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FINANCIAL MANAGEMENT ASSESSMENT 

 
EXECUTIVE SUMMARY 
 

1. The Asian Development Bank (ADB) plans to support the Government of Mongolia 
(GoM) in implementing the Regional Upgrades of Sanitary and Phytosanitary Measures for 
Trade Facilitation project. A financial management assessment (FMA) has been carried out 
to review the capacity of the two implementing agencies – the General Agency for 
Specialized Inspection (GASI) and the Veterinary and Animal Breeding Agency (VABA) – as 
regards their financial management (FM) systems and procedures. 
 
2. The assessment overall finds the project financial management risk, without 
mitigation, to be moderate. 
 
3. The following specific FM weaknesses and related fiduciary risks have been 
identified: 
 
• Planning and budgeting – VABA’s annual planning and budgeting process follows a 

bottom-up approach based on previous year’s budget rather than a budget ceiling, which 
risks undermining strategic allocations for the sector that the budget should reflect. 

• Funds flow – Budget execution of both GASI and VABA is adversely affected by the 
lack of predictability in funds availability as well as in-year reductions in the annual 
budget, which creates risks that funds spent do not fully achieve value-for-money. 

• Staffing – GASI’s Accounting & Finance Division has a relatively high turnover rate, 
while VABA’s Accounting & Finance Unit is vulnerable due to its small size. 

• Accounting – Neither GASI nor VABA apply labeling for fixed assets, which carries a 
potential risk that fixed assets may not be properly accounted for. 

• Internal audit – Internal audit is not yet operational at GASI and only carried out every 
two years at VABA, which means that shortcomings in the robustness of and compliance 
with internal control procedures may not be detected, which creates fiduciary risks. 

• Information systems – GASI and VABA do not on a regular basis undertake back-ups 
of accounting software programs and financial data, which create a real risk of data loss. 

 
4. ADB plans to will establish a project management unit (PMU) to manage day-to-day 
activities – including recruitment, disbursement, procurement, contract administration, 
monitoring and reporting – and to ensure timely delivery of project outputs. It will be placed 
at GASI under the guidance of the Deputy Prime Minister’s Office (DPMU) in its role as 
executing agency. The PMU will comprise a full-time Finance Specialist. 
 
5. While the PMU for the ADB-funded project will provide a number of safeguards 
against fiduciary risks, the following additional management measures are proposed to 
address the identified issues: 
 
• Planning and budgeting – VABA’s annual planning and budgeting process should be 

reviewed and a ceiling for the preparation of budget estimates should be applied to 
encourage prioritization of activities and costs in line with strategic and policy choices. 
For the ADB-funded MUST project, the PMU will prepare an annual work plan. 

• Funds flow – While the lack of predictability in funds availability and in-year budget 
reductions are beyond the direct control of GASI and VABA, they should in the annual 
budget process prioritize activities and spending to enable adjustments when required. 
The PMU will manage funds through direct payment and the imprest account. 

• Staffing – The implementing agencies should focus on retaining experienced and 
qualified staff, and provide training and guidance to new staff. The PMU will engage a 
dedicated Finance Specialist for the full project period who will receive training on ADB 



 

 

procedures if needed. 
• Accounting – The specific requirements regarding labeling of fixed assets should be 

confirmed with the GoM’s State Property Committee, and procedural changes introduced 
if relevant. The PMU will ensure labeling of all project-related equipment and assets. 

• Internal audit – For GASI, a capacity development plan should be prepared to ensure 
that adequate training and support is provided to make the function operational. Also, an 
Audit Committee should be set up and the reporting line be re-considered. For VABA, 
internal audit should be carried out at least once a year, and Audit Committee should be 
set up. The PMU should be covered by GASI’s internal audit function for 2016 onwards. 

• Information systems – The current IT back-up procedures of GASI and VABA should 
be reviewed, and a more regular procedure be introduced. The PMU will undertake full 
IT back-up of the accounting software program and financial data on a weekly basis. 

 
6. On the basis of the PMU and the proposed risk mitigation measures, the project FM 
risk is considered to be low, and the planned project arrangements hence satisfactory. 
 
1.  INTRODUCTION 

 
7. ADB plans to support the GOM’s implementation of the project. This FMA reviews 
the capacity of the two implementing agencies in terms of their systems and procedures as 
regards planning and budgeting, accounting, internal control, financial reporting, internal 
audit, and external auditing. On this basis recommendations are made to address identified 
deficiencies. The FMA also reviews the funds flow arrangements and disbursement 
procedure proposed for the project. 
 
8. The assessment was conducted from May-July 2015 with reference to the relevant 
ADB guidance on FMAs.1 The assessment applies the FMA questionnaire (FMAQ), which 
was filled-in by the reviewer following consultation meetings with key implementing agency 
staff. An overview of documentation reviewed and persons consulted is provided as 
Appendix A and B, the proposed funds flow is shown in Appendix C, the organizational 
charts of the implementing agencies are included in Appendix D, and the filled-in FMAQs are 
provided in Appendix E. 
 
2.  BRIEF PROJECT DESCRIPTION 

 
9. The project will be implemented by GASI, under the DPMO, and VABA, under the 
Ministry of Food and Agriculture (MoFA). The DPMO will be the executing agency. A PMU 
will be established under the DPMO’s guidance at GASI to manage the project. 
 
10. The envisage project impact will be increased agri-food trade along CAREC 
corridors, with improved protection of human, animal, and plant health. The outcome will be 
improved Sanitary and Phytosanitary control, testing, and inspection. The indicative outputs 
are: 
 
(i) Upgraded laboratory testing and handling capacity and facilities at border crossing 

points (BCPs) for plant and animal inspection and quarantine. It will include 
infrastructure, equipment and quality management. 

(ii) SPS inspection management system (IMS) to streamline and avoid duplication of 
documents for import and export of agri-food products. A risk-based inspection system 
will also be integrated into the IMS. 

(iii) Alignment of SPS control and inspections with international standards. It will include 
training and international accreditation of laboratory tests and development of 
laboratory manuals in line with international standards, to fully utilize the facility 
upgrades. 

                                                
1  ADB. 2015. Financial Management Assessment – Financial Management Technical Guidance Note. May 2015. 



 

 

(iv) Project management and supervision system established. 
 
11. The project cost is estimated at $ 16.2 million. Based on the tentative financing plan, 
ADB will fund $ 14.92 million) and the GOM $ 1.23 million. The planned project 
implementation period is from January 2016 to December 2020. 
 
3.  COUNTRY AND SECTOR FINANCIAL MANAGEMENT ISSUES 
 
12. The 2012 Risk Assessment and Risk Management Plan of ADB’s 2012-2016 Country 
Partnership Strategy (CPS) for Mongolia had identified some risks related to public financial 
management (PFM),2 including the following: 
 
• Pro-cyclical fiscal management – The GoM had already in 2003 introduced a medium-

term fiscal framework (MTFF), but it was not effectively managed. It was therefore hoped 
that sound enforcement of the new 2010 Fiscal Stability Law would improve fiscal 
management. 

• Misalignment between expenditure and strategic priorities – It was often difficult to 
translate national strategies into coherent public investment programs due to planning 
deficiencies caused by the governments lacking capacity (limited staff and skills 
shortage). 

 
13. As is seen from the below, these weaknesses of the GoM’s public financial 
management system still prevail. 
 
14. Risk assessments undertaken in recent years for ADB investment loan projects in 
Mongolia have identified the following general PFM issues:3 Government counterpart funds 
to finance recurrent costs are not available on time; internal control mechanisms are 
suboptimal; irregularities in fund flow management; high inflation and appreciating local 
currency results in escalating project costs; and, the accounting system does not take into 
account physical progress and reports are prepared outside the system. Some of these 
issues remain relevant and should hence be taken into account for new projects. 
 
15. A PFM performance assessment of the GoM, undertaken based on the Public 
Expenditure and Financial Accountability (PEFA) approach, has recently been published.4 
The results for the six high-level performance areas are briefly described in the following. 
 
16. Credibility of the budget – The GoM’s budget has low credibility due to annual 
deviations between planned and actual expenditures of over 15% during 2011-2013.5 Mid-
year amendments to the budget were therefore required every year. The reasons for the low 
budget credibility are: i) Structural volatility in the economy because of the budget’s high 
mineral resource dependency making revenue forecasting and budget planning difficult,6 
and ministries/agencies still being in the process of developing their technical capacity to 
address these issues; and, ii) A political imperative to expand spending, which has resulted 
in overly optimistic forecasts of key macro-economic parameters and therefore unrealistically 
high revenue projections. The lack of budget credibility has downstream implications for the 
entire budget cycle, including accumulation of significant arrears from capital projects. 
 
17. Budget transparency and comprehensiveness – Mongolia has, following the 

                                                
 
3  Additional Financing for ‘Fourth Health Sector Development Project’, Additional financing for ‘Food and Nutrition 

Social Welfare Project’, and ‘Skills for Employment Project’. 
4  World Bank (2015): “Mongolia – Public Financial Management Performance Report”, Report Number 96546, April. 
5  There was significant over-spending in 2011 (29%), but significant under-spending in 2012 and 2013 (18% and 19%, 

respectively). 
6  A related issue here is that the lack of diversification has made the economy prone to boom-bust cycles, and with the 

public finances remaining vulnerable despite a fiscal framework intended to reduce pro-cyclicality [IMF (2015): 
“Mongolia – 2015 Article IV Consultation Report”, Country Report No. 15/109, April, p. 4.]. 



 

 

adoption of the Integrated Budget Law in 2011, made good progress in increasing the 
comprehensiveness of information included in the budget and in the public disclosure of the 
information. However, there has been a rapid growth in unreported extra-budgetary financing 
of government capital projects, financed by loans from the Development Bank of Mongolia 
(in 2013 equivalent to 28% of total GoM expenditures), which seriously compromises the 
accuracy of the information in the annual budgetary documentation, and reduces fiscal 
transparency. The extra-budgetary operations are not included in the MTFF or the annual 
budget. However, it is noted that the GoM in 2015 through a supplementary budget has 
brought some of the extra-budgetary spending on budget.7 Also, inconsistencies in the chart 
of accounts used for budget planning and budget execution reduce the quality of fiscal 
information at the level of the MoF/Treasury.8 Furthermore, there are weaknesses in the 
GoM’s public investment management.9 
 
18. Policy-based budgeting – The annual budget preparation process is well-regulated 
and timely, but ministries do generally not abide by the ceilings in preparing their budget 
estimates, which thus reduces their usefulness for prioritization. Also, a multi-year 
perspective on budgeting is lacking. The Fiscal Stability Law (2010) and Integrated Budget 
Law (2011) specify the MTFF preparation process, but coverage is limited as off-budget 
expenditures are not included, forecasting of fiscal aggregates is poor, and links to 
subsequent MTFFs as well as between the MTFF and the annual budget are weak. The 
MTFF does hence not provide a hard budget constraint. Furthermore, national and sectoral 
planning documents are not reconciled with the MTFF (or formulated within a realistic fiscal 
envelope) and often lack reasonable costing of investments and recurrent expenditures. 
 
19. Predictability and control of budget execution – Good progress has been made in 
the functioning of the Treasury Single Account and the expenditure limits exercised through 
the Government Financial Management Information System (GFMIS).10 However, there are 
no expenditure commitment controls and the budget is instead executed based on a monthly 
budget allotment schedule that establishes expenditure limits for ministries/agencies which is 
revised frequently due to the lack of budget credibility. Internal rules and procedures 
incorporate a comprehensive set of controls, which are excessive for the capital budget, but 
compliance with the rules is high. The internal audit function, which was set up only in 2012, 
has progressed well with most ministries having full time auditors, but professional standards 
are not yet consistently met and the reporting schedule to the MoF and Mongolian National 
Audit Office (MNAO) is not fixed. Payroll controls are weak because personnel records and 
payroll are decentralized to each of the over 5,000 budget entities. 
 
20. Accounting, recording and reporting – Accounting, recording and reporting 
practices are generally strong. The MoF has a policy of not allowing suspense accounts, and 
it reviews budget entities’ chart of accounts to enforce this policy. Advance accounts are 
reviewed semi-annually to ensure compliance with policy and contract requirements for 
clearance. In-year budget execution reports are legal requirements and prepared on a 
monthly and quarterly basis, and show actual expenditures and revenues compared with the 
approved budget. Data from budget entities is reconciled monthly with the Treasury’s 
GFMIS, and the magnitude of errors is considered small. The budget entities are required to 
prepare financial statements twice yearly on full accrual basis and in line with the 
International Public Sector Accounting Standards (IPSAS), but not all IPSAS standards have 
been issued and some only partially comply with IPSAS accrual standards. 

                                                
7  IMF (2015): op.cit., p. 7. 
8  The World Bank and the IMF are currently supporting the MoF in harmonizing the chart of accounts so that budget 

planning, execution, and reporting will be based on the same standard. [World Bank (2015): op.cit., p. 30]. This includes 
a Budget Planning Information System (BPIS) that will be piloted in 2015 by three line ministries and two local 
governments. The implementation of the BPIS will facilitate the interface between budget preparation and execution. 

9 ADB is, with funding from the Japan Fund for Poverty Reduction, implementing a TA project from November 2014 to 
November 2016 that includes support to increase transparency and efficiency in public investment. ADB. 2014. 
Technical Assistance to Mongolia for Transparency and Efficiency in Public Financial Management (TA.8742-MON). 

10 GFMIS was initially established during 2003–2005 and is based on FreeBalance software. 



 

 

 
21. External scrutiny and audit – Parliament exercises considerable authority over 
fiscal matters and the budget (but despite this there is considerable off-budget expenditure). 
Clear rules are specified for in-year budget amendments which put strict limits on the 
executive. All government entities are audited annually by the MNAO and a full range of 
financial audits and some aspects of performance audit are performed. The MNAO follows 
the International Standards on Auditing (ISA) and focuses on significant and systemic 
issues. Also, audit reports are submitted to Parliament in a timely manner and with clear 
evidence of follow-up on earlier MNAO recommendations, but Parliament pays less attention 
to external audit reports which weakens accountability. 
 
22. As can be seen from the above summary, the GoM’s PFM system is overall 
reasonably well-functioning, especially as regards information comprehensiveness and 
transparency, accounting and financial reporting, and external audit. However, the budget 
credibility is very low, policy-based budgeting is generally poor (especially for capital projects 
and in a multi-year perspective), there is inadequate predictability in the availability of 
funds,11 and parliamentary scrutiny of external audit reports is limited. 
 
23. It is furthermore seen that some of the PFM weaknesses identified for earlier ADB-
funded projects – including government funding not being available on time, and 
irregularities in fund flow management – remain relevant at the overall level and hence 
should be taken into account for new projects. 
 
4.  PROJECT FINANCIAL MANAGEMENT SYSTEM 
 
24. This chapter presents the main strengths and weaknesses of the FM systems 
applied by GASI and VABA, and reviews specific key FM elements of the implementing 
agencies. Also, the planned funds flow and disbursement arrangements of the project are 
outlined. 
 
4.1 Overview 
25. This section provides a short narrative description of the country PFM system as 
applied at the entity-level. 
 
26. Organization and staff capacity. GASI and VABA are agencies under the DPMU and 
MoFA, respectively, which are the “budget governors” and hence have the authority to 
manage their budgets.12 In principle they are organized similarly, but with the important 
differences that GASI has regional offices and that it is significantly larger in terms of staff 
(2,028 compared with VABA’s 21 staff). The organizational charts of GASI and VABA are 
provided in Appendix D. 
 
27. GASI has a total of 42 accountants and finance staff: 7 in the central Administration & 
Finance Division (which has an additional 9 for administration), 28 in the 26 regional units, 
and 7 are part of an Ulaanbaatar-based inspection team. The central Administration & 
Finance Division is, despite a high workload, adequately staffed, but a relatively high 
turnover rate (25%) means that several staff are new and hence are in the process of 
gaining the necessary experience. Also, GASI has in recent undergone organizational 
restructuring processes that have affected staff capacity. 
 
28. VABA’s Administration & Finance Unit has 3 staff (1 Chief Accountant, 1 Economist, 
and 1 Clerk). While the existing staff is adequately qualified and well-experienced, the MoFA 
has approved a fourth position which is to be set up and the new staff recruited during 2015. 

                                                
11  It is noted that ADB during the period January 2014 to June 2016 is implementing a TA project which includes 

support to develop and improve the MoF’s cash flow forecasting procedures. ADB. 2013. Technical Assistance to 
Mongolia for Public Finance Resource Management. (TA 8579-MON). 

12  The role and responsibilities of a budget governor is outlined in the Integrated Budget Law (2011). 



 

 

 
29. Information management. The GoM’s treasury system is the GFMIS, which is used 
by the MoF for processing and recording transactions as well as expenditure control 
(through monthly allotments).13 The GFMIS does not have a commitment module and there 
is no formal system of commitment controls. The GFMIS does not facilitate automatic 
generation of budget execution reports because there are inconsistencies between the 
charts of accounts used for budget preparation and budget execution/reporting (the latter 
includes administrative and economic classifications at a much more detailed level than the 
former).14 Bridging tables are therefore applied to prepare monthly budget execution reports 
for the purposes of budget management, but the manual data conversion results in 
additional work and potential data entry errors. However, procedures are in place to check 
and reconcile data, which include the MoF’s semi-annual consolidation of the government 
financial statements (using the software package ‘PLASTIC’). Also, budget entities can on a 
monthly basis track transactions and balances through an online portal to so as to confirm 
the accuracy of GFMIS budget execution reports versus their own records and reports.15 
 
30. The accounting and financial reporting of GASI and VABA is computerized, and both 
use locally developed software approved by the MoF. GASI (both centrally and in the 
regions) applies the accounting program ‘Emerald’ and VABA the program ‘ACULOUS’.16 
There is no systems link between these systems and the MoF Treasury’s GFMIS. All budget 
execution reports and financial statements required by the implementing agencies are 
prepared directly from the automated accounting system. Spreadsheets are not used in 
these processes. 
 
31. Budgeting and funds flow arrangements. As discussed in section 3 above, while the 
GoM’s annual budget preparation process is well-regulated and timely, ministries do 
generally not prepare their budgets within the provided ceilings (which thus do not function 
as a hard budgetary constraints), and a multi-year budgeting perspective is absent. 
 
32. In terms of budget execution, as briefly discussed above, while the treasury system 
as such has been well developed, the lack of expenditure commitment controls means that 
the budget is instead executed based on a monthly budget allotment schedule. The 
established expenditure limits are often revised, which means that the ministries/agencies, 
including GASI and VABA, experience that there is limited predictability in the availability of 
funds. Also, reductions in the total annual budget takes place every year (in some years 
more than once), which adversely affects the implementation of planned activities as well as 
budget execution, especially when the budgetary allocation adjustments are announced late. 
 
33. Accountability measures (e.g., public audits and legislative oversight). The GoM’s 
accountability framework consists, inter alia, of the legislative scrutiny carried out by the 
Parliament. This covers its considerable authority over fiscal matters and the budget, which 
includes approving the annual budget, supplementary budgets, the annual development 
vision, and the MTFF. Parliament’s procedures are firmly established in the 2007 Law on the 
Parliamentary Session Procedures and are strictly abided by.17 
 
34. However, Parliament puts somewhat less emphasis on the legislative scrutiny of 

                                                
13  GFMIS was rolled out to all local governments as part of the World Bank’s Governance Assistance Project. 
14  World Bank (2015): op.cit., p. 30. 1. The GFMIS does generate flash reports (Crystal Reports), but these are at a very 

detailed classification level and are therefore not used for reporting on budget execution. 
15  Ibid, p. 62. 
16  When GFMIS was initially installed, it used cash basis. As the GoM moved towards accrual accounting, the GFMIS 

was not modified. The balance sheet accounts (assets, liabilities and capital), fixed asset module (for recording and 
depreciating fixed assets under accrual accounting), and procurement module (integrated with the fixed asset module 
and used for controlling related construction contracts and commitments) were not loaded into FreeBalance. Instead 
other systems were adopted by agencies to provide for accrual accounting and enable related financial reporting 
[Ronald Points (2014): “Report on the Technical Assistance to MoF – Mongolia”, World Bank, Draft, 14-16 May, p. 4]. 

17  World Bank (2015): op.cit., p. 71. 



 

 

external audit reports. While the examination of reports is generally timely (generally 
completed within six months) and hearings on key audit findings take place with auditees 
(covering budget entities that received a qualified or adverse audit opinion), but Parliament 
issues no recommendations. This weakens the accountability of the GoM. 
 
35. All budget entities are audited annually, either directly by the MNAO or by private 
auditing firms engaged by the MNAO.18 In case of the latter, the MNAO maintains the quality 
assurance function for the outsourced audits. As noted in Chapter 3 above, the external 
auditing standards and procedures followed by the MNAO are satisfactory. 
 
4.2 Strengths 
36. The following strengths of the GASI’s and VABA’s FM arrangements have been 
identified: 
 
• The institutional link between planning and budgeting processes appears to be robust, 

and includes the use of physical targets where relevant, and is for GASI based on 
preparing detailed budget estimates within the overall ceiling provided (for VABA see 
below). 

• The GoM’s accounting policies and overall framework is well-developed, the accounting 
systems established by the implementing agencies are effective (e.g. in terms of 
segregation of duties), and the applied accounting procedures function well in practice 
(e.g. for payments, cash and bank management, and safeguarding of assets). 

• Financial reporting and monitoring follows the legislative requirements, and is done on 
regular and timely basis. 

• The information systems applied in terms of computerized accounting software, while not 
integrated and used across the GoN, are well-functioning and can directly generate 
periodic financial statements and budget execution reports. 

• The GoM’s external audit framework appears well-developed and adequately 
operationalized, and external audit of the implementing agencies helps to promote 
accountability by reviewing and correcting systems and practices. 

 
37. These elements are thus considered relevant for ADB to rely on for project 
implementation as they are well-developed and competently applied. 
 
4.3 Weaknesses 
38. The following weaknesses of the  implementing agencies’ FM arrangements have 
been identified: 
 
• VABA’s annual planning and budgeting process applies a bottom-up approach based on 

the previous year’s budget, rather than being based on budget ceilings. 
• Internal audit is not yet functional. An internal auditor has been engaged at GASI, but is 

yet to undertake training, develop a work plan, and start internal audit activities. An audit 
committee has not yet been set up, and the reporting mechanism lacks independence. 
For VABA internal audit is done by MoFA, which is meaningful given VABA’s limited size, 
but takes place only every two years, and an audit committee is not set up for MoFA. 

• Budget execution of both implementing agencies is adversely affected by the lack of 
predictability in the availability of funds as well as in-year reductions in the annual budget 
(but it is acknowledged that this is beyond the control of GASI and VABA). 

• The staffing of the implementing agencies is as such overall adequate (vis-à-vis work 
load) as well as qualified (in terms of educational background, experience and skills), but 
GASI has a relatively high turnover rate (25% in the Accounting & Finance Division) and 
VABA is vulnerable due to its small size (currently 3 staff in the Accounting & Finance 
Unit). 

                                                
18  For 2012, a total of 260 out of 459 financial statements (57%) were audited by private audit firms, while 199 (43%) 

were audited by the MNAO [Ibid, 68]. 



 

 

• In terms of asset management, it is noted that for neither  implementing agencies are the 
fixed assets labeled. 

• Both GASI and VABA undertake an IT back-up procedure for the accounting software 
programs and data only once a year. 

 
39. ADB cannot rely on these element for project implementation, and they should hence 
be improved. 
 
4.4 Personnel, Accounting, Internal Control, Internal Audit and External Audit 
40. This section reviews specific elements of the implementing agencies’ FM systems 
and procedures, taking into account the role and responsibilities of the PMU. 
 
41. Personnel – The central Administration & Finance Division at GASI would, in terms 
of work load, not be able to make available a full-time accountant for the period of the project 
(2016-2019). Also, the existing accounting staff are not familiar with ADB’s procedures, 
including disbursement guidelines. 
 
42. It will therefore be necessary to hire a dedicated Finance Specialist to oversee the 
project-related disbursement, reimbursement, accounting and financial reporting tasks. The 
Finance Specialist will be engaged as a project consultant by the GoM (DPMU or GASI), and 
will be placed at the PMU and report on all matters to the Project Manager. 
 
43. The Finance Specialist to be hired is expected to have an academic/professional 
qualification relevant to finance/accounting, preferably certified accountant, a minimum of 
five years relevant work experience, and previous experience with donor-funded projects, 
preferably from previous ADB projects. 
 
44. To the extent that the preferred candidate for the Finance Specialist position would 
not have previous experience with ADB projects, guidance and training on ADB procedures 
as per the Loan Disbursement Handbook should be provided. This would include 
management of and procedures for the imprest account, statement of expenditure (SOE), 
withdrawal applications, reporting, and external audit. The provision of guidance and training 
is important to ensure since, apparently, not all ADB projects implemented in Mongolia have 
provided support to new staff who were not initially familiar with ADB procedures. 
 
45. Accounting – As per Article 26 of the Integrated Budget Law (2011), GASI and 
VABA use the accrual basis for accounting. The GoM has adopted the 2003 IPSAS version 
and the process of adopting IPSAS (accruals) is on-going. This means that the basis of 
accounting applied by the PMU will be accrual for reporting to the GoM. The PMU will use 
cash basis IPSAS accounting for reporting to ADB. 
 
46. The DPMU/GASI will, through the PMU, set up and maintain separate project 
accounts and records for all expenditures incurred by the project. This will follow the 
accounting principles and practices prescribed by the legislation, and thus allow for proper 
recording of project financial transactions. 
 
47. GASI’s Administration & Finance Division has an Accounting Policy Document that 
states applicable policies and procedures for the Division’s activities, and which is updated 
annually (although sometimes with delay). VABA uses the MoFA’s Accounting Policy 
Document, which is currently being updated (first time since 2013). GASI’s and VABA’s 
compliance with the accounting and reporting rules and procedures is checked by the MNAO 
as part of the annual audits. 
 
48. It appears that not all PMUs for ADB-funded projects in Mongolia have an Accounting 
Manual, but rather rely on ADB’s Loan Disbursement Handbook as well as general 
experience to guide the finance-related project activities. For the MUST project, it is planned 



 

 

that an accounting manual or guidance note will be developed for and applied by the PMU. 
 
49. Payroll is prepared by GASI and VABA every month based on personnel records and 
work time registration (generated from fingerprint scanning). The processing is done by the 
Accounting & Finance Division/Unit and final payments approved by the Director General. In 
GASI the process furthermore involves oversight by the monitoring and evaluation (M&E) 
Division. 
 
50. As regards accounting records, both GASI and VABA keep these in their archives for 
10 years. Payroll-related documentation is thereafter transferred to the General Authority for 
Archive (National Archives). Access to the achieves is based on a written procedure, and 
accounting /finance staff from the  implementing agencies have adequate access. 
 
51. Internal control – The accounting procedures of GASI and VABA include various 
internal control procedures such as for preparing and approving payment transactions.19 The  
implementing agencies have different signatories, and it is checked that transactions are 
appropriately covered by the annual budget. At the MoF’s Treasury, where payments are 
processed, controls include checking that the transaction slips are correctly filled-in by the 
implementing agencies, that all documentation (e.g. contract copy, purchase order, invoice, 
and receiving report) is provided and is correct, and that the transactions are appropriately 
covered by the annual budget. It is noted that payments above the budget allocations cannot 
be processed in the GFMIS. 
 
52. Other controls include that the general ledger and subsidiary ledgers are reconciled 
on a monthly basis. For GASI that includes that the central Administration & Finance Division 
checks the reconciliations of regional units on a quarterly, bi-annual and annual basis (it also 
checks these when doing regional spot-checks during the year). 
 
53. Furthermore, in both  implementing agencies functional responsibilities are 
performed by different staff, including authorization to execute a transaction, recording of the 
transaction, custody of assets involved in the transaction, and reconciliation of bank 
accounts and subsidiary ledgers. Likewise the functions of ordering, receiving, accounting 
for, and paying for goods and services are appropriately segregated between staff and units. 
 
54. GASI and VABA each have a bank account with Töriin Bank (‘State Bank’, a 100% 
state-owned commercial bank), which is used solely for the purpose of accessing cash. The 
maximum monthly cash balance available for withdrawal is MNT 500,000 (approximately $ 
270), which is also the maximum amount that the implementing agencies would retain in 
their offices. The account is operated using a cash card held by a clerk who is responsible 
for maintaining an up-to-date cashbook and monthly reconciliations (of MoF deposits and  
implementing agencies cash withdrawals),20 and which are signed by the Chief Accountant. 
Cheques are not used for these accounts and there also is no internet banking facility. 
 
55. In terms of asset management, both GASI and VABA have internal ‘Asset 
Regulation’ guidelines that outline the procedures for the management of fixed assets as 
well as establish an ‘Asset Protection Committee’ that oversees assets and the management 
process. GASI furthermore has a separate ‘Technical Committee’ charged with overseeing 
and managing vehicles. Both implementing agencies maintain a fixed assets register, which 
is updated as/when there are relevant changes, and both undertake an annual basis 
inventory (VABA furthermore a semi-annual inventory). 

                                                
19  The detailed payment process involves the implementing agencies preparing a transaction slip, which includes 

relevant codes, other required information, and documentation (e.g. contract copy, purchase order, invoice, and 
receiving report). The transaction slip is submitted to MoF’s Treasury where the details and documentation is 
checked, payment processed, and the transaction slip stamped “Transaction Completed”. MoF’s Treasury keeps one 
copy of the transaction slip, while the other copy is sent to the implementing agency for information and filing. 

20  Neither GASI nor VABA collect cash. Rather payments are made directly into accounts held by MoF’s Treasury. 



 

 

 
56. Internal audit – As noted in Section 3 above, internal audit was only recently 
introduced in Mongolia. While implementation has progressed well and most ministries now 
have full time auditors, professional standards (public sector internal audit guidelines that 
comply with the standards of the Institute of Internal Auditors (IIA) are not yet consistently 
met and there is no fixed reporting schedule to the MoF and the MNAO. 
 
57. GASI established an internal audit function in May 2015 when an Internal Auditor 
was hired and placed in the M&E Division. The Internal Auditor is a qualified accountant with 
10 years professional experience working as an inspector in the area of social protection, 
and will thus require training on internal audit. The Division reports to the Head of the 
Administration Department and thus not independent. This especially so since GASI has not 
established an Audit Committee, which could otherwise provide required oversight and 
guidance as well as a forum for discussing internal audit reports. An annual work program is 
yet to be developed by the Internal Auditor, and it is yet to be decided to which extent the 
PMU to be established for the new project will be subject to internal audit by GASI. This 
would require that the Internal Auditor gains sufficient knowledge and understanding of 
ADB’s guidelines and procedures, including disbursement guidelines and procedures as per 
the Loan Disbursement Handbook. 
 
58. VABA does not have an internal audit function, which is instead provided by the 
MoFA’s ‘Control, Analysis, Assessment & Internal Audit Department’. This seems a sensible 
approach given VABA’s limited size in terms of staff and resources. MoFA’s Department has 
11 staff of which 3 are internal auditors. The Head of the Department reports to the MoFA 
Secretary and the Minister which is appropriate, but there is no Audit Committee. VABA is 
included in MoFA’s internal audit program, and with a focus on financial aspects (accounts 
and records), HR and organizational issues. However, the internal audit takes place only 
every two years, which limits the possibilities of reviewing VABA’s internal control system 
and applied procedures on a regular basis. Also, a two-year gap in follow-up on 
recommendations risks that procedural changes may not be undertaken in a timely manner. 
 
59. External audit – Entity-level financial statements are audited by the MNAO audits 
(semi-annually for GASI, annually for VABA). MNAO can also undertake ‘investment audits’ 
as well as other types of external audits. No major issues have been noted in the audit 
reports for GASI and VABA for the past three years.21 MNAO carries out its audits in timely 
manner and in accordance with the ISA as promulgated by the International Auditing and 
Assurance Standards Board (IAASB). The International Standards of Supreme Audit 
Institutions (ISSAIs) have not yet been translated into Mongolian. Follow-up on audit 
observations and recommendations is at GASI undertaken by the Accounting & Finance 
Division which checks that the respective units implement these as required. At VABA it is 
the Accounting & Finance Unit that undertakes follow-up. 
 
60. Donor support to develop the audit capacity of MNAO and selected private audit 
firms is during 2013-2016 provided by ADB with a project that focuses on improving the 
quality of financial auditing so as to comply with the ISA and ISSAI.22 The TA project focuses 
on four specific outputs: (i) Assessment of the MNAO’s current financial auditing and audit 
quality control framework, procedures, and methodologies; (ii) Audit guidelines and audit 
quality control manual for donor-funded projects; (iii) Capacity development, including for 
audits of donor-funded projects; and, (iv) Increasing the awareness of officials and other 
stakeholders regarding the need for continued capacity development. 

                                                
21  MNAO’s audit opinion on GASI’s financial statements was unqualified for 2006-2012 and 2014. For 2013, the opinion 

was qualified as GASI applied an old method for recording a new laboratory facility on the balance sheet (the 
methodology had been amended the same year by the MoF). MNAO’s audit opinion on VABA’s financial statements 
has been unqualified for 2009. MNAO publishes audit reports per ministry, i.e. GASI is reported under the DPMU and 
VABA under the MoFA, but provides separate audit opinions on each entities as well as a general opinion. 
22 ADB. 2013. Technical Assistance to  Mongolia for Development of State Audit Capacity. Manila. (TA 8504-MON). 



 

 

 
61. External audit of the MUST project will be undertaken by MNAO although the actual 
audit task will be outsourced to a private audit firm based on a ToR acceptable to ADB (to be 
prepared once the PMU has been established). This is done for capacity reasons as well as 
to ensure that the auditor has sufficient knowledge and understanding of ADB’s guidelines 
and procedures, including the disbursement guidelines and procedures as per the Loan 
Disbursement Handbook (and which will thus be a criterion for the selection of the private 
audit firm). The MNAO performs quality assurance on the firm’s audit. 
 
4.5 Financial Reporting Systems, including Use of Information Technology 
62. Both GASI and VABA use locally produced accounting software programs (‘Emerald’ 
and ‘ACULOUS’, respectively), which include full financial reporting facilities (i.e. data does 
not need to be exported and processed using a spreadsheet program in order for the 
implementing agencies to prepare financial reports). It is understood that the MoF has 
several years ago agreed to the usage of the two program packages. It appears that both 
systems are well-functioning and adequate for the purpose of supporting agency-level FM. 
 
63. There is no systems link between the two agency systems and the MoF Treasury’s 
GFMIS, which means that reconciliation of payments is done manually. The MoF uses a 
consolidation software package (‘PLASTIC’) to aggregate GoM financial data twice yearly 
though this does not provide a drill-down capability into agency data. 
 
64. ADB-funded PMUs in Mongolia generally apply only spreadsheets for accounting and 
financial reporting purposes. This may, given the relatively limited number of transactions, 
appear acceptable. However, using spreadsheets may, compared with dedicated accounting 
software, involve risks regarding information security and back-up controls, which could 
compromise the integrity of project accounting records.23 It must therefore be ensured that 
frequent and full data back-ups are undertaken and safely stored by the PMU staff. 
 
4.6 Funds Flow Mechanism and Disbursement Arrangements 
65. The loan proceeds will be disbursed in accordance with ADB’s Loan Disbursement 
Handbook (2015, as amended from time to time), and detailed arrangements agreed upon 
between the GOM and the ADB. 
 
66. To facilitate project implementation through timely release of loan proceeds, DPMU, 
through the PMU, will establish in its name a US$ denominated imprest account at a 
commercial bank acceptable to ADB. The account will be established, managed, and 
liquidated in accordance with ADB’s Loan Disbursement Handbook24 and detailed 
arrangements agreed by the GoM and ADB. The maximum ceiling of the account will not at 
any time exceed the estimated ADB-financed expenditures to be paid from the account for 
the next six months. The imprest account is used exclusively for ADB’s share of eligible 
expenditures. The PMU will be accountable and responsible for the proper use of funding. 

                                                
23  See, for example, the ADB (2013): “Project Procurement-Related Review Report” for Loan 2087-MON (SF): Regional 

Road Development Project, and Loan 2621-MON(SF) and Grant 0199-MON(SF): Regional Road Development 
Project – Supplementary, Office of Anticorruption and Integrity (OAI), October. It noted that "There was a lack of 
information security and back-up/recovery controls over the Excel-based accounting system. Project accounts were 
maintained by the Project Accountant using Excel spreadsheets, which were not protected against unauthorized 
editing of data. This exposes the Project to data manipulation” (paragraph 57) and “It is not clear whether a back-up 
of the Excel-based Project accounting system is maintained. The PPRR team was informed by the Project 
Accountant that accounting records are backed up in her personal computer. The check register requested by the 
PPRR team during the planning mission in July 2012 was only provided on 21 September 2012, which came from the 
Project Accountant’s personal computer. The check register had no details relating to 45 checks issued. The PPRR 
team was also informed that the check register maintained by the PMO was destroyed by a computer virus. Without 
official back-up of the accounting system the Project is exposed to the risk of loss of Project information” (paragraph 
58). 

24  ADB’s Loan Disbursement Handbook describes which supporting documents should be submitted to ADB and which 
should be retained by the government for liquidation and replenishment of an imprest account. The bank charges 
incurred in operation the imprest account can be financed from the loan proceeds. 
(http://www.adb.org/sites/default/files/institutional-document/33606/adb-loan-disbursement-handbook.pdf.) 



 

 

 
67. The statement-of-expenditure (SOE) procedure will be used for reimbursement of 
eligible expenses or liquidation of advances to the imprest account. The ceiling of the SOE 
procedure is the equivalent of $50,000 per individual payment. Supporting documents and 
records for the expenditures claimed under the SOE should be maintained and made readily 
available for review by ADB's disbursement and review missions, upon ADB's request for 
submission of supporting documents on a sampling basis, and for independent audit. 
Reimbursement and liquidation of individual payments in excess of the SOE ceiling should 
be supported by full documentation when submitting the withdrawal application to ADB. 
 
68. For efficiency reasons, the minimum value per withdrawal application is $100,000 
equivalent, unless otherwise approved by ADB. Individual payments below this amount 
should generally be paid from the imprest account or by the executing agency and 
subsequently claimed to ADB through reimbursement. ADB reserves the right not to accept 
withdrawal applications below the minimum amount. 
 
5. RISK DESCRIPTION AND RATING – INCLUDING THE FINANCIAL MANAGEMENT 
AND INTERNAL CONTROL RISK ASSESSMENT 

69. As seen above, while many parts of the FM systems are functioning well, a few 
weaknesses and challenges have also been identified. The resulting fiduciary risks are 
summarized and presented in the table below together with proposed mitigation measures. 
 

Table 1: Financial Management Risks 

Risk Type Risk Description 
Risk Assessment 

(without mitigation)
a
 

Mitigation Measures / Risk 
Management Plan 

Inherent Risk
 b

 

Country-level risks The GoM’s PFM system is 
overall reasonably well-
functioning, but there is 
very low budget credibility, 
generally poor policy-
based budgeting (capital 
projects and in a multi-
year perspective), 
inadequate predictability in 
the availability of funds, 
and limited scrutiny of 
external audit reports by 
Parliament. 

Substantial Continuing to develop and 
improve the PFM system and 
procedures based on the GoM’s 
on-going efforts (e.g. to bring 
more extra-budgetary spending 
on budget) as well as through 
donor-funded support (e.g. 
ADB’s support to develop cash 
management, public investment 
management and e-taxation, as 
well as the IMF/World Bank 
support to harmonize the chart 
of accounts). 

Agency-specific risks GASI and VABA have 
generally well-functioning 
FM systems based on the 
GoM framework and 
following the procedural 
requirements. However, 
the agencies are 
adversely affected by the 
overall systemic issues of 
the GoM, especially the 
lack of budget credibility. 

Moderate Improvements of systemic 
issues at the overall GoM level 
will provide an improved 
framework for the agencies 
within which to undertake FM. 
Dedicated efforts should be 
exerted where the issues have 
agency-specific causes, as per 
the project risk listed below. 

Overall Inherent Risk Moderate - 

Project Risk
 c
 



 

 

Risk Type Risk Description 
Risk Assessment 

(without mitigation)
a
 

Mitigation Measures / Risk 
Management Plan 

Planning and 
budgeting 

VABA’s annual planning 
and budgeting process, 
applying a bottom-up 
approach based on the 
previous year’s budget 
rather than a budget 
ceiling, could risk 
undermining the strategic 
allocations of the GoM 
and MoFA that the 
budget should reflect. 

Moderate MoFA and VABA should review 
the annual planning and 
budgeting process, and 
consider applying a ceiling for 
the preparation of budget 
estimates so as to encourage 
prioritization of activities and 
related costs in line with 
strategic and policy choices. 

The ADB-funded project will 
prepare an annual work plan. 

Funds flow Budget execution of both 
GASI and VABA is 
adversely affected by the 
lack of predictability in 
funds availability as well 
as in-year reductions in 
the annual budget, which 
creates risks that funds 
spent do not fully achieve 
value-for-money. 

Substantial While the lack of predictability in 
funds availability and in-year 
budgetary reductions are 
beyond the direct control of the 
GoMs agencies, GASI and 
VABA should as part of the 
annual planning and budgeting 
process prioritize their activities 
and related spending so as to 
enable adjustments as and 
when needed. 

ADB funds will be managed the 
PMU through direct payment, 
and via an imprest account. 

Staffing GASI’s Accounting & 
Finance Division has a 
relatively high turnover 
rate, and VABA’s 
Accounting & Finance 
Unit is vulnerable due to 
its small size. 

Moderate Emphasis should be placed on 
retaining experienced and 
qualified staff, and to provide 
training and guidance to new 
staff. 

The PMU will engage a 
dedicated Finance Specialist for 
the full duration of the project. 
Training on ADB procedures will 
be provided at project start. 

Accounting Neither GASI nor VABA 
apply labeling for fixed 
assets, which carries a 
potential risk that fixed 
assets may not be 
properly accounted for. 

Low The specific requirements 
regarding fixed assets 
maintenance should be 
confirmed with the GoM’s State 
Property Committee, and 
introduce procedural changes 
if/as relevant. 

The PMU will ensure labeling of 
all equipment and fixed assets. 

An Accounting Manual will be 
developed by the PMU. 



 

 

Risk Type Risk Description 
Risk Assessment 

(without mitigation)
a
 

Mitigation Measures / Risk 
Management Plan 

Internal audit The low effectiveness of 
internal audit – not yet 
operational at GASI and 
carried out only every two 
years at VABA – means 
that shortcomings in the 
robustness of and 
compliance with internal 
control procedures may 
not be detected, which 
creates fiduciary risks. 

High For GASI, a capacity 
development plan should be 
prepared to ensure that 
adequate training and support is 
provided to the internal auditor 
to make the function fully 
operational. This would include 
re-considering the reporting line 
of the function. 

For VABA, internal audit should 
be carried out at least once a 
year. 

For both  implementing 
agencies, it should be 
considered setting up Audit 
Committees. 

The PMU should be covered by 
the internal audit function of 
GASI for 2016 onwards. 

External audit External audit is 
considered well-
functioning at both entity-
level and for projects. 

External audit of the 
MUST project will be the 
responsibility of the 
MNAO although the 
actual audit task will be 
outsourced to a private 
audit firm based on a ToR 
acceptable to ADB. 

Low - 

 

 

 

It must be ensured that ADB 
can review and comment on the 
ToR, and that MNAO performs 
quality assurance on the firm’s 
audit. 

Reporting The accounting software 
programs applied by 
GASI and VABA appear 
to be well-functioning and 
adequate for the purpose 
of supporting agency-
level FM. 

ADB-funded PMUs apply 
spreadsheets for 
accounting and financial 
reporting purposes, which 
– given the relatively 
limited number of 
transactions – appears 
acceptable, but risks 
related to information 
security and back-up 
controls exist. 

Low - 

 

 

 

 

 

It must be ensured that frequent 
and full data back-ups are 
undertaken and safely stored by 
the PMU staff. 

Information systems Neither GASI nor VABA 
undertake full IT back-ups 
of the accounting 
software programs and 
financial data on a regular 
basis, which creates a 
real risk of data loss. 

Substantial The current IT back-up 
procedures of GASI and VABA 
should be reviewed, and a more 
regular procedure introduced. 

The PMU will undertake full IT 
back-ups of the accounting 
software program and financial 
data on a weekly basis. 

Overall Project Risk Moderate - 



 

 

Risk Type Risk Description 
Risk Assessment 

(without mitigation)
a
 

Mitigation Measures / Risk 
Management Plan 

Overall Risk Moderate - 

ADB = Asian Development Bank, GASI = General Agency for Specialized Inspection, GoM = Government of Mongolia, IMF = 
International Monetary Fund, IT = information technology, MoFA = Ministry of Food and Agriculture, PFM = public financial 
management, PMU = project management unit, VABA = Veterinary and Animal Breeding Agency.    
a
  Low, moderate, substantial, high. The assessment is based on the likelihood of occurrence and degree of impact. 

b  Inherent Risk is the susceptibility of the project FM system to factors arising from the environment in which it operates, such 
as country or sector-level rules and regulations as well as the agency’s working environment (assuming absence of any 
counter-checks or internal controls). 

c  Project Risk is the risk that the project accounting and internal control framework are inadequate to ensure project funds are 
used economically and efficiently and for the purpose intended, and that the use of funds is properly reported. 

 
70. The table shows that the overall fiduciary risk is considered to be moderate. This is a 
result of a moderate risk rating for the country system, moderate rating for the agency-
specific risks, and combined moderate control risk rating for the project FM elements. 
However, when proposed mitigation measures are taken into account, the overall fiduciary 
risk is considered to be low. 
 
6. PROPOSED TIME-BOUND ACTION PLAN 

71. Based on the identified FM challenges and related fiduciary risks, a number of 
specific actions are recommended to be undertaken. These are outlined in the table below. 
 

Table 2: Financial Management Action Plan 

 Risk Description Risk Action Item Period Responsibility 

1 Planning and budgeting: VABA’s 
annual planning and budgeting 
process, applying a bottom-up 
approach based on the previous 
year’s budget rather than a 
budget ceiling, could risk 
undermining the strategic 
allocations of the GoM and MoFA 
that the budget should reflect. 

Moderate Review the annual 
planning and budgeting 
process, and prepare 
and implement an 
improved process. 

2016 VABA/MoFA 

2 Funds flow: Budget execution of 
both GASI and VABA is adversely 
affected by the lack of 
predictability in funds availability 
as well as in-year reductions in 
the annual budget, which creates 
risks that funds spent do not fully 
achieve value-for-money. 

Substantial Incorporate in the 
annual planning and 
budgeting process a 
prioritization of activities 
and related spending. 

2016 
onwards 

GASI and 
VABA 

3 Staffing: GASI’s Accounting & 
Finance Division has a relatively 
high turnover rate, and VABA’s 
Accounting & Finance Unit is 
vulnerable due to its small size. 

Moderate Provide training and 
guidance to new staff, 
if/as relevant. 

2016 
onwards 

GASI and 
VABA 

4 Accounting: Neither GASI nor 
VABA apply labeling for fixed 
assets, which carries a potential 
risk that fixed assets may not be 
properly accounted for. 

Low Confirm specific fixed 
assets maintenance 
requirements in terms of 
labeling with the State 
Property Committee, 
and introduce 
procedural changes 
if/as relevant. 

Prepare an Accounting 
Manual for the PMU. 

2017 

 

 

 

 

 

 

2016 

GASI and 
VABA 

 

 

 

 

 

PMU 



 

 

 Risk Description Risk Action Item Period Responsibility 

5 Internal audit: The low 
effectiveness of internal audit – 
not yet operational at GASI and 
carried out only every two years at 
VABA – means that shortcomings 
in the robustness of and 
compliance with internal control 
procedures may not be detected, 
which creates fiduciary risks. 

High GASI: Prepare and 
implement an capacity 
development plan. Set 
up an Audit Committee. 
Review the reporting 
line of the internal audit 
function. 

VABA: Carry out 
internal audit at least 
once a year. 

The PMU should be 
covered by the internal 
audit function of GASI 
for 2016 onwards. 

2016-
2019 

GASI 

 

 

 

 

 

VABA 

 

 

PMU 

6 External audit: External audit of 
the MUST project will be the 
responsibility of the MNAO 
although the actual audit task will 
be outsourced to a private audit 
firm based on a ToR acceptable 
to ADB. 

Low It must be ensured that 
ADB’s comments on the 
ToR will be taken into 
account by MNAO, and 
that MNAO performs 
quality assurance on 
the firm’s audit. 

2016 PMU 

7 Reporting: There are risks 
regarding information security and 
back-up controls. 

Low Procedures for frequent 
and full data back-ups 
as well as safe storage 
of these to be outlined 
and implemented. 

2016 
onwards 

PMU 

8 Information systems: Neither 
GASI nor VABA undertake full IT 
back-ups of the accounting 
software programs and financial 
data on a regular basis, which 
creates a real risk of data loss. 

Substantial Review and amend IT 
back-up procedures. 

PMU to undertake full IT 
back-ups of the 
accounting software 
program and financial 
data on a weekly basis. 

2016 
onwards 

GASI and 
VABA 

PMU 

GASI = General Agency for Specialized Inspection, GoM = Government of Mongolia, IMF = International Monetary Fund, IT = 
information technology, MoFA = Ministry of Food and Agriculture, PFM = public financial management, PMU = project 
management unit, VABA = Veterinary and Animal Breeding Agency. 

 
72. It would be useful to consider the agreed Action Plan a rolling plan that is regularly 
reviewed for progress, and updated when needed in case additional FM elements are 
identified as requiring improvements. 
 
7. SUGGESTED FINANCIAL MANAGEMENT COVENANTS 

73. The following is proposed to be considered as FM covenants for the project: 
 
• The GOM will, through GASI, in line with the cost estimate prepared by the project, 

allocate funding for the period 2016-2019 to cover recurrent costs and financial charges. 
• The GOM will cause independent annual audits to take place. 
 
74. An assessment of the GoM’s compliance with the FM covenants will be included in 
the annual audit report of the project accounts. 
 
8. CONCLUSION 

75. The GOM’s PFM system is overall quite well-functioning. This is especially seen in 
the areas of information comprehensiveness and transparency, accounting and financial 
reporting, and external audit. However, there are also some areas with weaknesses, 
including budget credibility, policy-based budgeting, predictability in the availability of funds, 
and parliamentary scrutiny of external audit reports. Some PFM weaknesses identified for 



 

 

earlier ADB-funded projects thus remain relevant at the overall level. 
 
76. The two implementing agencies, GASI and VABA, generally have well-functioning 
FM systems. These are based on the GoM’s frameworks for the different areas and follow 
the procedural requirements. However, the agencies are adversely affected by some the 
overall systemic issues of the GoM, especially the lack of budget credibility and its impact on 
the predictability in the availability of funds. Also, as outlined in Section 4.3 and Table 1, the 
two  implementing agencies have some specific weaknesses of which the ineffectiveness of 
internal audit is the most severe. 
 
77. Specific mitigation/management measures are proposed for all identified FM risks. 
Furthermore, setting up the PMU will overall provide adequate and sufficient safeguards 
since this will provide for a dedicated Finance Specialist and delivers solid frameworks for 
funds disbursements and payment processing, regulates financial reporting (to both the GoM 
and ADB), and includes an agreed approach for the external audit arrangements. 
 
78. On this basis, the planned project arrangements are considered satisfactory. 
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APPENDIX E – FMA QUESTIONNAIRES (FMAQs) 

Topic 
GASI VABA 

Response Potential Risk Event Response Potential Risk Event 

1. Executing / Implementing Agency 

1.1 What is the entity’s legal status / 
registration?  

Public organization. - Public organization. - 

1.2 How much equity (shareholding) is 
owned by the Government? 

n/a - n/a - 

1.3 Obtain the list of beneficial owners of 
major blocks of shares (non-
governmental portion), if any.25 

n/a - n/a - 

1.4  Has the entity implemented an 
externally-financed project in the 
past? If yes, please provide details.  

Yes. 

It is an  implementing agency of 
ADB’s “Fourth Health Sector 
Development Project”. 

Also, from October 2012 to 
March 2015 it received TA and 
capacity building support as part 
of an “Environmental Protection 
in Mining Project” funded by the 
German Federal Institute for 
Geosciences & Natural 
Resources (BGR). 

- Yes. VABA has been involved in 
several projects in recent years, 
including funded by the 
European Union (EU), Food & 
Agriculture Organization (FAO), 
Korea International Cooperation 
Agency (KOICA), and the World 
Bank. 

The projects have grant-based, 
providing equipment and TA. 
Funds have not been provided 
directly to, or managed by, 
VABA. 

- 

1.5 Briefly describe the statutory reporting 
requirements for the entity. 

As regards FM, the following 
legislation is relevant: 

- Law on Accounting (2002). 

- Law on Auditing (2003). 

- Integrated Budget Law (2011). 

- Law on Glass Accounts 
(2014). 

- As regards FM, the following 
legislation is relevant: 

- Law on Accounting (2002). 

- Law on Auditing (2003). 

- Integrated Budget Law (2011). 

- Law on Glass Accounts 
(2014). 

- 

1.6 Describe the regulatory or supervisory 
agency of the entity. 

GASI is supervised by the 
Deputy Prime Minister’s Office 
(DPMO). 

- VABA is supervised by the 
Ministry of Food and Agriculture 
(MoFA). 

- 

                                                
25 In such cases, consult OAI on the need for integrity due diligence on non-governmental beneficial owners. 



 

 

Topic 
GASI VABA 

Response Potential Risk Event Response Potential Risk Event 

1.7 What is the governing body for the 
project? Is the governing body for the 
project independent?  

The DPMO will, as the EA, 
establish a Project Steering 
Committee (PSC). It will be 
chaired by the designated 
official from the EA and 
composed of senior officials of 
the DPMO, GASI, VABA, MoFA, 
and MoF. 

- The DPMO will, as the EA, 
establish a Project Steering 
Committee (PSC). It will be 
chaired by the designated 
official from the EA and 
composed of senior officials of 
the DPMO, GASI, VABA, MoFA, 
and MoF. 

- 

1.8 Obtain current organizational structure 
and describe key management 
personnel. Is the organizational 
structure and governance appropriate 
for the needs of the project?  

GASI’s organizational chart is 
provided in Appendix 1. 

GASI is a large organization 
with a total of 2,028 staff. 

GASI’s key management group 
(“Board”) consists of 16 senior 
managers: 1 Director General, 2 
Deputy Director Generals, 9 
Head of Department, 1 Deputy 
Head of Department, 2 Division 
Heads, and the Head of 
National Reference Laboratory. 

GASI’s organizational structure 
is deemed appropriate for the 
project. 

- VABA’s organizational chart is 
provided in Appendix 1. 

VABA is a small organization 
with currently just 21 staff 
(reduced in 2014 from 24 staff). 

VABA’s organizational structure 
is deemed appropriate for the 
project, also taking into 
consideration that the PMU will 
be placed at GASI. 

- 

1.9 Does the entity have a Code of Ethics 
in place? 

Yes. This is based on: 

- “Code of Ethics for Public 
Servant”, Government 
Resolution No, 288 of 2010. 

- “The Rule of Organizing 
Implementation of the Code of 
Ethics for Public Servant and 
Investigating Ethical Violations”, 
Civil Service Commission 
Resolution No. 129 of 2010. 

- “The Procedure of Ethics 
Committee of GASI”, GASI 
Director General Decree No. 64 
of 2011. 

GASI also has a seven-member 
Ethics Committee established 
by GASI Director General 

- Yes. This is based on: 

- “Code of Ethics for Public 
Servant”, Government 
Resolution No, 288 of 2010. 

- “The Rule of Organizing 
Implementation of the Code of 
Ethics for Public Servant and 
Investigating Ethical Violations”, 
Civil Service Commission 
Resolution No. 129 of 2010. 

The HR Division is responsible 
for enforcing the Code of Ethics. 

- 



 

 

Topic 
GASI VABA 

Response Potential Risk Event Response Potential Risk Event 

Decree No. 28 of 2011. It is 
responsible for enforcing the 
Code of Ethics. 

1.10 Describe (if any) any historical issues 
reports of ethics violations involving 
the entity and management. How 
were they addressed? 

n/a - n/a - 

2. Funds Flow Arrangements  

2.1 Describe the (proposed) project funds 
flow arrangements in detail, including 
a funds flow diagram and explanation 
of the flow of funds from ADB, 
government and other financiers, to 
the government, executing agency, 
implementing agency, suppliers, 
contractors, ultimate beneficiaries, etc. 
as applicable.  

Two types of disbursements are 
proposed: 1) Direct payment 
procedure with ADB, at the 
PMU’s request, paying 
designated beneficiaries 
(suppliers, contractors, 
consultants) directly; and, 2) 
Imprest fund procedure where 
ADB deposits advances from 
the loan account into an imprest 
account, held at a commercial 
bank and managed by the PMU, 
to be used exclusively for 
eligible project expenditures. 
The proposed funds flow 
arrangement is shown in 
Appendix 2. 

- Two types of disbursements are 
proposed: 1) Direct payment 
procedure with ADB, at the 
PMU’s request, paying 
designated beneficiaries 
(suppliers, contractors, 
consultants) directly; and, 2) 
Imprest fund procedure where 
ADB deposits advances from 
the loan account into an imprest 
account, held at a commercial 
bank and managed by the PMU, 
to be used exclusively for 
eligible project expenditures. 
The proposed funds flow 
arrangement is shown in 
Appendix 2. 

- 

2.2 Are the (proposed) arrangements to 
transfer the proceeds of the loan (from 
the government / Finance Ministry) to 
the entity and to the end-recipients 
satisfactory?  

n/a [ADB will not transfer funds 
via the GoM’s MoF] 

- n/a [ADB will not transfer funds 
via the GoM’s MoF] 

- 

2.3 Are the disbursement methods 
appropriate? 

Yes. - Yes. - 

2.4 What have been the major problems 
in the past involving the receipt, 
accounting and/or administration of 
funds by the entity?  

None. - None. - 

2.5 In which bank will the Imprest Account 
(if applicable) be established? 

The MoF will likely propose to 
ADB the Töriin Bank (‘State 
Bank’, a 100% state-owned 
commercial bank). 

- The MoF will likely propose to 
ADB the Töriin Bank (‘State 
Bank’, a 100% state-owned 
commercial bank). 

- 



 

 

Topic 
GASI VABA 

Response Potential Risk Event Response Potential Risk Event 

2.6 Is the bank in which the imprest 
account is established capable of: 

• Executing foreign and local currency 
transactions? 

• Issuing and administering letters of 
credit (LC)? 

• Handling a large volume of 
transaction? 

• Issuing detailed monthly bank 
statements promptly? 

 

 

Yes. 

 

Yes. 

 

Yes. 

Yes. There will also generally 
be online access to the bank 
account. 

-  

 

Yes. 

 

Yes. 

 

Yes. 

Yes. There will also generally 
be online access to the bank 
account. 

- 

2.7 Is the ceiling for disbursements from 
the imprest account and SOE 
appropriate/required? 

The maximum ceiling of the 
imprest account is proposed as 
10% of the ADF loan amount or 
the estimated expenditures for 6 
months, whichever will be lower 
(most likely the latter). 

- The maximum ceiling of the 
imprest account is proposed as 
10% of the ADF loan amount or 
the estimated expenditures for 6 
months, whichever will be lower 
(most likely the latter). 

- 

2.8 Does the (proposed) project 
implementing unit (PMU) have 
experience in the management of 
disbursements from ADB?  

It is the intention ensure that the 
PMU staff to be engaged will 
include personnel with such 
prior experience. 

Should a suitably qualified and 
experienced Finance Specialist 
not be identified and engaged, 
that would evidently constitute a 
risk to the project. 

It is the intention ensure that the 
PMU staff to be engaged will 
include personnel with such 
prior experience, including as 
regards the Finance Specialist. 

Should a suitably qualified and 
experienced Finance Specialist 
not be identified and engaged, 
that would evidently constitute a 
risk to the project. 

2.9 Does the PMU have adequate 
administrative and accounting 
capacity to manage the imprest fund 
and statement of expenditure (SOE) 
procedures in accordance with ADB’s 
Loan Disbursement Handbook (LDH)? 
Identify any concern or uncertainty 
about the PMU’s administrative and 
accounting capability which would 
support the establishment of a ceiling 
on the use of the SOE procedure. 

The PMU is yet to be 
established and staff engaged. 

It is the intention to ensure that 
the PMU will include capable 
and experienced staff to 
manage imprest fund and SOE 
procedures in accordance with 
ADB’s LDH. 

As per 2.8 above. The PMU is yet to be 
established and staff engaged. 

It is the intention to ensure that 
the PMU will include capable 
and experienced staff to 
manage imprest fund and SOE 
procedures in accordance with 
ADB’s LDH. 

As per 2.8 above. 

2.10 Is the entity exposed to foreign 
exchange risk? If yes, describe the 
entity’s policy and arrangements for 
managing foreign exchange risk. 

No. The imprest account will be 
maintained in $. 

- No. The imprest account will be 
maintained in $. 

- 

2.11 How are the counterpart funds 
accessed? 

The GoM will fund $ 1 million in 
the form of tax exemption, i.e. 
there will be no funds 

- The GoM will fund $ 1 million in 
the form of tax exemption, i.e. 
there will be no funds 

- 



 

 

Topic 
GASI VABA 

Response Potential Risk Event Response Potential Risk Event 

disbursement. disbursement. 

2.12 How are payments made from the 
counterpart funds? 

n/a - n/a - 

2.13 If project funds will flow to 
communities or NGOs, does the PMU 
have the necessary reporting and 
monitoring arrangements and features 
built into its systems to track the use 
of project proceeds by such entities?  

n/a - n/a - 

2.14 Are the beneficiaries required to 
contribute to project costs? If 
beneficiaries have an option to 
contribute in kind (in the form of labor 
or material), are proper guidelines and 
arrangements formulated to record 
and value the labor or material 
contributions at appraisal and during 
implementation?  

n/a - n/a - 

3. Staffing  

3.1 What is the current and/or proposed 
organizational structure of the 
accounting department? Attach an 
organization chart.  

GASI’s Administration & 
Finance Division has 16 staff (7 
for finance and 9 for 
administration). The 26 regional 
units employ 28 accountants. A 
further 7 accountants are 
employed as part of an 
Ulaanbaatar-based inspection 
team. The total GASI-wide 
accounting staffing number is 
thus 42. There is no separate 
organization chart for the 
Administration & Finance 
Division. 

- VABA’s Administration & 
Finance Unit currently has 3 
staff (1 Chief Accountant, 1 
Economist, and 1 Clerk). A 
fourth position has recently 
been approved by the MoFA, 
but is yet to be set up and a 
new staff recruited. 

There is no separate 
organization chart for the Unit. 

- 

3.2 Will existing staff be assigned to the 
project, or will new staff be recruited? 

Most likely new staff will be 
employed for the PMU. The 
PMU staff will be hired by the 
GoM (DPMO or GASI) based on 
ToRs agreed with ADB. 

- Most likely new staff will be 
employed for the PMU. The 
PMU staff will be hired by the 
GoM (DPMO or GASI) based on 
ToRs agreed with ADB. 

- 



 

 

Topic 
GASI VABA 

Response Potential Risk Event Response Potential Risk Event 

3.3 Describe the existing or proposed 
project accounting staff, including job 
title, responsibilities, educational 
background and professional 
experience. Attach job descriptions 
and CVs of key existing accounting 
staff.  

A Finance Specialist to be 
engaged for the length of the 
project. 

Responsibilities will include day-
to-day management of the 
project accounts, reviewing and 
processing claims and 
reimbursements, working with 
the Procurement Specialist in 
budgeting and cost estimation, 
and preparing monthly financial 
reports. 

Required professional 
background will include an 
academic / professional 
qualification relevant to finance / 
accounting (preferably certified 
accountant), a minimum of 5 
years relevant work experience, 
and previous experience with 
IFI projects. 

As per 2.8 above. A Finance Specialist is to be 
engaged for the length of the 
project. 

Responsibilities will include day-
to-day management of the 
project accounts, reviewing and 
processing claims and 
reimbursements, working with 
the Procurement Specialist in 
budgeting and cost estimation, 
and preparing monthly financial 
reports. 

Required professional 
background will include an 
academic / professional 
qualification relevant to finance / 
accounting (preferably certified 
accountant), a minimum of 5 
years relevant work experience, 
and previous experience with 
IFI projects. 

As per 2.8 above. 

3.4 Is the project finance and accounting 
function staffed adequately?  

The Administration & Finance 
Division at HQ (16 staff), 
despite a high workload, is as 
such adequately staffed, but 
several staff are new and hence 
are in the process of gaining 
required work experience. Also, 
several organizational 
restructuring processes in 
recent years have affected staff 
capacity. 

The PMU will be adequately 
staffed once established and 
operational. 

- 

 

 

 

 

 

 

 

 

As per 2.8 above. 

The Administration & Finance 
Unit has been under-staffed, 
which is why the MoFA recently 
approved an additional position 
(see 3.1 above). 

The PMU will be adequately 
staffed once established and 
operational. 

- 

 

 

 

As per 2.8 above. 

3.5 Are the project finance and accounting 
staff adequately qualified and 
experienced?  

The accounting staff is 
adequately qualified and most 
well-experienced, although 
some new staff are in the 
process of gaining work 

- 

 

 

 

 

The staff is adequately qualified 
and well-experienced. The Chief 
Accountant is a certified public 
accountant with 33 years work 
experience and has worked with 
VABA since 2009. The 

- 
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GASI VABA 

Response Potential Risk Event Response Potential Risk Event 

experience. 

Only a suitably qualified and 
experienced Finance Specialist 
will be hired for the PMU. 

As per 2.8 above. Economist has worked with 
VABA since 2013. The Clerk 
has a background in finance 
and law, and has been with 
VABA since 2011. 

Only a suitably qualified and 
experienced Finance Specialist 
will be hired for the PMU. 

 

 

 

 

As per 2.8 above. 

3.6 Are the project finance and accounting 
staff trained in ADB procedures, 
including the disbursement guidelines 
(i.e., LDH)?  

Accounting staff are not familiar 
with ADB’s procedures (nor 
would they at present need to 
be). 

For the PMU, an adequately 
qualified and experienced 
Finance Specialist will be hired, 
preferably a candidate with prior 
ADB project experience. 

- 

 

 

 

As per 2.8 above. 

The staff are not familiar with 
ADB’s procedures (nor would 
they at present need to be). 

For the PMU, an adequately 
qualified and experienced 
Finance Specialist will be hired, 
preferably a candidate with prior 
ADB project experience. 

- 

 

 

As per 2.8 above. 

3.7 What is the duration of the contract 
with the project finance and 
accounting staff?  

The Finance Specialist is 
planned to be engaged for the 
full project implementation 
period. Depending  

- The Finance Specialist is 
planned to be engaged for the 
full project implementation 
period. 

- 

3.8 Identify any key positions of project 
finance and accounting staff not 
contracted or filled yet, and the 
estimated date of appointment. 

The Administration & Finance 
Division is currently fully staffed. 

PMU staff will only be engaged 
once the PMU has been 
established. 

- The Administration & Finance 
Unit is currently fully staffed, but 
one additional position is being 
created (see 3.1 above). 

PMU staff will only be engaged 
once the PMU has been 
established. 

- 

3.9 For new staff, describe the proposed 
project finance and accounting staff, 
including job title, responsibilities, 
educational background and 
professional experience. Attach job 
descriptions. 

As per 3.3 above. - As per 3.3 above. - 

3.10 Does the project have written position 
descriptions that clearly define duties, 
responsibilities, lines of supervision, 
and limits of authority for all of the 
officers, managers, and staff?  

This could be prepared as part 
of the PMU inception phase. 

- This could be prepared as part 
of the PMU inception phase. 

- 
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3.11 What is the turnover rate for finance 
and accounting personnel (including 
terminations, resignations, transfers, 
etc.)?  

The Administration & Finance 
Division at HQ (16 staff) on 
average has an annual turnover 
of 4 staff, i.e. a turnover rate of 
25%. 

- The Administration & Finance 
Unit has not had staffing 
changes since 2013 when the 
Economist was hired. 

- 

3.12 What is training policy for the finance 
and accounting staff?  

There is no formal training 
policy in place for the 
Administration & Finance 
Division. However, an informal 
mentor program is in place for 
new staff so as to provide 
advice. 

Lack of training could result in 
staff lacking required 
information and knowledge as 
well as skills needed for 
carrying out their tasks in an 
efficient and effective manner. 

There is no formal training 
policy in place for the 
Administration & Finance Unit. 
However, mentoring is provided 
for new staff. 

It appears that there for ADB-
funded projects in Mongolia is 
no tradition for providing training 
or other formal introduction to 
familiarize new staff with ADB 
policies and procedures. 
However, it could be considered 
for this project to have the new 
PMU staff being provided with 
such training. 

Lack of training could result in 
staff lacking required 
information and knowledge as 
well as skills needed for 
carrying out their tasks in an 
efficient and effective manner. 

3.13 Describe the list of training programs 
attended by finance and accounting 
staff in the last 3 years. 

Staff from the Administration & 
Finance Division have in recent 
years participated in training on 
the accounting software. 
Accountants also participate in 
information sessions arranged 
by the MoF. 

- The Administration & Finance 
Unit staff participate in MoF 
information seminars, as and 
when available. 

- 

4. Accounting Policies and Procedures  

4.1 Does the entity have an accounting 
system that allows for the proper 
recording of project financial 
transactions, including the allocation 
of expenditures in accordance with the 
respective components, disbursement 
categories, and sources of funds (in 
particular, the legal agreements with 
ADB)? Will the project use the entity 
accounting system? If not, what 
accounting system will be used for the 
project? 

GASI applies the GoM’s 
accounting system which 
adequately allows for proper 
recording of all financial 
transactions. 

The PMU will as such apply the 
same accounting system for the 
project, and will maintain 
separate project accounts and 
records for all expenditures 
incurred on the project. 
However, see 4.21 and 7.5 

- VABA applies the GoM’s 
accounting system which 
adequately allows for proper 
recording of all financial 
transactions. 

The PMU will as such apply the 
same accounting system for the 
project, and will maintain 
separate project accounts and 
records for all expenditures 
incurred on the project. 
However, see 4.21 and 7.5 

- 



 

 

Topic 
GASI VABA 

Response Potential Risk Event Response Potential Risk Event 

below. below.. 

4.2 Are controls in place concerning the 
preparation and approval of 
transactions, ensuring that all 
transactions are correctly made and 
adequately explained?  

Yes. At GASI, the controls 
include 1st and 2nd signatories, 
and checking that the 
transaction is appropriately 
covered by the annual budget. 
At the MoF, where the payment 
is processed, the controls 
include checking that the 
transaction slip is correctly 
filled-in by GASI, that all 
documentation (e.g. contracts) 
is provided and correct, and that 
the transaction is appropriately 
covered by the annual budget. 
Also, payments above the 
budget allocation cannot be 
processed in the GFMIS. 

A similar stringent procedure 
will be sought applied at the 
PMU for the transaction of 
payments. 

- Yes. At VABA, the controls 
include 1st and 2nd signatories, 
and checking that the 
transaction is appropriately 
covered by the annual budget. 
At the MoF, where the payment 
is processed [the Treasury has 
since 2013 had offices in most 
line ministries, including the 
MoFA], the controls include 
checking that the transaction 
slip is correctly filled-in by 
VABA, that all documentation 
(e.g. contracts) is provided and 
correct, and that the transaction 
is appropriately covered by the 
annual budget. Also, payments 
above the budget allocation 
cannot be processed in the 
GFMIS. The Strategy & 
Planning Division of MoFA 
furthermore on a monthly basis 
checks all VABA’s transactions 
based on a read-only access to 
the Treasury’s GFMIS system. 

A similar stringent procedure 
will be sought applied at the 
PMU for the transaction of 
payments. 

- 

4.3 Is the chart of accounts adequate to 
properly account for and report on 
project activities and disbursement 
categories? Obtain a copy of the chart 
of accounts. 

Yes. 

The 2015 PEFA assessment 
report states that budget 
execution and budget reporting 
is carried out using a 
classification that differs from 
that of budget preparation, since 
the Chart of Accounts includes 
administrative and economic 
classifications at a level that the 
GFMIS system cannot be apply 

- Yes. 

The 2015 PEFA assessment 
report states that budget 
execution and budget reporting 
is carried out using a 
classification that differs from 
that of budget preparation, since 
the Chart of Accounts includes 
administrative and economic 
classifications at a level that the 
GFMIS system cannot be apply 

- 
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to produce budget execution 
reports.26 However, this applies 
to the MoF’s Treasury system 
(for payments) and is not an 
issue for the systems applied by 
the GoM’s agencies. 

A copy of the Chart of Accounts 
has been obtained. 

to produce budget execution 
reports.27 However, this applies 
to the MoF’s Treasury system 
(for payments) and is not an 
issue for the systems applied by 
the GoM’s agencies. 

A copy of the Chart of Accounts 
has been obtained. 

4.4 Are cost allocations to the various 
funding sources made accurately and 
in accordance with established 
agreements?  

n/a/ [this is not currently 
relevant for neither GASI nor 
the PMU] 

- n/a/ [this is not currently 
relevant for neither VABA nor 
the PMU] 

- 

4.5 Are the General Ledger and 
subsidiary ledgers reconciled 
monthly? Are actions taken to resolve 
reconciliation differences? 

Yes. The Administration & 
Finance Division at HQ 
undertakes monthly 
reconciliations. The regional 
units report on their 
reconciliations to the HQ on a 
quarterly, bi-annual and annual 
basis. The Administration & 
Finance Division at HQ checks 
on reconciliations when doing 
regional spot-checks (five spot-
checks were carried out in 
2014). 

- Yes. The Administration & 
Finance Unit undertakes 
monthly reconciliations. 

- 

4.6 Describe the EA’s policy for retention 
of accounting records including 
supporting documents (e.g, ADB’s 
policy requires that all documents 
should be retained for at least 1 year 
after ADB receives the audited project 
financial statements for the final 
accounting period of implementation, 
or 2 years after the loan closing date, 
whichever is later). Are all accounting 
and supporting documents retained in 
a defined system that allows 
authorized users easy access?  

All accounting records are kept 
in GASI archive for 10 years. 
Payroll-related documentation is 
thereafter transferred to the 
General Authority for Archive 
(National Archives). Access to 
the GASI achieve is based on a 
written procedure, and staff 
from the Administration & 
Finance Division have adequate 
access. 

- All accounting records are 
during the fiscal year kept in the 
office of the Chief Accountant. 
They are thereafter kept in 
VABA’s archive for 10 years. 
Payroll-related documentation is 
thereafter transferred to the 
General Authority for Archive 
(National Archives). Access to 
the VABA achieve is based on a 
written procedure, and staff 
from the Administration & 
Finance Unit have adequate 

- 

                                                
26 World Bank (2015): “Mongolia – Public Financial Management Performance Report”, Report Number 96546, April, p. 30. 
27 World Bank (2015): “Mongolia – Public Financial Management Performance Report”, Report Number 96546, April, p. 30. 
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access. 

4.7 Describe any previous audit findings 
that have not been addressed. 

None. - None. VABA reports to the 
Mongolian National Audit Office 
(MNAO) on the implementation 
of the audit recommendations. 

- 

Segregation of Duties 

4.8 Are the following functional 
responsibilities performed by different 
units or persons: (i) authorization to 
execute a transaction; (ii) recording of 
the transaction; (iii) custody of assets 
involved in the transaction; (iv) 
reconciliation of bank accounts and 
subsidiary ledgers?  

Yes. The functional 
responsibilities of all staff is 
provided in the respective job 
descriptions, and also outlined 
in the Accounting Policy 
Document. 

Authorization to execute a 
transaction is provided only by 
the Director General and the 
Chief Accountant. Recording of 
transactions done by specific 
accountants. Asset custodians 
are appointed across the 
organization. Reconciliation of 
bank accounts and subsidiary 
ledgers is undertaken by 
specific accountants. 

- Yes. The functional 
responsibilities of staff are 
approved by the Director 
General and outlined in job 
descriptions prepared by the HR 
Division. 

Authorization to execute 
transactions rests with the 
Director General and the Chief 
Accountant. Recording of 
transactions is done by the 
Chief Accountant. The Clark is 
the asset custodian, including 
for the assets of the technical 
divisions. Reconciliation of bank 
accounts and subsidiary ledgers 
is undertaken by the Chief 
Accountant. 

- 

4.9 Are the functions of ordering, 
receiving, accounting for, and paying 
for goods and services appropriately 
segregated?  

Yes. The functional 
responsibilities of staff is 
provided in their respective job 
descriptions, and also outlined 
in the Accounting Policy 
Document. 

Ordering and receiving goods 
and services are undertaken by 
different staff in the technical 
departments, while accounting 
is done by the Administration & 
Finance Division, and payment 
by MoF’s Treasury. 

- Yes. The functional 
responsibilities of staff is 
provided in their respective job 
descriptions. 

In cases of large procurements, 
VABA and the MoFA set up a 
Procurement Committee that 
prepare a ToR and undertake 
the tendering process. The 
receiving of goods is 
undertaken by an ad-hoc 
Working Group established in 
VABA. If the goods are found 
adequate vis-à-vis the purchase 
order, a receipt is issued which 
the supplier will then submit 

- 
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together with the invoice to 
VABA. The accounting is then 
done by the Administration & 
Finance Unit, and payment by 
MoF’s Treasury. A similar 
process applies for civil works 
although the ad-hoc Working 
Group can then also include 
third-party representatives (e.g. 
from NGOs). 

Budgeting System  

4.10 Do budgets include physical and 
financial targets?  

Yes, some physical targets are 
provided together with the 
budget figures. 

- Yes, some physical targets are 
provided together with the 
budget figures. 

- 

4.11 Are budgets prepared for all 
significant activities in sufficient detail 
to allow meaningful monitoring of 
subsequent performance?  

Yes. - Yes. - 

4.12 Are actual expenditures compared to 
the budget with reasonable 
frequency? Are explanations required 
for significant variations against the 
budget?  

Yes, on a monthly, quarterly, bi-
annual and annual basis. 

Explanations for deviations are 
provided in addition to the 
formal reports, if requested. 

- Yes, on a monthly, quarterly, bi-
annual and annual basis. 

Explanations for deviations are 
provided in addition to the 
formal reports, if requested. 

- 

4.13 Are approvals for variations from the 
budget required (i) in advance, or (ii) 
after the fact? 

Over-spending is not technically 
possible with the Treasury’s 
GFMIS. 

- Over-spending is not technically 
possible with the Treasury’s 
GFMIS. 

- 

4.14 Is there a ceiling, up to which 
variations from the budget may be 
incurred without obtaining prior 
approval? 

n/a - n/a - 

4.15 Who is responsible for preparation, 
approval and oversight/monitoring of 
budgets?  

GASI’s unit-level budgets are 
prepared by the respective unit 
heads. 

GASI’s overall budget is 
approved by the Director 
General. 

Budget oversight is done by the 
Administration & Finance 
Division. 

- VABA’s annual budget is 
prepared with inputs from the 
respective unit heads. The 
overall budget is approved by 
the Director General. Budget 
oversight is done by the 
Administration & Finance Unit. 

- 



 

 

Topic 
GASI VABA 

Response Potential Risk Event Response Potential Risk Event 

4.16 Describe the budget process. Are 
procedures in place to plan project 
activities, collect information from the 
units in charge of the different 
components, and prepare the 
budgets?  

After the GoM’s announces the 
entity-level budget ceilings, 
GASI allocates its ceiling among 
the organizational units which 
then prepare their detailed 
budgets. This is then compiled 
and reviewed by the unit heads 
and the Director General. When 
the final version is prepared and 
approved, it is submitted to the 
MoF, and from there to 
Parliament. 

The budget preparation process 
is detailed in Chapter 5 of the 
Integrated Budget Law (2011). 

- In VABA the annual budgeting 
process is bottom-up based with 
the different organizational units 
preparing their budget based on 
the previous budget. These are 
consolidated by the Economist, 
and when the final consolidated 
version has been approved by 
the Director General, it is 
submitted to MoFA’s Strategy & 
Planning Department (and from 
there, after consolidation and 
approvals, to the MoF). 

The budget preparation process 
is detailed in Chapter 5 of the 
Integrated Budget Law (2011). 

- 

4.17 Are the project plans and budgets of 
project activities realistic, based on 
valid assumptions, and developed by 
knowledgeable individuals?  

 Is there evidence of significant mid-
year revisions, inadequate fund 
releases against allocations, or 
inability of the EA to absorb/spend 
released funds? 

 Is there evidence that government 
counterpart funding is not made 
available adequately or on a timely 
basis in prior projects? 

 What is the extent of over- or under-
budgeting of major heads over the last 
3 years? Is there a consistent trend 
either way? 

Yes. 

 

 

No. Although the 2014 budget 
was reduced across GoM 
agencies. 

 

n/a 

 

 

 

GASI has experienced under-
funding in recent years, 
especially in 2014 where the 
budget was reduced during the 
fiscal year. 

- 

 

 

- 

 

 

 

- 

 

 

 

Lack of funding and, especially, 
unpredictability in funds 
availability adversely affects 
GASI’s planning processes, and 
will result in activities not being 
carried out as intended. 

Yes. 

 

 

No. Although the 2014 budget 
was reduced across GoM 
agencies. 

 

n/a 

 

 

 

The MoF has in recent years 
not fully released funding for 
VABA’s veterinary activities (a 
budget line separate from 
operational costs and salaries) 
as per the original budgets. The 
deviations were: 

- 2012: -12.4% 

- 2013: -14.4% 

- 2014: -13.4% 

This has resulted in consistent 
under-spending vis-à-vis the 

- 

 

 

- 

 

 

 

- 

 

 

 

Lack of funding and, especially, 
unpredictability in funds 
availability adversely affects 
VABA’s planning processes, 
and will result in activities not 
being carried out as intended. 
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Response Potential Risk Event Response Potential Risk Event 

original budget plans. 

Payments 

4.18 Do invoice-processing procedures 
require: (i) Copies of purchase orders 
and receiving reports to be obtained 
directly from issuing departments? (ii) 
Comparison of invoice quantities, 
prices and terms, with those indicated 
on the purchase order and with 
records of goods actually received? 
(iii) Comparison of invoice quantities 
with those indicated on the receiving 
reports? (iv) Checking the accuracy of 
calculations? (v) Checking authenticity 
of invoices and supporting 
documents?  

Yes. 

In cases where large quantities 
of goods are purchased, GASI 
sets up an ad-hoc committee 
consisting of technical and 
accounting staff who review the 
received goods as per the 
invoice vis-à-vis the purchase 
order and prepare the receiving 
report as well as check 
calculations and documentation 
provided. 

- Yes. 

Copies of purchase orders and 
receiving reports are reviewed 
by the Administration & Finance 
Unit. The receiving procedure 
compares deliveries vis-à-vis 
the order (see also 4.9 above). 
The invoice received later from 
the supplier is compared with 
the receiving report. 
Calculations and documentation 
are also checked. 

- 

4.19 Are all invoices stamped PAID, dated, 
reviewed and approved, 
recorded/entered into the system 
correctly, and clearly marked for 
account code assignment?  

For each payment GASI 
prepares a transaction slip, 
which includes relevant codes, 
other required information, and 
documentation (e.g. contract 
copy, purchase order, invoice, 
and receiving report). The 
transaction slip is then 
submitted to MoF’s Treasury 
where the details and 
documentation is checked, 
payment processed, and the 
transaction slip stamped 
“Transaction Completed”. MoF’s 
Treasury keeps one copy of the 
transaction slip, while the other 
copy is sent to GASI for 
information and filing. 

- For each payment VABA 
prepares a transaction slip, 
which includes relevant codes, 
other required information, and 
documentation (e.g. contract 
copy, purchase order, invoice, 
and receiving report). The 
transaction slip is then 
submitted to MoF’s Treasury 
(office at MoFA for local 
payments, MoF for international 
payments) where the details 
and documentation is checked, 
payment processed, and the 
transaction slip stamped 
“Transaction Completed”. MoF’s 
Treasury keeps one copy of the 
transaction slip, while the other 
copy is sent to VABA for 
information and filing. 

- 

4.20 Do controls exist for the preparation of 
the payroll? Are changes 
(additions/deductions/modifications) to 
the payroll properly authorized? 

Payroll is prepared by GASI 
every month based on the 
personnel records and the work 
time registration (generated 
from fingerprint scanning). The 

- Payroll is prepared by VABA’s 
Accounting & Finance Unit 
every month based on the 
personnel records and the work 
time registration (generated 

- 
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processing is done by the 
Accounting & Finance Division, 
overseen by the M&E Division, 
and the data then submitted by 
the HR Department for approval 
to the Director General. Upon 
being informed by the HR 
Department, the Accounting & 
Finance Division then makes 
the monthly salary payment. 

from fingerprint scanning). The 
processing is done by the Clerk 
of the Accounting & Finance 
Unit. More than two days 
absence results in salary 
reduction. 

Policies And Procedures  

4.21 What is the basis of accounting (e.g., 
cash, accrual) followed (i) by the 
entity? (ii) By the project? 

(i): Article 26 of the Integrated 
Budget Law (2011) requires that 
budgetary entity maintain 
accounts on a full accrual basis 
in accordance with international 
and national accounting 
standards accrual basis, and 
that budget records are 
recorded and reported with 
modified accrual basis. 

Article 10 of the Accounting Law 
(2001) mandates that financial 
statements are prepared in line 
with International Accounting 
Standards. 

The GoM has adopted the 2003 
version of International Public 
Sector Accounting Standards 
(IPSAS) and has initiated a 
process of adopting IPSAS 
(accruals). 

(ii): The basis of accounting 
applied by the PMU will be 
accrual for reporting to the GoM 
and also to ADB. 

- (i): Article 26 of the Integrated 
Budget Law (2011) requires that 
budgetary entity maintain 
accounts on a full accrual basis 
in accordance with international 
and national accounting 
standards accrual basis, and 
that budget records are 
recorded and reported with 
modified accrual basis. 

Article 10 of the Accounting Law 
(2001) mandates that financial 
statements are prepared in line 
with International Accounting 
Standards. 

The GoM has adopted the 2003 
version of International Public 
Sector Accounting Standards 
(IPSAS) and has initiated a 
process of adopting IPSAS 
(accruals). 

(ii): The basis of accounting 
applied by the PMU will be 
accrual for reporting to the GoM 
and also to ADB. 

- 

4.22 What accounting standards are 
followed (International Financial 
Reporting Standards, International 
Public Sector Accounting Standards – 
cash or accrual, or National 

See 4.21 above. - See 4.21 above. - 



 

 

Topic 
GASI VABA 

Response Potential Risk Event Response Potential Risk Event 

Accounting Standards (specify) or 
other?  

4.23 Does the project have adequate 
policies and procedures manual(s) to 
guide activities and ensure staff 
accountability?  

GASI’s Administration & 
Finance Division has an 
Accounting Policy Document 
(2006) which states applicable 
policies and procedures for the 
Division’s activities. 

ADB-funded project PIUs/PMUs 
in Mongolia do apparently not 
have a formalized Accounting 
Manual, but rather rely on 
ADB’s LDH and general 
experience to guide the finance-
related project activities. 
However, it could be considered 
for this project to have the PMU 
develop a formal Accounting 
Manual. 

- 

 

 

 

 

Lack of guidance may result in 
accounting, internal control and 
financial reporting activities not 
being undertaken as required. 

VABA uses the MoFA’s 
Accounting Policy Document, 
which outlines applicable 
policies and procedures for the 
Unit’s activities. 

ADB-funded project PIUs/PMUs 
in Mongolia do apparently not 
have a formalized Accounting 
Manual, but rather rely on 
ADB’s LDH and general 
experience to guide the finance-
related project activities. 
However, it could be considered 
for this project to have the PMU 
develop a formal Accounting 
Manual. 

- 

 

 

 

 

Lack of guidance may result in 
accounting, internal control and 
financial reporting activities not 
being undertaken as required. 

4.24 Is the accounting policy and 
procedure manual updated regularly 
and for the project activities?  

Yes. The Accounting Policy 
Document is updated annually, 
although both the MoF and 
GASI can take time to prepare 
the updates. 

As for the ADB-funded project 
PMU, see 4.23 above. 

- 

 

 

 

 

As per 4.23 above. 

No. MoFA’s Accounting Policy 
Document has not been 
updated since 2013. Revision of 
the document is now being 
undertaken. 

As for the ADB-funded project 
PMU, see 4.23 above. 

- 

 

 

 

 

As per 4.23 above. 

4.25 Do procedures exist to ensure that 
only authorized persons can alter or 
establish a new accounting policy or 
procedure to be used by the entity?  

Yes. GASI’s Accounting Policy 
Document at the HQ can only 
be updated when 
changes/additions are signed by 
the Director General. In the 
regions, it is the regional head 
who signs off on 
changes/additions. 

- Yes. Only MoFA can make 
changes to the Accounting 
Policy Document. 

- 

4.26  Are there written policies and 
procedures covering all routine 
financial management and related 
administrative activities?  

Yes. The Accounting Policy 
Document is a set of policies 
and procedures covering all 
routine financial management 
and related administrative 
activities. 

- Yes. MoFA’s Accounting Policy 
Document is a set of policies 
and procedures covering all 
routine financial management 
and related administrative 
activities. 

- 
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4.27 Do policies and procedures clearly 
define conflict of interest and related 
party transactions (real and apparent) 
and provide safeguards to protect the 
organization from them?  

Yes. The issue is dealt with in 
the Law on Regulating Public 
and Private Interests in Public 
Service and Preventing 
Conflicts of Interest (2012). It 
requires public officials to make 
declarations in respect of "no 
conflict of interest" and their 
"private interests", introduces 
restrictions applicable to public 
officials during their term of 
service, following their release 
from public service, and makes 
agreements, contracts and 
licenses entered into or 
obtained in breach of the law 
void. 

- Yes. The issue is dealt with in 
the Law on Regulating Public 
and Private Interests in Public 
Service and Preventing 
Conflicts of Interest (2012). It 
requires public officials to make 
declarations in respect of "no 
conflict of interest" and their 
"private interests", introduces 
restrictions applicable to public 
officials during their term of 
service, following their release 
from public service, and makes 
agreements, contracts and 
licenses entered into or 
obtained in breach of the law 
void. 

- 

4.28  Are manuals distributed to appropriate 
personnel?  

Yes. - Yes. MoFA’s Accounting Policy 
Document is available with the 
VABA staff. 

- 

4.29 Describe how compliance with policies 
and procedures are verified and 
monitored. 

Compliance with accounting 
and reporting rules and 
procedures is checked by the 
MNAO. 

- Compliance with accounting 
and reporting rules and 
procedures is checked by the 
MNAO. 

- 

Cash and Bank 

4.30 Indicate names and positions of 
authorized signatories for bank 
accounts. Include those persons who 
have custody over bank passwords, 
USB keys, or equivalent for online 
transactions. 

GASI’s Administration & 
Finance Division has assigned 
responsibility of its one bank 
account and related cash card 
to a clerk. The account does not 
have cheques or internet 
banking facility. The account is 
held with Töriin Bank (‘State 
Bank’, a 100% state-owned 
commercial bank). 

- VABA’s Administration & 
Finance Unit has assigned 
responsibility of its one bank 
account and related cash card 
to the Clerk. The account does 
not have cheques or internet 
banking facility. The account is 
held with Töriin Bank (‘State 
Bank’, a 100% state-owned 
commercial bank). 

- 

4.31 Does the organization maintain an 
adequate and up-to-date cashbook 
recording receipts and payments?  

Yes. - Yes. - 
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4.32 Describe the collection process and 
cash handling procedures. Do controls 
exist for the collection, timely deposit 
and recording of receipts at each 
collection location?  

GASI is not collecting cash. - VABA charges fees for certain 
services (providing tender 
materials and issuing import 
certificates), but payments are 
made by customers directly into 
bank accounts held by MoF’s 
Treasury. 

- 

4.33 Are bank accounts reconciled on a 
monthly basis? Or more often? 

 Is cash on hand physically verified, 
and reconciled with the cash books? 
With what frequency is this done? 

The bank account is reconciled 
on a monthly basis. 

Petty cash is verified vis-à-vis 
the cash book on a monthly 
basis. 

- The bank account is reconciled 
on a monthly basis. 

Petty cash is verified vis-à-vis 
the cash book on a monthly 
basis. 

- 

4.34 Are all reconciling items approved and 
recorded? 

Yes. The Chief Accountant 
signs all reconciliation 
documents. 

- Yes. The Chief Accountant 
signs all reconciliation 
documents. 

- 

4.35 Are all unusual items on the bank 
reconciliation reviewed and approved 
by a responsible official?  

Yes. - Yes. - 

4.36 Are there any persistent/non-moving 
reconciling items? 

No. - No. - 

4.37 Are there appropriate controls in 
safekeeping of unused cheques, USB 
keys and passwords, official receipts 
and invoices? 

n/a - n/a - 

4.38 Are any large cash balances 
maintained at the head office or field 
offices? If so, for what purpose? 

The maximum monthly cash 
balance available for withdrawal 
from the bank account is MNT 
500,000 (approximately $ 270). 
This is also the maximum 
amount that GASI’s 
Administration & Finance 
Division would maintain in its 
main office and in the regional 
units. 

- The maximum monthly cash 
balance available for withdrawal 
from the bank account is MNT 
500,000 (approximately $ 270), 
which is also the maximum 
balance maintained by the 
Administration & Finance Unit. 

- 

4.39 For online transactions, how many 
persons possess USB keys (or 
equivalent), and passwords? Describe 
the security rules on password and 
access controls. 

n/a - n/a - 

Safeguard over Assets 
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4.40 What policies and procedures are in 
place to adequately safeguard or 
protect assets from fraud, waste and 
abuse? 

GASI has an ‘Asset Regulation’ 
that outlines the procedures for 
the management of fixed 
assets. 

An ‘Asset Protection Committee’ 
– comprising the Chief 
Accountant, Administration & 
Finance Division Head and 3 
further staff – oversees assets 
and the management process. 

A separate ‘Technical 
Committee’ is charged with 
overseeing and managing 
GASI’s vehicles. 

- VABA has an internal procedure 
for the management of fixed 
assets. 

An ‘Asset Protection 
Committee’, led by the 
Administration & Finance Unit’s 
Economist, oversees assets 
and the management process. 

- 

4.41 Does the entity maintain a Fixed 
Assets Register? Is the register 
updated monthly? Does the register 
record ownership of assets, any 
assets under lien or encumbered, or 
have been pledged? 

Yes. It is updated as/when there 
are changes regarding the 
assets. 

- Yes. It is updated as/when there 
are changes regarding the 
assets. 

- 

4.42 Are subsidiary records of fixed assets, 
inventories and stocks kept up to date 
and reconciled with control accounts? 

GASI has assigned the 
responsibility for its assets to 
various staff for whom specific 
lists are maintained, and which 
are updated as/when there are 
changes regarding the assets 

- Yes. - 

4.43 Are there periodic physical inventories 
of fixed assets, inventories and 
stocks? Are fixed assets, inventories 
and stocks appropriately labeled? 

Yes. GASI undertakes an 
inventory on an annual basis. 

However, fixed assets are not 
labeled. 

- 

 

Lack of labeling could 
potentially lead to a loss of 
assets. 

Yes. VABA undertakes a bi-
annual and an annual inventory. 

Fixed assets are not labeled. 

- 

 

Lack of labeling could 
potentially lead to a loss of 
assets. 

4.44 Are the physical inventory of fixed 
assets and stocks reconciled with the 
respective fixed assets and stock 
registers, and discrepancies analyzed 
and resolved? 

Yes. In case of discrepancies 
the missing fixed asset is 
tracked and corrections made in 
the register if/as required. 

- Yes. In case of discrepancies 
the missing fixed asset is 
tracked and corrections made in 
the register if/as required. 

- 

4.45 Describe the policies and procedures 
in disposal of assets. Is the disposal of 
each asset appropriately approved 
and recorded? Are steps immediately 

GASI’s HQ can transfer fixed 
assets to the regional units. 
However, for decommissioning 
fixed assets approvals by the 

- The decommissioning of fixed 
assets is first approved by the 
‘Asset Protection Committee’ 
and the Director General, and 

- 
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taken to locate lost, or repair broken 
assets? 

‘Asset Protection Committee’, 
the Director General and the 
State Property Committee are 
required. 

thereafter requires the approval 
of the State Property 
Committee. 

4.46 Are assets sufficiently covered by 
insurance policies? 

Vehicles have insurance cover. - Vehicles have insurance cover. - 

4.47 Describe the policies and procedures 
in identifying and maintaining fully 
depreciated assets from active assets. 

The status and value of assets 
is recorded in the Fixed Assets 
Register. 

- The status and value of assets 
is recorded in the Fixed Assets 
Register. 

- 

Other Offices and Implementing Entities  

4.48 Describe any other regional offices or 
executing entities participating in 
implementation.  

n/a - n/a - 

4.49 Describe the staff, their roles and 
responsibilities in performing 
accounting and financial management 
functions of such offices as they relate 
to the project. 

n/a - n/a - 

4.50 Has the project established 
segregation of duties, controls and 
procedures for flow of funds and 
financial information, accountability, 
and reporting and audits in relation to 
the other offices or entities?  

n/a - n/a - 

4.51 Does information among the different 
offices/ implementing agencies flow in 
an accurate and timely fashion? In 
particular, do the offices other than the 
head office use the same accounting 
and reporting system?  

n/a - n/a - 

4.52 Are periodic reconciliations performed 
among the different 
offices/implementing agencies? 
Describe the project reporting and 
auditing arrangements between these 
offices and the main 
executing/implementing agencies. 

n/a - n/a - 

4.53 If any sub-accounts (under the 
Imprest Account) will be maintained, 
describe the results of the assessment 
of the financial management capacity 

n/a - n/a - 
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of the administrator of such sub-
accounts. 

Contract Management and Accounting 

4.54 Does the agency maintain contract-
wise accounting records to indicate 
gross value of contract, and any 
amendments, variations and 
escalations, payments made, and 
undisbursed balances? Are the 
records consistent with physical 
outputs/deliverables of the contract? 

As accrual basis of accounting 
is used, the gross value of 
contracts is maintained in the 
accounting records together 
with changes. 

- As accrual basis of accounting 
is used, the gross value of 
contracts is maintained in the 
accounting records together 
with changes. 

- 

4.55 If contract records are maintained, 
does the agency reconcile them 
regularly with the contractor?  

At the end of a contract, the 
Administration & Finance 
Division will check with the 
contractor/supplier as to the full 
delivery vis-à-vis the contract 
and also regarding payment. 
For longer term contracts, 
periodic follow-up is also 
undertaken. 

- At the end of a contract, the 
Administration & Finance 
Division will check with the 
contractor/supplier as to the full 
delivery vis-à-vis the contract 
and also regarding payment. 
For longer term contracts, 
periodic follow-up is also 
undertaken. 

- 

Other  

4.56  Describe project arrangements for 
reporting fraud, corruption, waste and 
misuse of project resources. Has the 
project advised employees, 
beneficiaries and other recipients to 
whom to report if they suspect fraud, 
waste or misuse of project resources 
or property?  

If GASI finds indications of 
fraud, corruption, waste and 
misuse of resources the Chief 
Accountant and the Director 
General are informed. If an 
internal investigation finds 
evidence of criminal 
wrongdoing, the case is 
transferred to the relevant law 
enforcement agency. 

For the PMU, such 
arrangements will be developed 
once the PMU has been 
established. 

- VABA does not have a formal 
procedure for this, but refers to 
the Law on Anti-Corruption 
(2006). Article 8 requires all 
public officials to report 
immediately to the Anti-
Corruption Agency any 
corruption-related activities 
encountered. VABA has 
recently requested the Anti-
Corruption Agency to provide 
awareness training to its staff. 

For the PMU, a similar 
arrangement could be prepared. 

- 

5. Internal Audit  

5.1 Is there an internal audit (IA) 
department in the entity? 

Yes. However, in effect it was 
established only in May 2015 
when GASI hired an Internal 

The lack of functioning internal 
audit entity means that GASI’s 
internal control systems and 

VABA has one staff member 
whose designation, in addition 
to Information Officer, is Internal 

- 
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Auditor. procedures are not yet subject 
to assessment regarding their 
adequacy and effectiveness. 

Auditor. However, the staff 
member does not carry out 
internal audit. 

Internal audit of VABA is at 
present undertaken by MoFA’s 
‘Control, Analysis, Assessment 
& Internal Audit Department’. 
This appears sensible given 
VABA’s limited size in terms of 
staff and resources. 

5.2 What are the qualifications and 
experience of the IA staff? 

The Internal Auditor is a 
qualified accountant with 10 
years professional experience 
working as an inspector in the 
area of social protection. 

The lack of internal audit 
training might result in activities 
not being carried out as 
required. 

MoFA’s Department has 11 staff 
of which 3 are internal auditors. 

- 

5.3 To whom does the head of the internal 
audit report? 

To the Head of the 
Administration Department. 

Lack of full independence could 
subject the internal audit 
activities to a lack of objectivity. 

The Head of the Department 
reports to the MoFA Secretary 
and the Minister. 

- 

5.4 Will the internal audit department 
include the project in its annual work 
program?  

Yes, that is planned. - No. The PMU will be placed in 
GASI. 

- 

5.5 Are actions taken on the internal audit 
findings?  

n/a [the Internal Audit Unit is yet 
to start operations] 

- Yes. The internal audit team of 
the MoFA Department makes 
recommendations which are 
then implemented by VABA. 

- 

5.6 What is the scope of the internal audit 
program? How was it developed? 

The program is yet to be 
developed. 

- The MoFA Department includes 
VABA in its work plan for 
internal audit every two years. 
The focus of the internal audit is 
on financial aspects (accounts 
and records), HR and 
organizational issues. 

As VABA is subject to internal 
audit only once every two years, 
evaluation of the adequacy and 
effectiveness of its internal 
controls lacks regularity. 

5.7 Is the IA department independent? No. See 5.3 above. See 5.3 above. Yes, in as much as that MoFA’s 
‘Control, Analysis, Assessment 
& Internal Audit Department’, 
when doing internal audit in 
VABA, refers to VABA’s Director 
General, and also debriefs with 
the Director General and Chief 
Accountant. 

- 
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5.8 Do they perform pre-audit of 
transactions? 

No. - No. - 

5.9 Who approves the internal audit 
program? 

Yet to be decided. - The audit program is approved 
by the Head of the Department. 

The internal audit program 
should ideally be approved by 
an Audit Committee (see 5.4 
below). 

5.10 What standards guide the internal 
audit program?  

Public sector internal audit 
guidelines that comply with the 
standards of the Institute of 
Internal Auditors (IIA) have 
been published and distributed. 

- Public sector internal audit 
guidelines that comply with the 
standards of the Institute of 
Internal Auditors (IIA) have 
been published and distributed. 

- 

5.11 How are audit deficiencies tracked? n/a [the Internal Audit Unit is yet 
to start operations] 

- The internal audit team of the 
MoFA Department undertakes 
follow-up on earlier audit 
recommendations at the start of 
the new internal audit. 

A two-year gap in follow-up on 
the implementation of 
recommendations risks that 
improvements and changes to 
procedures are not undertaken 
in a timely manner. 

5.12 How long have the internal audit staff 
members been with the organization? 

1 month. See 5.2 above. 4 staff have been with the MoFA 
Department 10-20 years, the 
other 7 staff for less than 10 
years. 

- 

5.13 Does any of the internal audit staff 
have an IT background? 

No.  - Yes, 1 staff has an IT 
background. 

- 

5.14 How frequently does the internal 
auditor meet with the audit committee 
without the presence of management? 

GASI has not (yet) established 
an Internal Audit Committee. 

The lack of an Audit Committee 
means that required oversight 
and guidance may not be 
provided. Also, a forum for 
discussing internal audit reports 
might be missing. 

There is no audit committee. The lack of an Audit Committee 
means that required oversight 
and guidance may not be 
provided. Also, a forum for 
discussing internal audit reports 
might be missing. 

5.15 Has the internal auditor identified / 
reported any issue with reference to 
availability and completeness of 
records? 

n/a [the Internal Audit Unit is yet 
to start operations] 

- No. - 

5.16 Does the internal auditor have 
sufficient knowledge and 
understanding of ADB’s guidelines 
and procedures, including the 
disbursement guidelines and 
procedures (i.e., LDH)? 

No. A lack of knowledge and 
understanding could mean that 
internal audit of the project may 
not be effectively done. 

No. It also is not at present 
needed. 

- 
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6. External Audit – Entity-level 

6.1 Is the entity financial statement 
audited regularly by an independent 
auditor? Who is the auditor?  

The MNAO audits GASI’s bi-
annual and annual financial 
statements. 

MNAO also carries out an 
annual ‘investment audit’ of all 
major purchases, and can carry 
out other types of external 
audits as well. 

- The MNAO carries out at least 
one audit per year of VABA’s 
financial statements. 

- 

6.2 Are there any delays in audit of the 
entity? When are the audit reports 
issued?  

No. The Law on State Audit 
(2003) regulates the timing of 
audits. 

Audit reports are generally 
issued within a few weeks of the 
audit. 

- No. The Law on State Audit 
(2003) regulates the timing of 
audits. 

Audit reports are generally 
issued within a few weeks of the 
audit. 

- 

6.3 Is the audit of the entity conducted in 
accordance with the International 
Standards on Auditing, or the 
International Standards for Supreme 
Audit Institutions, or national auditing 
standards?  

The MNAO follows the 
International Standards on 
Auditing (ISAs) as promulgated 
by the International Auditing and 
Assurance Standards Board 
(IAASB). The International 
Standards of Supreme Audit 
Institutions (ISSAIs) have not 
yet been translated into 
Mongolian. 

- The MNAO follows the 
International Standards on 
Auditing (ISAs) as promulgated 
by the International Auditing and 
Assurance Standards Board 
(IAASB). The International 
Standards of Supreme Audit 
Institutions (ISSAIs) have not 
yet been translated into 
Mongolian. 

- 

6.4 Were there any major accountability 
issues noted in the audit report for the 
past three years?  

No. - No. - 

6.5 Does the external auditor meet with 
the audit committee without the 
presence of management?  

GASI has no Audit Committee. 
The M&E Division follows the 
external audit process, while the 
Accounting & Finance Division 
checks that the respective units 
implement the audit 
recommendations. 

- VABA has no Audit Committee. 
Accounting & Finance Unit 
follows the external audit 
process, including with regard to 
the implementation of MNAO’s 
recommendations. 

- 

6.6 Has the entity engaged the external 
audit firm for any non-audit 
engagements (e.g., consulting)? If 
yes, what is the total value of non-

No. - No. - 
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audit engagements, relative to the 
value of audit services? 

6.7 Has the external auditor expressed 
any issues on the availability of 
complete records and supporting 
documents? 

No. - No. - 

6.8 Does the external auditor have 
sufficient knowledge and 
understanding of ADB’s guidelines 
and procedures, including the 
disbursement guidelines and 
procedures (i.e., LDH)? 

The external auditors that audit 
GASI do not have such 
knowledge and understanding. 
It also is not at present needed 
since external audit of ADB-
funded projects is outsourced to 
private firms that do have 
insight. 

- The external auditors that audit 
VABA do not have such 
knowledge and understanding. 
It also is not at present needed 
since external audit of ADB-
funded projects is outsourced to 
private firms that do have 
insight. 

- 

6.9 Are there any material issues noted 
during the review of the audited entity 
financial statements that were not 
reported in the external audit report? 

No. - No. - 

External Audit – Project-level 

6.10 Will the entity auditor audit the project 
accounts or will another auditor be 
appointed to audit the project financial 
statements? 

The project accounts will be 
audited by the MNAO, but the 
actual audit task outsourced to 
a private audit firm based on a 
ToR acceptable to ADB. The 
MNAO performs quality 
assurance on the firm’s audit. 

- The project accounts will be 
audited by the MNAO, but the 
actual audit task outsourced to 
a private audit firm based on a 
ToR acceptable to ADB. The 
MNAO performs quality 
assurance on the firm’s audit. 

- 

6.11 Are there any recommendations made 
by the auditors in prior project audit 
reports or management letters that 
have not yet been implemented? 

Audit reports from previous 
ADB-funded projects have not 
been available for review.28 

- Audit reports from previous 
ADB-funded projects have not 
been available for review.29 

- 

                                                
28 Audited project financial statements for 2013 are, however, publically available for ADB’s “MON: Establishment of Climate-Resilient Rural Livelihoods” project (Project Number: 45145; 
Grant Number: 9164; Financed by the Japan Fund for Poverty Reduction), which was implemented by MoFA (source: http://www.adb.org/projects/documents/establishment-climate-resilient-
rural-livelihoods-jan-dec-2013-apfs). The audit was undertaken by a private audit firm, Suld Audit Co. Ltd., and the auditor’s opinions – on the financial statements, imprest account 
statements, and SOE withdrawal applications – are unqualified. 
29 Audited project financial statements for 2013 are, however, publically available for ADB’s “MON: Establishment of Climate-Resilient Rural Livelihoods” project (Project Number: 45145; 
Grant Number: 9164; Financed by the Japan Fund for Poverty Reduction), which was implemented by MoFA (source: http://www.adb.org/projects/documents/establishment-climate-resilient-
rural-livelihoods-jan-dec-2013-apfs). The audit was undertaken by a private audit firm, Suld Audit Co. Ltd., and the auditor’s opinions – on the financial statements, imprest account 
statements, and SOE withdrawal applications – are unqualified. 
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6.12 Is the project subject to any kind of 
audit from an independent 
governmental entity (e.g. the supreme 
audit institution) in addition to the 
external audit? 

No. - No. - 

6.13 Has the project prepared acceptable 
terms of reference for an annual 
project audit? Have these been 
agreed and discussed with the EA and 
the auditor? 

The ToR for annual project 
audits will be developed once 
the PMU has been established. 

- The ToR for annual project 
audits will be developed once 
the PMU has been established. 

- 

6.14 Has the project auditor identified any 
issues with the availability and 
completeness of records and 
supporting documents? 

Audit reports from previous 
ADB-funded projects have not 
been available for review. [but 
see footnote 4 6.11 above]. 

- Audit reports from previous 
ADB-funded projects have not 
been available for review. [but 
see footnote 4 6.11 above]. 

- 

6.15 Does the external auditor have 
sufficient knowledge and 
understanding of ADB’s guidelines 
and procedures, including the 
disbursement guidelines and 
procedures (i.e., LDH)? 

Knowledge and understanding 
of ADB’s guidelines and 
procedures will be included as a 
criterion for the selection of a 
private audit firm. 

- Knowledge and understanding 
of ADB’s guidelines and 
procedures will be included as a 
criterion for the selection of a 
private audit firm. 

- 

6.16 Are there any recommendations made 
by the auditors in prior audit reports or 
management letters that have not yet 
been implemented?  

Audit reports from previous 
ADB-funded projects have not 
been available for review. [but 
see footnote 4 6.11 above]. 

- Audit reports from previous 
ADB-funded projects have not 
been available for review. [but 
see footnote 4 6.11 above]. 

- 

 [For second or subsequent projects] 
6.17 Were past audit reports complete, and 

did they fully address the obligations 
under the loan agreements? Were 
there any material issues noted during 
the review of the audited project 
financial statements and related audit 
report that have remained 
unaddressed? 

n/a - n/a - 

7. Reporting and Monitoring  

7.1 Are financial statements and reports 
prepared for the entity?  

Yes. GASI’s Administration & 
Finance Division prepares 
monthly and quarterly budget 
execution reports (which also 
include cash and payment 
overviews). The regional units 

- Yes. VABA’s Administration & 
Finance Unit prepares monthly 
and quarterly budget execution 
reports as well as bi-annual and 
annual financial statements. 

Reporting requirements are 

- 
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prepare monthly and quarterly 
budget execution reports. On 
that basis the Administration & 
Finance Division prepare bi-
annual and annual financial 
statements. 

Reporting requirements are 
outlined in Articles 7, 8, 31 and 
54 of the Integrated Budget Law 
(2011) as well as Articles 10 
and 12 of the Law on 
Accounting (2002). 

outlined in Articles 7, 8, 31 and 
54 of the Integrated Budget Law 
(2011) as well as Articles 10 
and 12 of the Law on 
Accounting (2002). 

7.2 Are financial statements and reports 
prepared for the implementing unit(s)?  

Yes. See 7.1 above. - Yes. See 7.1 above. - 

7.3 What is the frequency of preparation 
of financial statements and reports? 
Are the reports prepared in a timely 
fashion so as to be useful to 
management for decision making?  

See 7.1 above. 

Yes, monthly reports are 
prepared within 2-3 days, and 
other reports within less than 1 
week. 

- See 7.1 above. 

Yes, monthly reports are 
prepared within 2-3 days, while 
quarterly reports take about 1 
week, and the annual financial 
statement about 1 month to 
prepare. 

- 

7.4 Does the entity reporting system need 
to be adapted for project reporting?  

No. The PMU will not fully follow 
the reporting procedures of 
GoM entities. 

- No. The PMU will not fully follow 
the reporting procedures of 
GoM entities. 

- 

7.5 Has the project established financial 
management reporting responsibilities 
that specify the types of reports to be 
prepared, the report content, and 
purpose of the reports?  

The reporting set-up and 
responsibilities will be 
developed once the PMU has 
been established. However, the 
ordinary approach would be for 
the PMU as a minimum to 
prepare quarterly progress 
reports, including a financial 
report, as well as bi-annual and 
annual financial statements. 
The financial statements 
prepared for the GoM and ADB 
will be accrual basis. 

- The reporting set-up and 
responsibilities will be 
developed once the PMU has 
been established. The ordinary 
approach would be for the PMU 
as a minimum to prepare 
quarterly progress reports, 
including a financial report, as 
well as bi-annual and annual 
financial statements. The 
financial statements prepared 
for the GoM and ADB will be 
accrual basis. 

- 

7.6 Are financial management reports 
used by management?  

Yes. All budget execution 
reports and financial statements 
are reviewed and approved by 

- Yes. All budget execution 
reports and financial statements 
are reviewed and approved by 

- 
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the Head of the Administration 
& Finance Division and the 
Director General, and thereafter 
submitted to the DPMO. 

the Director General, and 
thereafter submitted to MoFA’s 
Strategy & Planning Division 
that consolidates data for the 
whole ministry and then sends it 
to the MoF. 

VABA also submits reports 
directly to the MoF electronically 
twice yearly (in July and 
January). 

7.7 Do the financial reports compare 
actual expenditures with budgeted 
and programmed allocations?  

Yes, budget execution reports 
include such comparison. 

- Yes, budget execution reports 
include such comparison. 

- 

7.8 How are financial reports prepared? 
Are financial reports prepared directly 
by the automated accounting system 
or are they prepared by spreadsheets 
or some other means?  

All budget execution reports and 
financial statements are 
prepared directly by the 
automated accounting system 
applied by GASI. Spreadsheets 
are not used in this process. 

- All budget execution reports and 
financial statements are 
prepared directly by the 
automated accounting system 
applied by VABA. It does not 
use spreadsheets in this 
process. 

- 

7.9 Does the financial system have the 
capacity to link the financial 
information with the project's physical 
progress? If separate systems are 
used to gather and compile physical 
data, what controls are in place to 
reduce the risk that the physical data 
may not synchronize with the financial 
data? 

Data on physical activities is not 
included in the automated 
accounting system applied by 
GASI, but such information can 
be added manually in reports 
and controlling for lack of 
synchronization would be part of 
such process. 

- Data on physical activities is not 
included in the automated 
accounting system applied by 
VABA, but reported separately. 

- 

7.10 Does the entity have experience in 
implementing projects of any other 
donors, co-financiers, or development 
partners? 

Yes. See 1.4 above. - Yes. See 1.4 above. - 

8. Information Systems 

8.1 Is the financial accounting and 
reporting system computerized?  

Yes. - Yes. - 

8.2 If computerized, is the software off-
the-shelf, or customized?  

GASI applies the accounting 
program ‘Emerald’ from 
Interactive BI, a local firm. 
‘Emerald’ is an enterprise 

- VABA applies the accounting 
software program ‘ACULOUS’. 

There is no systems link 
between computerized agency 

- 
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resource planning (ERP) 
software. It was developed in 
2004 and is updated regularly. 

There is no systems link 
between computerized agency 
system and the MoF Treasury’s 
GFMIS. MoF uses the 
consolidation software package 
PLASTIC to consolidate GoM 
financial data twice yearly, but 
this does not provide a drill-
down capability into agency 
data. 

systems and the MoF 
Treasury’s GFMIS. MoF uses 
the consolidation software 
package PLASTIC to 
consolidate GoM financial data 
twice yearly, but this does not 
provide a drill-down capability 
into agency data. 

8.3 Is the computerized software 
standalone, or integrated and used by 
all departments in the headquarters 
and field units using modules?  

‘Emerald’ is used by GASI’s 
Administration & Finance 
Division as well as the regional 
units. 

- ‘ACULOUS’ is used by VABA’s 
Administration & Finance Unit. 

- 

8.4 How are the project financial data 
integrated with the entity financial 
data? Is it done through a module in 
the enterprise financial system with 
automatic data transfer, or does it 
entail manual entry? 

ADB-funded PIUs/PMUs in 
Mongolia generally apply only 
spreadsheets for accounting 
and financial reporting 
purposes. 

The PMU will not require access 
or linkage to GoM systems. 

Given the relatively limited 
number of transactions, using 
only spreadsheets may appear 
sufficient. However, the 
application of spreadsheets may 
entail risks regarding 
information security and back-
up controls, which would 
compromise the integrity of 
project accounting records. 

ADB-funded PIUs/PMUs in 
Mongolia generally apply only 
spreadsheets for accounting 
and financial reporting 
purposes. 

The PMU will not require access 
or linkage to GoM systems. 

Given the relatively limited 
number of transactions, using 
only spreadsheets may appear 
sufficient. However, the 
application of spreadsheets may 
entail risks regarding 
information security and back-
up controls, which would 
compromise the integrity of 
project accounting records. 

8.5 Is the computerized software used for 
directly generating periodic financial 
statements, or does it require manual 
intervention and use of Excel or 
similar spreadsheet software? 

See 7.8 above. - See 7.8 above. - 

8.6 Can the system automatically produce 
the necessary project financial 
reports?  

Yes. See 7.8 above. - Yes. See 7.8 above. - 

8.7 Is the staff adequately trained to 
maintain the computerized system?  

Yes. GASI’s staff is fully familiar 
with the system. 

The Finance Specialist is 
expected to be fully familiar with 
the application of spreadsheets. 

- Yes. VABA’s staff is fully 
familiar with the system. 

The Finance Specialist is 
expected to be fully familiar with 
the application of spreadsheets. 

- 
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8.8 Do the management, organization and 
processes and systems safeguard the 
confidentiality, integrity and availability 
of the data?  

Yes. The systems are password 
protected. Authorized staff have 
full access to the system and 
data. 

- Yes. The system is password 
protected. Authorized staff have 
full access to the system and 
data. 

- 

8.9 Are there back-up procedures in 
place? 

Yes. - Yes. - 

8.10 Describe the backup procedures – 
online storage, offsite storage, 
offshore storage, fire, earthquake and 
calamity protection for backups. 

The Administration & Finance 
Division prepares a back-up of 
the program and data annually 
to an external hard drive. 

The lack of regular back-ups 
represents a real risk of data 
loss. 

The Administration & Finance 
Unit prepares a back-up of the 
program and data annually to a 
desktop computer. 

The lack of regular back-ups 
represents a real risk of data 
loss. 

 


