supported by international and 
national consultants recruited in accordance with the ADB‘s Guidelines on the Use of 
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Consultants. International consultants will be selected on the basis of the TOR specified in 
the PAM, and subject to ADB approval. 

69. At the beginning of their activity, MLRWR PMO, KMK PIG and MOF PMO should 
register with the Tax Committee to exempt ADB grants and funding from VAT in Tajikistan, 
according to the governmental Resolution #497 of 1 November 2006. Subsequently, once 
they are exempted from VAT, they can in turn exempt other organizations involved in the 
implementation of the project. 

70. MLRWR PMO, KMK PIG and MOF PMO will be based in Dushanbe. MLRWR PMO 
and KMK PIG will establish a project implementation office (PIO) in each pilot district to 
support the implementation of projects in the district administration and local communities. 
The assignments at local level will be related only to project coordination and 
reporting/information systems. PIOs will produce accounting report on the use of the project 
funds n the district and submit financial reports to the financial specialist of the project. 

71. The implementation of the microfinance subcomponent of the project will be through 
participating financial institutions (PFIs) with branch offices in the Pyanj River Basin. PFIs 
will be selected in accordance with the selection criteria described in the PAM. PFIs will be 
responsible for rating loans to make sure that they meet their lending standards, and that the 
borrowers have the ability to repay the loan. PFIs will be required to report periodically on 
relending and payments. 

VIII. FUND FLOW ARRANGEMENTS 

72. The Project‘s grant proceeds will be disbursed in accordance with ADB‘s Loan 
Disbursement Handbook (2012, as amended from time to time), and detailed arrangements 
agreed upon between the Government and ADB. In accordance to ADB's Safeguard Policy 
Statement 2009 (SPS), ADB funds will not be applied to the activities described on the ADB 
Prohibited Investment Activities List set forth at Appendix 5 of the SPS. 

73. Three separate imprest accounts managed by MLRWR PMO, MOF PMO and KMK 
PIG will be established in the Treasury or a commercial bank acceptable to ADB. These 
imprest accounts will be used exclusively to finance ADB share of eligible expenditures, and 
will be liquidated in accordance with ADB‘s Loan Disbursement Handbook and detailed 
arrangements agreed by the Government and ADB. According to banking legislation of 
Tajikistan, EAs must open two bank accounts, one for foreign currency, and a second for 
national currency. Bank account for foreign currency will be used for receipt of ADB funds. 
Bank account for national currency will be used for the internal operations of the PMOs and 
PIG. 

74. Funds in national currency will be received from the State budget through the 
Treasury Department of MOF. Receipt of funds to account will be in accordance with the 
procedures of previously agreed terms between the Government and ADB. KMK PIG may 
also open one account in foreign currency and one account in national currency in one of the 
commercial banks of Tajikistan. 

75. All eligible project expenses will be financed through the imprest accounts on the 
basis of agreed proportions. An initial advance equivalent to estimated eligible project 
expenditures for the next 6 months or 10% of the Grant amount, whichever is lower, and 
counterpart funds, will be deposited in the Accounts semi-annually in advance.  

76. The statement of expenditure (SOE) procedure will be used to reimburse eligible 
expenditure and to liquidate and replenish each imprest account for individual payments of 
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$100,000 and below for expenditure related to equipment, for example computers, printers, 
and furniture, and other operational expenditure. SOE records should be maintained and 
made readily available for review by ADB's disbursement and review mission or upon ADB's 
request for submission of supporting documents on a sampling basis, and for independent 
audit.  

77. Disbursements for works, goods and services under civil works, goods and 
consultant‘s contracts will be made using the direct payment procedure, as outlined in ADB‘s 
Loan Disbursement Handbook (2012, as amended from time to time).  

78. Before the submission of the first withdrawal application, each EA should submit to 
ADB sufficient evidence of the authority of the person(s) who will sign the withdrawal 
applications on behalf of the EA, together with the authenticated specimen signatures of 
each authorized person. The minimum value per withdrawal application is US$50,000, 
unless otherwise approved by ADB. Each EA will consolidate claims to meet this limit for 
reimbursement and imprest account claims. Withdrawal applications and supporting 
documents will demonstrate, among other things that the goods, and/or services were 
produced in or from ADB members, and are eligible for ADB financing. 

79. Cash will be sent PIOs through PMO and PIG, who will pay small cash advances to 
their local offices only after approval of the costs for the related activities. Local offices 
should maintain accounting records and prepare accounting documents in accordance with 
the adopted procedures in PMU and PIG. 

80. All PFIs will ensure that their investments are in compliance with applicable national 
laws and regulations and will apply the prohibited investment activities list (Appendix 5 of the 
SPS) to subprojects financed by ADB. The PFIs shall ensure that each proposed subproject 
does not involve any: (i) involuntary resettlement impacts within the meaning of the SPS; (ii) 
environmental or indigenous peoples impacts which can be categorized as Category A, in 
each case within the meaning of the SPS; or (iii) any activity referred to in the ADB 
Prohibited Investment Activities List as described in the PAM. Should a proposed subproject 
involve the acquisition or transfer of any interest in land, the PFIs shall ensure that such 
acquisition or transfer is between willing parties and not involve involuntary land acquisition 
under eminent domain 

81. The proposed cash flow is shown in Figure 1. 
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Figure 1: Proposed cash flow diagram 

IX. STAFFING ARRANGEMENTS 

82. The results of the financial assessment showed that current human capacity in 
MLRWR and KMK require further strengthening to meet ADB project implementation 
requirements. For an effective financial management, MLRWR and KMK will appoint a 
qualified financial accountant in the PMO and accountants-cashiers in the PIOs. The 
accountants will preferably be a Certified Accounting Practitioner (CAP)2 with at least 5 
years of professional experience, a good reputation in the field of accounting, and good 
management skills. The accounts will also have experience of computerized accounting 
systems. 

83. Other accounting staff must have at least one year of experience in the field of 
accounting. The main responsibilities of the project accountants will include supervision of 
budgeting, and accounting and reporting of all financial transactions related to project 
implementation under the guidance of the project manager. 

X. ACCOUNTING POLICY, PROCEDURES AND FINANCIAL REPORTING 

84. The EAs will be responsible for all aspects of monitoring, evaluation and reporting, 
including performance against overall project financial commitments. Physical and financial 
progress report on Project achievements will be prepared quarterly and summarized 
annually. The EAs will prepare annual financial statements for the Project in accordance with 
accounting principles acceptable to ADB. 

85. The EAs will be required to develop project performance monitoring systems to 
closely monitor the progress of project activities, outputs and outcomes in accordance with 
the Project‘s Design and Monitoring Framework. In particular, the project performance 

                                                
2
 The CAP certificate is a first-level certificate (only two levels) of the Russian-language international independent certification 

of accountants and auditors CAP/CIPA in effect since 2001 in 11 CIS countries, including Tajikistan (more details at 
www.capcipa.info, or www.capcipa.ua). The CAP/CIPA certification system is analogous to the English-language ACCA 
certification, and the content of the exams is based on IFRS 
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monitoring systems should assess the following: (i) progress of planned activities; (ii) 
progress of project‘s indicators in achieving the outputs, and impact in accordance with the 
DMF; (iii) project‘s social and economic benefits with a focus on the poor, women, and 
community organizations; and (iv) the NGO‘s interventions and contributions to 
strengthening of community organizations and capacity. The PPMS will be consistent with 
the PPCR Result Framework approved in November 2012. 

86. A report will be submitted to ADB preferably prior to the Mid-Term Review, which will 
be carried out at the end of the third year. At the end of year 5 and before project 
completion, the EAs will conduct a similar public survey and present the findings as part of 
the Project Completion Report to be submitted to ADB. 

87. ADB will undertake regular review mission to assess the status of compliance of the 
Project with the grant covenants related to policy, legal, economic, financial, environmental 
and institutional elements. Non-compliance issues identified during the ADB review missions 
will be specified in the quarterly progress reports together with the recommended courses of 
action. 

88. A financial management manual should be developed and adopted by the MLWR 
MPO, the KMK PIG and the MOF PMO. The manual should include definitions and 
descriptions of accounting policies for the project, staff responsibilities in accounting and 
procurement, and accounting and reporting requirements of ADB funds (based on 
international financial standards). The manual should be adapted to the national context and 
legislation of Tajikistan. The project accountants should regularly update the manual, taking 
into account specific project requirements. 

89. PFIs will prepare annual financial statements for the Project (―Project Financial 
Statements‖) in accordance with accounting principles acceptable to ADB, and provide 
annual financial statements for the PFI (―PFI Financial Statements‖) prepared in accordance 
with national accrual-based financing reporting standards acceptable to ADB. 

90. The financial reports of the EAs and PFIs will be audited annually by independent 
qualified auditors approved by the government and ADB. The audited financial reports, 
containing measures on action being undertaken, will be submitted by the EA to ADB. 

XI. INFORMATION SYSTEM 

91. An accounting automation software (for example ―1C: Accounting‖ commonly used for 
donor-funded projects in Tajikistan) should be installed for use in the MLRWR PMO, KMK 
PIG (though this is partially in use already) and MOF PMO. The software must be modified 
to suit the characteristics of the project, include reporting in Russian and English, and have a 
customized card of accounts for the project 

92. Each financial officer in the pilot districts will use Excel spreadsheets to keep their 
respective books and account records. Each financial officer in the pilot districts will maintain 
appropriate financial records, related to project activities in the district. 

XII. AUDIT ARRANGEMENTS 

93. External audits should be performed once a year by independent auditors based on 
International Standards of Auditing (ISA), prior to submission of reports to ADB. 

94. The MLWR, the MOF and KMK will be required to  
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(i) maintain separate accounts and records for the Project;  
(ii) prepare annual financial statements for the Project in accordance with 

accounting principles acceptable to ADB; 
(iii) have the financial statements audited annually by independent auditors 

whose qualifications, experience and terms of reference are acceptable to 
ADB, in accordance with international standards for auditing or the national 
equivalent acceptable to ADB; 

(iv) have the auditors prepare a report, which should include the auditors‘ opinion 
on the financial statements, use of the grant proceeds and compliance with 
the financial covenants of the Grant Agreement as well as on the use of the 
procedures for imprest fund(s) and statement of expenditures, and a 
management letter, which should sets out the deficiencies in the internal 
control of the Project that were identified in the course of the audit, if any; and  

(v) furnish to ADB, no later than 6 months after the end of each related fiscal 
year, copies of such audited financial statements, audit report and 
management letter, all in the English language.  

95. ADB will disclose the annual audited financial statements for the Project and the 
opinion of the auditors on the financial statements within 30 days of the date of their receipt 
by posting them on ADB‘s website. The MLRWR, KMK and the MOF should enable ADB, 
upon ADB's request, to discuss the financial statements for the Project and the Borrower‘s 
financial affairs where they relate to the Project with the auditors, and should authorize and 
require the auditors to participate in discussions requested by ADB.  

96. PFIs will be required to: 

(i) maintain separate accounts and records for the Project;  
(ii) prepare annual financial statements for the Project (―Project Financial 

Statements‖) in accordance with accounting principles acceptable to ADB; 
(iii) provide annual financial statements for the PFI (―PFI Financial Statements‖) 

prepared in accordance with national accrual-based financing reporting 
standards acceptable to ADB;  

(iv) have both the Project Financial Statements and the PFI Financial Statements 
audited annually by independent auditors whose qualifications, experience 
and terms of reference are acceptable to ADB, in accordance with 
international standards for auditing or the national equivalent acceptable to 
ADB ;  

(v) as part of each such audit, have the auditors prepare a report (which includes 
the auditors‘ opinion on the Project Financial Statements, use of the Grant 
proceeds and compliance with the financial covenants of the Grant 
Agreement as well as on the use of the procedures for imprest fund(s) and 
statement of expenditures) and a management letter (which sets out the 
deficiencies in the internal control of the Project that were identified in the 
course of the audit, if any); 

(vi) furnish to ADB, no later than 6 months after the close of the fiscal year to 
which they relate, copies of audited Project Financial Statements and PFI 
Financial Statements, audit report and management letter, all in the English 
language, and other information concerning these documents and the audit 
as required by ADB; and 

(vii) enable ADB, upon request, to discuss the Project Financial Statements and 
PFI Financial Statements and PFI‘s financial affairs where they relate to the 
Project with the auditors, and authorize and require the auditors to participate 
in discussions requested by ADB. 
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97. ADB will disclose the annual audited Project Financial Statements and the opinion of 
the auditors on the Project Financial Statements within 30 days of the date of their receipt by 
posting them on ADB‘s website. 
 

XIII. ACTION PLAN 
 

 Required actions Scheduled date 

1. Discuss and agree with EAs (MLRWR, KMK and 
MOF) on measures to introduce an effective and 
reliable financial management system for the 
Project 

During project preparation 
(completed) 

2. Agree consultants‘ terms of reference with the 
EAs 

During project preparation 
(completed) 

3. Appoint an accountant in MLRWR PMO and PIOs, 
KMK PIG and PIOs, and MOF 

After receipt of funds to account 

4. Provide training on information systems, 
accounting and procurement to the EAs 

After receipt of funds to account 

5. Installation of and training on accounting software 
in MLRWR PMOs, KMK PIG and MOF PMO 

After receipt of funds to account 

6. Develop a Financial Management Manual (FMM) After receipt of funds to account 
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XIV. APPENDIX 

Appendix 1 – Financial Management Assessment Questionnaire 
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