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I. EXECUTIVE SUMMARY 
 
1. A financial management assessment (FMA) was conducted during July – September 2019 
and updated in May 2020 in accordance with ADB’s Financial Management Assessment 
Technical Guidance Note,1 and ADB’s Financial Due Diligence: A Methodology Note.2 The FMA 
was conducted for the Ministry of Employment and Labor Relations (MOELR) and Ministry of 
Higher and Secondary Specialized Education (MHSSE), both of which are Government Ministries 
and will be participating during project implementation. The assessments were based on a 
combination of interviews with accounts and finance department at both the Ministries, Ministry 
of Finance (MOF), Regional Hokimiyat and Educational Institutions, visits to their respective 
offices and study of publicly available documents. The assessment includes the review of 
previous donor’s projects audit reports, Public Expenditure and Financial Accountability (PEFA) 
Performance Assessment Report 2019, Public Expenditure Review of World Bank 2019, 
Transition Report 2019-20 of European Bank of Reconstruction and Development (EBRD), and 
Strengthening Fiscal Transparency Report 2019 of the International Monetary Fund (IMF). 
 
2. The objective of this assessment is to determine the institutional arrangements and control 
measures required to implement the project and to ensure intended utilization of the funds 
earmarked for the project. An assessment of the procurement capacities of the ministries has 
been carried out separately. This assessment consists of detailed financial management 
assessment and suggested covenants for mitigation.  
 
3. Key focus areas of financial capacity on which this assessment focuses on are, fund flows, 
budgeting, staffing, accounting policies and procedures, internal controls, financial reporting and 
monitoring, internal and external audit.  
 
4. The FMA questionnaire provided in the ADB guidelines has been used to gather primary 
data from both the Ministries. Secondary data includes information available on the internet, 
studies by PEFA, international donor agencies and Transparency International and other related 
documents. The FMA questionnaire is available on request. 
 
5. The assessment concludes that there is substantial financial management and internal 
control risk for both the Ministries for this project. It is expected that with the implementation of 
the proposed risk mitigating measures, the financial management capacity of the Ministries will 
reduce to moderate. 
 
  

 
1 ADB. 2015. Financial Management Technical Guidance Note: Financial Management Assessment. Manila. 
2 ADB. 2009. Financial Due Diligence: A Methodology Note. Manila. 

https://www.adb.org/sites/default/files/page/82468/financial-management-assessment.pdf
https://www.adb.org/documents/financial-due-diligence-methodology-note
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Table 1: Financial Management and Internal Control Risk Assessment 
Risk Risk Rating 

(pre-mitigation) 
Mitigation Measures 

Inherent risks  
Country- specific 
As per the PEFA 2019 Report, “The 
PFM evaluation in Uzbekistan 
shows good monitoring 
mechanisms that ensure fiscal and 
budgetary control at a high 
operational level. It also 
demonstrates that mechanisms are 
in place to ensure fiscal stability 
and sustainability. However, with 
the present organization, efficiency 
and effectiveness of service 
delivery are still limited, because all 
efforts are focused on the analysis 
of revenues and expenses.  
The 2019 Public Expenditure 
Review Report3 of the World Bank 
has acknowledged that the 
authorities had embarked on an 
ambitious reforms program in 2017, 
with an objective of transforming 
the economy, society, and the 
government. However, the Report 
also mentions that “the impressive 
reforms have delivered results while 
raising expectations for further 
progress in boosting the potential of 
the economy, the vibrancy of the 
private sector, and the incomes and 
opportunities for Uzbekistan’s 
citizens.” 
 
The 2019-20 Transition Report 
titled “Better Governance, Better 
Economies” of European Bank for 
Reconstruction and Development 
has recognized that as a part of 
major structural reform 
developments, a Reform Roadmap 
for 2019-21 was adopted in early 
2019. 
 
The 2019 Strengthening Fiscal 
Transparency Report4 of the IMF 
has recognized that wide-ranging 
reforms to improve the coverage, 
reliability, quality and accessibility 
of fiscal reports are being 

 
Substantial 

 

 
Development partners have been supporting 
the country’s fiscal program and public 
financial management reforms for the past few 
years. The various reports acknowledge the 
good work that is been done by the country. 
The Reports have also identified certain areas 
for further improvement. Some of the areas 
that needs to be improved in the context of the 
project are as follows: 

• Improving the quality of fiscal reports by 
bringing economic and functional 
classification more in line with international 
standards; 

• Improving budget comprehensiveness and 
ensuring all central government activities 
are presented and reported in line with 
international standards; 

• Introducing multi-year budget 
programming; 

• Implementation of risk analysis and audit 
approach for performance information on 
service delivery;  

• Capturing and publishing all assets bought 
with public funds;  

• Issuing more detailed budget execution 
reports;  

• Improving the (financial) independence of 
the Chamber of Accounts and the scrutiny 
of the Parliament on budget proposals and 
executions; 

• Improving the disclosure and management 
of risks to the public finances; and 

• Introduce internal financial control and 
audit according to international standards 
in the government sector. 

 
ADB has used the recommendations of these 
reports and along with its own assessment of 
the executing and implementing agencies, 
developed mitigation measures for the project. 
ADB will continuously monitor progress of 
these reforms and update its mitigation 
measures, as may be required, during project 
implementation. 

 
3 Data and information as of August 1, 2019 
4 IMF Country Report No. 19/118 



3 
 

 

Risk Risk Rating 
(pre-mitigation) 

Mitigation Measures 

developed to support the 
government’s efforts for fiscal 
transparency. IMF’s evaluation 
found that Uzbekistan met the basic 
level of practice, or better, on 16 of 
36 principles of its Fiscal 
Transparency Code. An updated 
assessment of practices, conducted 
in March 2019, showed that in only 
nine months, improvements had 
been made against eight of the 
Code’s principles, with seven of 
these advancing from the “not met” 
level of practice. As a result, 
Uzbekistan is now assessed to 
meet at least the basic standard of 
practice on 23 of the Code’s 36 
principles.5 The Report goes on to 
mention that in order to further 
support public financial 
management framework, the 
Government will be required to 
facilitate its efforts to enhance 
transparency and fiscal 
policymaking. 

Entity-specific  
 
The involvement of multiple 
Ministries/ agencies in 
implementation of the project 
complicates the overall project 
implementation. The risk of one 
agency not being able to meet 
project deadlines in any one aspect 
can drag the entire project towards 
non-compliance.  
 
The involvement of various 
institutions i.e. Professional 
Training Centers, Public 
Employment Service Centers, Staff 
Training Centers, Hokimiyats, 
Professional Schools, Institution of 
Retraining Pedagogical Personnel, 
Technical and Vocational Education 
and Training Colleges, etc. further 
complicates the overall project 
implementation.   

 
 

Substantial 
 
 
 
 
 
 
 

(1) The project will have a PSC which is 
responsible for coordination in providing policy 
or strategic level decision making for the 
project, in endorsing the annual project budget 
plan, including ensuring timely availability of 
counterpart financing, and in coordinating and 
monitoring the resolution of audit opinions for 
the project, if any. 
 
(2) The project will have two PIUs (each to be 
seated within each IA). Both the PIUs will have 
separate Advance Account wherein ADB will 
transfer funds for project related activities. This 
is to ensure that the PIUs are not inter-
dependent and in case one PIU is not able to 
meet its project related obligations, the 
program of the other PIU is not unduly 
affected.  
 
(3) (i) Civil works shall be executed by the 
single-contracted authority under each relevant 
regional government (Hokimiyat); (ii) Institution 
of Retraining Pedagogical Personnel will be 
eligible only for training related expenses e.g. 
banner, food, etc. based on the detailed 
Teacher Development Plan to be prepared by 

 
5 Press Release No. 19/137 
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Risk Risk Rating 
(pre-mitigation) 

Mitigation Measures 

the PIUs. These payments can be made from 
the PIU Advance Account based on SOEs.  
 
(4) The respective PIUs at MOELR and 
MHSSE shall prepare the project progress 
reports (both physical and financial) and 
ensure that audit is carried out on a regular 
basis, including submission of PIU-wise APFSs 
along with management letters. 

Overall inherent risks Substantial  

 

Control risks   

Executing Agency 
 
MOELR is a government ministry, 
which follows the country level 
Financial Rules and Regulations. 
MOELR has experience in handling 
donor-funded projects and is 
familiar with donor funded financial 
management and other fiduciary 
requirements. However, MOELR 
has not implemented an ADB 
lending project; thus they are not 
familiar with ADB procedures.  
 
MHSSE has significant experience 
in implementing donor funded 
projects. But they have not 
implemented an ADB project since 
the recent past. The last ADB 
project implemented by MHSSE 
was completed in November 2007.6 

 
 

Substantial  
 
 
 

 
 
(1) A dedicated PIU at each of the 
implementing Ministries will be set up so that 
adequate focus can be provided to the project 
and capacity building of PIU staff can be done 
in a focused manner. 
 
(2) PIUs’ accounting staff to be trained on (i) 
ADB’s disbursement procedures by attending 
trainings organized by ADB, preferably within 2 
weeks of appointment. E-learning modules are 
available on ADB’s website; (ii) Trainings on 
IPSAS and IAS, preferably within 2 weeks of 
appointment. In addition, PIUs shall try to 
recruit accounting staff that have prior 
experience of working with ADB projects. 

Funds flow  
 
The project will be funded primarily 
from ADB’s loan. Government’s 
counterpart funding shall be in the 
nature of VAT reimbursements7 and 
contribution for components that will 
be financed out of its budget. 
Disbursement by ADB shall be a 
combination of Direct Payment and 
through two Advance Accounts. 
Lack of a sound financial 
management system for the project 
will risk the timely submission of 

 
 

Substantial 
 

(1) MOELR and MHSSE to include the project 
in its Investment Plan for 2021-2023. 
(2) Opening of project specific budget codes in 
the respective Ministries and ensure adequate 
budget allocation for counterpart funding 
through an appropriate mechanism. 
(3) PIUs shall open separate Advance 
Accounts in USD in a same commercial bank. 
The signatories to the bank accounts shall be 
defined in a detailed Financial Management 
Manual to be developed for the project. 
(4) PIUs shall make project related payments 
from the Advance Accounts including 
payments in local currency. Individual 

 
6 Loan 1737-UZB: Senior Secondary Education Project 
7 The government has introduced VAT reimbursement on the procurement of goods, works, consulting and non-
consulting services instead of the existing mechanism of issuing special government resolutions for every project that 
grants exemption from payment of the project-related taxes, including VAT. Thus, the contractors and suppliers will 
have to pay the VAT tax, which will be later reimbursed by the government (Source: Advisory from ADB URM via their 
e-mail dated October 11, 2019 titled New VAT Reimbursement System in Uzbekistan). 
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Risk Risk Rating 
(pre-mitigation) 

Mitigation Measures 

approved invoices and release of 
fund and proper management of 
each funding source; And may 
result in delay in VAT 
reimbursement (against the present 
system of exemption) and delay in 
disbursement to the suppliers/ 
consultants. 
 

payments above $100,000 shall be made 
through Direct Payment by ADB. 
(5) PIUs shall submit requirement for funds 
based on 3 months’ requirement. Payments 
shall be done by using the SOE method up to 
$50,000. This limit can be reviewed and 
revised during project implementation. 
(6) MOF will establish a separate account for 
the project under the MOF Treasury. At the 
beginning of the project and at the beginning of 
each quarter, each of the PIUs will estimate the 
amount necessary to pay for the taxes, duties 
and fees after which the funds will be allocated 
by MOF to said separate account under MOF 
Treasury. Based on invoices from the customs 
committee and other official institutes 
responsible for collecting taxes, duties and 
fees, the responsible PIU will issue order to 
MOF Treasury to make the payments within 2-
3 days to the relevant official institutes 
responsible for collecting taxes, duties and 
fees. The PIUs will monitor the tax and duty 
reimbursement and will ensure transparency, 
efficiency and timeliness of the 
reimbursements. 

Staffing 
 
MOELR has a dedicated accounts 
department at the Ministry’s office 
at Tashkent headed by the Chief 
Accountant. Similarly, MHSSE also 
has a dedicated accounts 
department at its office. In addition, 
all Regional Hokimiyats and 
educational institutions also have 
dedicated accounts staff. 
 
There is however a risk that if 
dedicated responsibility of the 
project is not given to a person, 
there could be delays in making 
payments and in preparing reports 
for the project. Additional financial 
management experts will be 
required to build the capacity of 
accounts staff. 

 
 

Substantial 

(1) The project shall recruit full time accounting 
staff at the PIUs, who shall continue for the full 
term of the project. The staff will be trained on 
ADB’s procedures.  
 
(2) In addition, the project will hire the following 
consultants to support capacity building of 
PIUs’ staff: 
(i) financial management consultant 
(international, 1); 
(ii) financial management consultants (national, 
2).  
 
(3) PIU accounting and disbursement staff 
shall undertake e-learning courses on IPSAS 
and IAS within two weeks of joining so as to be 
conversant with international best practices in 
accounting and audit. They will also undertake 
e-learning courses on ADB’s Loan 
Disbursement Handbook, within two weeks of 
joining, so as to be aware of ADB’s 
disbursement procedures.   

Accounting policies and procedures 
 
MOELR and MHSSE prepares their 
accounts based on the 
government’s rules and regulations 
as defined in the Financial 
Regulations. There are however 

 
 
 

Substantial 

(1) A detailed Financial Management Manual 
shall be developed for the project, based on 
IPSAS and IAS, which will be used by the PIUs 
in internal control, budgeting, maintenance of 
books of accounts, internal and external audit, 
preparation of APFS, etc. The detailed 
Financial Management Manual shall be 
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Risk Risk Rating 
(pre-mitigation) 

Mitigation Measures 

various challenges being faced by 
the Government, which includes: 
 

• Non-disclosures of accounting 
policies such as full disclosures 
of financial assets and liabilities 
in financial statements; 

• Preparation of comparable 
financial statements;  

• Non-reporting of cash balances 
(but Chamber of Accounts has 
access to the system); 

• Financial statements do not 
produce full information on flows 
and stocks of assets and 
liabilities; 

• There is no information provided 
on loans or debt and 
guarantees; 

• No reconciled cashflow 
statement is produced.  

 
There is thus a requirement to 
prepare accounts based on IPSAS 
and get the same audited according 
to the IAS, for the project. 

developed within one month of the start of the 
project. 
 
(2) The PIUs will maintain project-related 
records on a cash basis to prepare APFS. 
Accounts shall be maintained on a 
computerized accounting system that shall be 
procured by the PIUs. Both the PIUs shall use 
the same accounting software. The APFS shall 
be signed by the respective PIU’s Finance 
Officer who shall take overall responsibility of 
preparing the APFS. Further, APFS shall be 
prepared by the PIUs in formats provided by 
ADB. 
 
(3) PIU finance and accounting staff shall 
undertake e-learning courses on IPSAS and 
IAS within two weeks of joining so as to be 
conversant with international best practices in 
accounting and audit. They will also undertake 
e-learning courses on ADB’s Loan 
Disbursement Handbook, within two weeks of 
joining, so as to be aware of ADB’s 
disbursement procedures. 

Internal Controls 
 
MOF has issued the Budget 
Instructions (21.69) which details 
the budgeting process, accounting 
procedure, segregation of duties, 
internal control and financial 
reports. Accounting is done as per 
the budget codes & categories as 
specified in the Chart of Accounts. 
Ministries in Uzbekistan follow the 
Uz-ASBO computerized budgeting 
and accounting system. This is a 
standard software used by all 
Ministries, Regional Offices and 
other institutions that use the 
Treasury system of funds. The 
software is used for budgeting, 
accounting, reporting and 
preparation of financial systems. 
 
However, the Government 
accounting system Uz-ASBO does 
not have features for project wise 
accounting and cannot be used for 
the instant project. There is also a 
need to establish definite internal 

 
 

Substantial 
 
 
 

 
 
(1) Implementation of a computerized 
accounting system that shall be procured by 
the PIUs. Both the PIUs shall use the same 
accounting software. The accounting system 
shall take care of basic controls and 
procedures with respect to internal controls. 
The contract shall include maintenance/ 
service support till the end of the project. It is 
suggested that an accounting software that is 
used for project accounting should be used 
(e.g. 1C Accounting System). The software 
should be implemented within 1 month  upon 
the loan effectiveness. 
 
(2) All accounting transactions shall be subject 
to a three-level check wherein there will be a 
maker, checker and finally verified by an 
Approver. Details shall be enumerated in the 
Project Financial Management Manual. 
 
(3) The international financial management 
consultant will prepare the project financial 
management manual and the internal control 
charter. 
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Risk Risk Rating 
(pre-mitigation) 

Mitigation Measures 

controls for the project so as to 
suitably mitigate fiduciary risks and 
provide reasonable assurance to 
the stakeholders that financial 
statements reflect a true and fair 
view of the books of accounts and 
are free from material mis-
statements. 

(4) The national financial management 
consultants shall verify unaudited financial 
statements (prepared by the PIU accountants) 
and ensure that internal controls have been 
duly followed. 
 
(5) The PIUs will ensure that an ATR is 
prepared to address the audit points raised in 
the Auditor’s report on a timely basis. This will 
ensure that any issues with respect to internal 
controls in the project are acted upon on a 
timely basis. In addition, the PSC shall monitor 
the ATRs and its effective implementation and 
make recommendations to the Ministries on a 
regular basis. 
 
(6) PIUs shall implement an inventory and fixed 
asset management system (preferably as a 
part of the accounting software) which will 
record procurement and deployment of all 
inventory and fixed assets under the project. 
The institutions wherein fixed assets will be 
transferred shall also record the same in their 
“college passport”.8 

Internal audit 
 
Internal audit is weak in the 
Ministries and absent at the 
Regional level and educational 
institutions. The MHSSE has an 
internal audit department which 
undertakes internal audit of 
educational institutions under its 
administrative control. MOELR does 
not have an internal audit 
department. The offices at Regional 
level also do not have internal audit 
department. Ministry of Finance, 
however, does inspections as and 
when required. Internal Audit 
Departments audit ministries and 
institutions, including projects, 
based on their audit plan and have 
specific responsibilities. The 
likelihood of the project being 
internally audited within the 
Ministries is not known. 

 
 

Substantial 

(1) A financial management consultant 
(international) and two financial management 
consultants (national) – sitting at the PIUs – will 
be hired to support capacity building of PIUs’ 
staff and assist in setting up/ strengthening 
their internal audit function. 
 
(2) International financial management 
consultant will be developing project financial 
management manual and internal audit charter 
and train the EA, IAs, and PIU staff within 3 
months from the project effectiveness.  
 
(3) The national financial management 
specialists will be hired to review quarterly 
unaudited project financial statements, 
including government counterpart financing 
and supporting documents, prepared by the 
PIU accountants, monitor the setup of the 
project financial management system in the 
PIUs, and ensure that internal controls have 
been duly followed. 
 
(4) External audit firm, acceptable to ADB will 
be recruited to prepare audited annual project 
financial statement. 
 

 
8 “College Passport” is a mechanism presently in use by the colleges to keep a record of their infrastructure i.e. fixed 
assets, equipment, etc.  
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Risk Risk Rating 
(pre-mitigation) 

Mitigation Measures 

(5) The PIUs will ensure that an ATR is 
prepared to address the audit points raised in 
the Auditor’s report on a timely basis. This will 
ensure that identified issues in the project are 
acted upon on a timely basis. In addition, the 
PSC shall monitor the ATRs and its effective 
implementation and make recommendations to 
the Ministries on a regular basis. 

External Audit 
 
External audit of the Ministries, 
Regional Offices and educational 
institutions is undertaken by the 
Chamber of Accounts (CoA). CoA is 
the Supreme Audit Institution of the 
country. In addition to the audit by 
CoA, as mentioned above, the 
Ministry of Finance also undertakes 
periodical inspection of the various 
offices. However, the CoA 
undertakes the audits once in two 
years. Thus, an independent set of 
auditors needs to be appointed to 
undertake audit of the project on an 
annual basis. 
 

 
 

High 

(1) PIUs shall recruit independent auditor to 
undertake audit of the project as per the Terms 
of Reference approved by ADB. The Auditor 
shall be recruited by the PIUs for the entire 
project period. Preference shall be given to 
Audit Firms which are accredited by the World 
Bank in the country. 
 
(2) Both PIUs shall prepare separate APFS 
which will be subject to audit by the External 
Auditor. The national financial management 
consultants shall verify unaudited financial 
statements so that any shortcomings in the 
statements can be addressed in time and help 
the PIUs in preparing for external audit. 
 
(3) To ensure timely submission (within 6 
months from end of FY) of APFS to ADB, PIUs 
will submit project financial statements to the 
Auditor within 3 months from the end of the 
financial year. 
 
(4) The PIUs will ensure that an ATR is 
prepared to address the audit points raised in 
the Auditor’s report on a timely basis. This will 
ensure that identified issues in the project are 
acted upon on a timely basis. In addition, the 
PSC shall monitor the ATRs and its effective 
implementation and make recommendations to 
the Ministries on a regular basis. 

Reporting and monitoring 
 
Uzbekistan maintains its accounts 
on a cash basis in line with 
Financial Rules and Regulations, 
with annual financial statements 
prepared and regular progress 
reporting through the Uz-ASBO 
system.  
 
However, Uz-ASBO is not designed 
to enable project-wise accounting. 
Data across agencies involved in 
the project will need to be 
exchanged through emails, CDs 
and pen drives.  

 
 

Substantial 

(1) PIUs will introduce an off-the shelf 
accounting system that will be used both for 
accounting as well as reporting purposes. 
(2) PIUs will ensure that reporting to ADB is 
duly reconciled with bank statements and 
books of accounts. PIUs will compile their 
accounts on a quarterly basis so that there are 
no delays at year-end. 
(3) PIUs shall disclose all project-related, 
including financial statements and procurement 
related information, on a website to be updated 
regularly. 
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Risk Risk Rating 
(pre-mitigation) 

Mitigation Measures 

Information systems 
 
Government of Uzbekistan’s 
Ministries and Departments use a 
computerized accounting system 
Uz-ASBO to record all transactions.  
 
However, PIUs not being a 
Government Department will not 
have access to Uz-ASBO. Further 
Uz-ASBO does not allow project 
accounting. 
 

 
 

Substantial 

(1) PIUs will procure an accounting software, 
preferably an off-the-shelf to enable project 
accounting and reporting. Training of relevant 
project staff shall be a part of the procurement 
contract. 
 
(2) It is suggested that an accounting software 
that is used for project accounting should be 
used (e.g. 1C Accounting System). The 
software should be implemented within 1 
month upon the loan effectiveness. 

Overall control risks Substantial  
ADB = Asian Development Bank, APFS = annual project financial statement, ATR = action taken report, CoA = 
Chamber of Accounts, FY = fiscal year, IA = implementing agency, IAS = International Auditing Standards, IMF = 
International Monetary Fund, IPSAS = International Public Sector Accounting Standards, MHSSE = Ministry of Higher 
and Secondary Specialized Education, MOELR = Ministry of Employment and Labor Relations, MOF = Ministry of 
Finance, PEFA = public expenditure and financial accountability, PFM = public financial management, PIU = Project 
Implementation Unit, PSC = project steering committee, SOE = statement of expenditure, USD = United States dollar, 
Uz-ASBO = Automated System of Accounting in Budgetary Organizations of the Republic of Uzbekistan, VAT = value-
added tax.  
Source: Asian Development Bank. 

 
6. The proposed action plan for financial management-related activities is presented in Table 
2 below. 
 

Table 2: Financial Management Action Plan 
 

No. Description Timeline Responsibility 

1.  Establishment of PSC and empower committee members to 
facilitate financial decisions (i.e., to approve the project 
activities, annual budgets, project financial statements and 
take important decisions) 

Before loan 
effectiveness 

MOELR & 
MHSSE 

2.  Inclusion of the project in the Government’s Investment 
Plan 2021-2023  

Before loan 
effectiveness 

MOELR & 
MHSSE, MOF, 

MEDPR 

3.  Formation of PIUs at MOELR and MHSSE to start advance 
actions for the project.  

Before loan 
effectiveness 

MOELR & 
MHSSE 

4.  Recruit (i) an international financial management consultant 
and (ii) two national financial management consultants to 
support setup of project financial management framework 
and capacity building of PIUs’ staff. 

Before loan 
effectiveness 

MOELR, PIU-1 

5.  Establish project specific budget code and prepare annual 
projections for budget allocation for counterpart funding. 

Before loan 
effectiveness and 

annually 

MOELR & 
MHSSE, MOF 

6.  Cabinet of Minister’s resolution requesting/ tasking Tax 
Inspection Authority for duties exemption/ timely allocation 
of government counterpart financing for this project, 
including operating mechanism for taxes pre-financing. 

Before loan 
effectiveness 

MOELR & 
MHSSE, MOF 

7.  Open separate Advance Accounts in USD in a commercial 
bank (acceptable to ADB) for receipt of Advance Fund 
remittance and make project related payments 

Before loan 
effectiveness 

MOELR & 
MHSSE, PIUs 
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No. Description Timeline Responsibility 

8.  Recruit qualified and dedicated Finance & Accounts 
personnel at PIUs (preference shall be given to candidates 
who have prior experience of working with ADB projects). 

Before loan 
effectiveness 

PIUs 

9.  Procure and operationalize an off-the shelf accounting 
software (e.g. 1C: Accounting software) at PIUs, including 
the fixed asset and inventory management system for the 
project assets, for project accounting and maintenance/ 
service support till the end of the project.  

Within 1 month of 
loan effectiveness 

PIUs 

10.  Develop detailed Project Financial Management and 
Internal Control and Audit Manual, which will be trained for 
and used by the PIUs in internal control, budgeting, 
maintenance of books of accounts, internal and external 
audit, preparation of APFS, etc. 

Within 1 month of 
the project start 

PIUs, FM 
experts 

11.  PIUs’ accounting staff to be trained on (1) ADB’s 
disbursement procedures by attending trainings organized 
by ADB (E-learning modules are available on ADB’s 
website); (2) IPSAS and IAS; (3) PFM and ICA Manuals. 

Within 2 weeks of 
appointment 

PIUs, FM 
experts 

12.  Establish operating instruction of signing an agreement by 
MOELR with and engaging by MHSSE with the single-
contracted authority under each relevant Hokimiyat 

Within 3 months of 
the project start 

MOELR, 
MHSSE 

13.  Procure external audit services (preferably from the World 
Bank-endorsed list of external auditors) for 3-year period 
and prepare robust timebound action plan with auditor to 
ensure finance compliance. 

By June 2021 PIUs 

14.  Capacity building plan for internal audit function, including 
inclusion of the project in periodical internal audit program 
of the Ministries 

On an Annual basis PIUs, FM 
experts 

15.  PIUs shall develop quarterly physical and financial targets 
for the project, including VAT reimbursement projections 
based on contract awards. 

Ongoing on a 
quarterly basis 

PIUs 

16.  PIUs, with the review from the national FM experts, shall 
prepare quarterly unaudited project financial statements 
with supporting evidence, including counterpart funds. 

Ongoing during 
project 

implementation 

PIUs, FM 
experts 

17.  Submission of audited annual project financial statements 
along with management letter, separately for both PIUs 

Within six months 
from the end of 

financial year (June 
30 of next year) and 
on an annual basis 

PIUs 

ADB = Asian Development Bank, APFS = annual project financial statement, FM = financial management, IAS = 
International Auditing Standards, ICA = internal control and audit, IPSAS = International Public Sector Accounting 
Standards, MEDPR = Ministry of Economic Development and Poverty Reduction, MHSSE = Ministry of Higher and 
Secondary Specialized Education, MOELR = Ministry of Employment and Labor Relations, MOF = Ministry of Finance, 
PAM = project administration manual, PFM = public financial management, PIU = project implementing unit, PSC = 
project steering committee, USD = United States dollar, VAT = value-added tax.  
Source: Asian Development Bank. 

 
 
 

II. INTRODUCTION 
 
7. Uzbekistan moves forward in strengthening economic growth and country 
competitiveness. Uzbekistan has experienced sound economic growth recently. In January -
September 2019 the foreign direct investments (FDI) in the economy of Uzbekistan more than 
doubled (to 6.0% from 2.8% of GDP a year earlier) and exports increased by 40% (driven by an 
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increase in price and quantity of export commodities). There are still impediments to improving 
FDI, such as skills shortage: thirty-five percent of firms reported that employee skills posed a 
‘major’ or ‘very severe’ obstacle to growth, and industrial enterprises experienced the most 
difficulty in finding the right skills (49% reported a lack of qualified specialists).   
 
8. Compulsory and free technical and vocational education and training (TVET) (equivalent 
to grades 10-12) was provided until 2018, taking up 19.7% of public education expenditures and 
1.4% of GDP in 2017. However, the approach of universal access to TVET did not translate into 
sound labor market outcomes. Employment of fresh TVET graduates was reported at 40.7% in 
their trained areas in 2017. Among those employed, 60% of them were hired below their level of 
qualifications. The unemployment rate for youth (at 16-25 years) reached 17.4% in 2018, almost 
double the national unemployment rate (9.3%). Reskilling training has picked up since 2017 for 
unemployed jobseekers. However, it is still at its initial stage. 
 
9. ADB’s loan will support through SDMEP for an improved learning outcome of market-
relevant skills. SDEMP will directly benefit at least 10,000 TVET students, 48,000 reskilling 
jobseekers, 600 TVET teachers, 600 professional training center (PTC) and technical and 
vocational educational institution (TVEI) specialized teachers and trainers, 100 PTC and TVEI 
managements, 1,200 public employment service (PES) staff, 210 PES management, and 
government officials.9 It will also benefit the industries seeking skilled laborers, colleges seeking 
new training methods and materials, and people seeking recognition of prior learnings. The loan 
will aim to support the achievement of SDMEP outputs.  
 
10. The proposed project will support the government to modernize and improve relevance of 
skills development, expand and upgrade reskilling service to the unemployed, and forge demand-
driven partnerships with the industries including the private sector. The overarching priority is to 
improve employability and job outcomes for skilled trainees and graduates. The proposed project 
is fully aligned with the government’s strategies and with the ADB’s Strategy 2030 addressing 
remaining poverty and reducing inequalities through improving education and training. The project 
is included in the Country Operations Business Plan (2019–2021) and in the forthcoming Country 
Partnership Strategy (2019–2023). 
 
11. The proposed assistance will be delivered through a project mode with three outputs, 
Output 1: Employment and workforce development services improved, Output 2: Quality 
and relevance of skills development enhanced, and Output 3: Sector governance and 
management strengthened. These outputs will result in the following outcome: market-driven 
skills learnt by students and jobseekers. The project will align with the following impact: increased 
employment of the population, particularly for youth.  
 
12. Ministry of Employment and Labour Relations (MOELR) shall be the executing agency 
for the project. MOELR and the Ministry of Higher and Secondary Specialized Education 
(MHSSE) will be the implementing agencies. In more details, the counterpart departments and 
entities involved in the project include: (i) under MOELR: the Main Department for Coordination 
of National System of Assessment of Qualifications, the Main Department for Organization of 
Employment of Unemployed Competences and Skills, Staff Training Center, and the National 
Scientific Center for Employment and Labor Protection (NSCELP); and (ii) under MHSSE: the 
Main Department of Methodological Coordination of Professional Education and Institution for 
Innovative Development, the Main Department of Integration with Production and Development 
of Material and Technical Resource Base, and the Institute of Pedagogical Innovations, Retraining 

 
9 The objective numbers will be finalized during fact-finding mission. 
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and Advanced Training of Leading and Pedagogical Personnel of Vocational Education 
(hereinafter “Institute of Retraining of Pedagogical Personnel”). Two Project Implementation Units 
(PIUs) will be established at MOELR and MHSSE (one PIU under each ministry, respectively). 
PIUs shall open separate Advance Accounts in USD in a commercial bank (acceptable to ADB). 
A project steering committee, chaired by MOELR and co-chaired by MHSSE, will be established 
with representatives also from other agencies. The project steering committee is an inter-
ministerial consultative body that will be responsible for providing policy or strategic level decision 
making for the project, and endorsing the annual project budget plan, including ensuring timely 
availability of counterpart financing, and monitoring the resolution of audit findings, if any. For 
procurement of goods, non-consulting and consulting services under ADB financing, ADB 
Procurement Policy (2017, as amended from time to time) and Procurement Regulations for ADB 
Borrowers (2017, as amended from time to time) will apply. 
 
13. The overall project cost is estimated at $162 million, out of which ADB’s financing is 
estimated to cost $93 million, balance being counterpart funding from Government of Uzbekistan. 
The summary financing plan is presented in the Table 3 below: 
 

Table 3: Summary Financing Plan 

Source Amount (USD million) Share of Total (%) 

1. Asian Development Bank 93.00 57.4 

 Ordinary capital resources (Concessional  
 loan) 

93.00 57.4 

2. Government of Uzbekistan 69.00 42.6 

Total (1+2)  162.00 100.0 

  
III. COUNTRY AND SECTOR FINANCIAL MANAGEMENT ISSUES 

 
14. Using existing diagnostics and available reviews, this section provides a country-level 
financial management assessment focusing on the overall public financial management (PFM) 
set-up of the Government of Uzbekistan, and its functioning vis-à-vis public expenditure 
management outcomes, based on available information. The assessment includes the review of 
previous donor’s projects audit reports, Public Expenditure and Financial Accountability (PEFA) 
Performance Assessment Report 2019, Public Expenditure Review of World Bank 2019, 
Strengthening Fiscal Transparency Report 2019 of the International Monetary Fund (IMF) and 
Transition Report 2019-20 of European Bank of Reconstruction and Development (EBRD). 
 
15. Public Expenditure and Financial Accountability (PEFA) Performance Assessment 
Report 2019. An assessment of the country’s Public Expenditure and Financial Accountability 
(PEFA) was undertaken in December 2012 and subsequently updated in 2019 jointly by the 
Government of Uzbekistan, consultants hired by EU and the World Bank. The 2019 PEFA 
assessment is intended to provide an update of progress in Public Finance Management (PFM) 
since the last PEFA in 2012, and also establish a new PEFA baseline using the 2016 PEFA 
methodology. This methodology identifies the seven pillars of performance that are essential for 
an open and orderly PFM system. These include (i) budget reliability, (ii) transparency of public 
finances, (iii) management of assets and liabilities, (iv) policy-based fiscal strategy and budgeting, 
(v) predictability and control in budget execution, (vi) accounting and reporting, and (vii) external 
scrutiny and audit. 
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16. As per the PEFA 2019 Report, “The PFM evaluation in Uzbekistan shows good monitoring 
mechanisms that ensure fiscal and budgetary control at a high operational level. It also 
demonstrates that mechanisms are in place to ensure fiscal stability and sustainability. However, 
with the present organisation, efficiency and effectiveness of service delivery are still limited, 
because all efforts are focused on the analysis of revenues and expenses. Overall, fiscal 
discipline is good in Uzbekistan, and most elements in the overall PFM system that contribute to 
achieving this objective appear to be sound although there are variances less than 10% in 
expenditure against the original budget according to functional and economic classification. On 
the revenue side, performance is good. These are not distorted by payment arrears, the stock of 
which is less than 0.5% of total expenditure. In addition, the risks to attaining fiscal discipline are 
limited, due to several factors: there are few off-budget operations and fiscal information is not 
fully disclosed; monitoring of fiscal risks from other public sector entities covers wider aspects 
than fiscal risks only, and is also not complete as only a subset of public entities are strictly 
monitored; and the debt is low and the recording of government debt is comprehensive but there 
is need to develop a debt management strategy. In addition, accounts in foreign currencies are 
opened in commercial banks and their inclusion in the consolidation of government cash/ bank 
balances is not performed regularly. The total amount of revenue arrears is insignificant and 
internal controls of the system concerned with budget execution are sound, even though they are 
not using the best practices (risk analysis and internal audit) or may be too bureaucratic in the 
procurement domain. They nevertheless contribute efficiently to the attainment of aggregate fiscal 
discipline.”10 
 
17. The 2019 Report further adds on to say, “The five indicators concerned with policy-based 
fiscal strategy and budgeting, did not receive good overall ratings, which demonstrates that the 
process to allocate budgetary resources is not in accordance with government’s declared 
strategic objectives. The multi-year focus in fiscal planning is non-existent. Consequently, new 
indicators that relate to this budgetary outcome, such as Macroeconomic and Fiscal Forecasting 
and Fiscal Strategy do not score well. This weakness is worsened by the absence of establishing 
ceilings in the budget preparation process even for the next budget year and the fact that 
Parliament does not have a close oversight of in-year amendments to the approved budget. Other 
indicators contribute to the strategic allocation of resources function relatively well, notably the 
comprehensiveness of the budget documentation, and its classification in accordance with 
international standards. The indicators related to revenue collection are also performing well with 
the exception of revenue audits processes that are still in development. However, Public 
Investment Management does not sufficiently reflect generally accepted good practice.”  
 
18. Further, the PFM system in Uzbekistan does not work particularly well, as can be seen in 
the poor ratings for the processes that plan services. Intergovernmental fiscal relations are not 
fully determined by a transparent and rule-based transfer system. As a result, the rating related 
to the specific service delivery performance indicator, which can demonstrate the efficiency with 
which services are delivered is not performing well, as is that of Public Asset Management, which 
does not show enough transparency to what is effectively maintained by the government. 
Nevertheless, the mechanisms in place to reduce possible leakages in the system, such as 
internal controls, and controls over payroll are good in spite of the absence of an Internal Audit 
approach. Accounting controls are good but procurement was too cumbersome for users and not 
transparent enough, although the situation has improved in 2018. Lastly, while the oversight 
arrangements are partially effective, they show a mixed picture. There are improvements, for 
example, in the Parliamentary scrutiny of the Chamber of Accounts’ reports. On the other hand, 
the lack of financial independence of the Chamber of Accounts reporting to the President and its 

 
10 Uzbekistan PEFA Assessment, 2019, Executive Summary. 
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lack of international recognition, can be seen as a constraint on the scope and nature of the work 
performed by the external audit entity. 
 
19. In summary, most aspects of the PFM system are functioning at a satisfactory level – one 
that should allow the government of Uzbekistan to reach its fiscal and budgetary objectives. 
Nevertheless, various areas require improvement, such as multiyear budget programming,11 
implementation of risk analysis and audit approach, performance information on service delivery; 
capturing and publishing all assets bought with public funds; issuing more detailed budget 
execution reports; and improving the (financial) independence of the Chamber of Accounts and 
the scrutiny of the Parliament on budget proposals and executions, some of which are already 
incorporated in the PFM reform strategy. 
 
20. Based on scoring across the seven pillars of performance, according to 2019 PEFA 
Report, an attempt has been made to convert the qualitative scores in quantitative one.12 The 
following figure illustrates the average scoring across the seven pillars (scores out of 10) and 
comparing the same across overall average score (the overall average score is 6.45): 
 

Figure 1: 7 Pillars of Performance 

 
Source: 2019 Public Expenditure and Financial Accountability Report.  

 
21. It can be seen that the pillars of I. Budget reliability and V. Predictability and Control in 
Budget Execution performs better than the overall average score; whereas all the other Pillars 
perform lower than the overall average score. This also indicates that there is a scope for 
improvement in the country’s public financial management systems. 
 
22. Public Expenditure Review of World Bank 2019. The 2019 Public Expenditure Review 
Report of the World Bank has acknowledged that the authorities had embarked on an ambitious 
reforms program in 2017, with an objective of transforming the economy, society, and the 

 
11 Medium Term Budgetary Framework (MTBF) has been adopted starting 2019; one however needs to see its 
effectiveness in the years to come 
12 A+ = 10, A = 9, B+ = 8, B = 7, C+ = 6, C = 5, D+ = 4, D = 3, E+ = 2, E = 1 
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government. However, the Report also mentions that “the impressive reforms have delivered 
results while raising expectations for further progress in boosting the potential of the economy, 
the vibrancy of the private sector, and the incomes and opportunities for Uzbekistan’s citizens.” 
The Report mentions that the reform agenda is grounded, and should remain anchored, in 
credible macroeconomic policies that build cushions against domestic and external shocks and 
support vulnerable households during the economic transformation. The Report has however 
identified that public finance management is being reformed but it still needs to catch up with good 
practices. The link between the annual budget and the government development strategy is weak. 
The internal control framework, managed through the MOF, is dominated by control and 
inspections, with a heavy reliance on punishment. The focus of external audit is on detecting 
formal violations, recommending corrective actions, and levying penalties, instead of analyzing 
systemic issues. 
 
23. Transition Report 2019-20 of European Bank of Reconstruction and Development 
(EBRD). The 2019-20 Transition Report titled “Better Governance, Better Economies” of 
European Bank for Reconstruction and Development (EBRD) has recognized that as a part of 
major structural reform developments, a Reform Roadmap for 2019-21 was adopted in early 
2019. The roadmap outlines economic reform goals in five “strategic directions”. These include 
maintaining macroeconomic stability, strengthening social protection and accelerating market 
transition, including through the creation of an Economic Council, a consulting platform bringing 
together the government and local and international experts. FDI and greater private-sector 
participation via privatisations and public-private partnerships (PPPs) are seen as the main 
priorities of economic development. In this regard, the new PPP Law, adopted in May 2019 and 
based on the recommendations of international financial institutions, will be an important step 
towards increasing the overall attractiveness of investment. Steps have been taken to further 
improve fiscal transparency. A presidential resolution signed in August 2018 envisages measures 
for bringing budget accounting in line with international standards and inclusion of the budget in 
the Open Budget Index rankings after 2020. The authorities have published medium-term fiscal 
projections and an assessment of key fiscal risks in the 2019 budget. Another major advance is 
the publication of a citizen’s guide to the budget, which encourages greater public engagement. 
The government also plans to bring off-budget expenditure (primarily, the Uzbekistan Fund for 
Reconstruction and Development) on budget. 
 
24. Strengthening Fiscal Transparency Report 2019 of the International Monetary Fund 
(IMF). The Report of International Monetary Fund titled Strengthening Fiscal Transparency 
Report13 of the International Monetary Fund (IMF) has recognized that wide-ranging reforms to 
improve the coverage, reliability, quality and accessibility of fiscal reports are being developed to 
support the government’s efforts for fiscal transparency. IMF’s evaluation found that Uzbekistan 
met the basic level of practice, or better, on 16 of 36 principles of its Fiscal Transparency Code. 
An updated assessment of practices, conducted in March 2019, showed that in only nine months, 
improvements had been made against eight of the Code’s principles, with seven of these 
advancing from the “not met” level of practice. As a result, Uzbekistan is now assessed to meet 
at least the basic standard of practice on 23 of the Code’s 36 principles.14 The June 2018 
evaluation highlighted several gaps in Uzbekistan’s fiscal transparency practices. It found that 
fiscal reports did not provide a comprehensive picture of government fiscal activity, and their 
presentation was not fully aligned with international standards. The budget could be made more 
comprehensiveness and forward looking, and it’s scrutiny by the legislature could be enhanced. 
And, there was limited discussion or analysis of several of the most important sources of risks to 

 
13 IMF Country Report No. 19/118 
14 Press Release No. 19/137 
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public finances and limited central oversight of the state‑owned enterprise sector. The evaluation 
made several recommendations to improve fiscal transparency practices in Uzbekistan, including: 

• Expanding fiscal reports to provide a more complete picture of general government activity 
and to fully align them with international standards; 

• Disclosing balance sheet information and estimates of revenues foregone from tax 
expenditures; 

• Improving budget comprehensiveness by including the off-budget fiscal activities of budgetary 
organizations, several non-reported extra-budgetary funds, and externally financed 
expenditures; 

• Presenting medium-term fiscal forecasts and fiscal objectives in the budget and subjecting it 
to greater parliamentary scrutiny; and 

• Publishing a summary report on fiscal risks and strengthening monitoring and oversight of 
public corporations. 

 
25. Uzbekistan has already addressed several of the IMF’s recommendations to improve 
fiscal transparency. Key advancements include publication of medium-term macro-fiscal 
projections, analysis and discussion of fiscal risks, and inclusion of a statement of fiscal objectives 
and medium-term policy intentions in the 2019 budget documentation. In addition, the government 
has published a citizen’s guide to the budget to help foster greater public participation in the 
budget process. Implementation of the remaining reforms recommended in the fiscal 
transparency evaluation will result in further improvements in fiscal transparency in Uzbekistan in 
the coming years. 
 
26. ADB has used the recommendations of these reports and along with its own assessment 
of the Executing and Implementing agencies, developed mitigation measures for the project. ADB 
will continuously monitor progress of these reforms and update its mitigation measures, as may 
be required, during project implementation. 
 

IV. DETAILED FINANCIAL MANAGEMENT ASSESSMENT 

 
A. Overview of the executing agency and implementing agencies, financial management 

system and institutional context  
 
27. MOELR – MOELR will be the Executing Agency for the project. The Ministry will also be 
an Implementing Agency. The Ministry is a government body that implements a unified policy in 
the field of employment, labor migration and labor relations and is accountable to the Cabinet of 
Ministers of the Republic of Uzbekistan in its activities.15 
 
28. MHSSE – MHSSE will be another Implementing Agency of the Project. The Ministry is 
also under the Cabinet of Ministers of the Government of Uzbekistan and headed by a Minister.  
 
29. Participation of private sector and industry experts. The government is keen on 
expanding the role of the private sector in the economy. It recognizes the need to develop the 
private sector by protecting private property, reducing government controls, and minimizing the 
cost of doing business. In this context, the government has embarked on a privatization program 
that includes chemical plants and several banks and shows a strong commitment to increased 
private sector participation in the economy. In sectors where the state will reduce its role, secure 
new investment into infrastructure, or bring in best management practices from a strategic 

 
15 MOELR. About the Ministry.   

https://mehnat.uz/en/pages/about-ministry
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investor, the private sector can participate through a public private partnership or through the 
privatization of an existing business. The increased participation of private sector will encourage 
the locals to learn and acquire more skills that would open up and be in demand. Private sector 
and industry experts in the technical education sector should also be welcomed, so as to seek 
their participation in curriculum design, selection of technologies for training, actual delivery of 
courses, setting of labs and shop-floors and recruitment.  
 
30. Accounting, auditing, and budgetary system. The Ministries in Uzbekistan follow the 
calendar year as their budgeting year, i.e. January–December. Budgets are prepared by the 
respective Ministries at the central government level and Regional offices at the regional level. 
These budgets are consolidated by the Ministry of Finance sometime in November for the next 
year. Variances in budget are generally not allowed. The respective budget units are allowed to 
do variance between line items, however the overall budget cannot be increased. Expenditure 
cannot exceed the budget too. Ministries have two main sources of funds. They are from the 
budgetary resources of the Government. In addition, MOELR has access to extra budgetary 
sources as certain proportion of the social fund collected by the Government is utilised for 
providing benefits to the common citizens. 
 
31. Accounting in Government of Uzbekistan is based on cash method. The Treasury has not 
adopted accrual-based accounting, which is in the process of being developed. The annual 
financial statements do not contain a consolidated cash flow statement supported by detailed 
segmental reporting and they do not disclose accounting policies and other information that are 
required by internationally recognized accounting. Annual financial statements are not compliant 
yet with the cash basis of accounting as defined by the International Accounting Standards Board 
(IASB). The government has adopted 11 additional Standards of the Budget Accounting, based 
on International Public Sector Accounting Standards (IPSAS) in May 2019 which are effective Jan 
1, 2020. Full accrual based financial accounts should be reached by 2020 and financial statement 
would have to comply with IPSAS accrual GFSM 2001 (Government Finance Statistics Manual). 
There is an on-going exercise to update the financial regulations, including the possibility of 
applying IPSAS standards to budget entities (ministries, committees, agencies and others, 
covered in state budget), while it should be noted that implementation of IPSAS still remains a big 
challenge due to capacity constraints and considerable resources required in staff training and 
rolling out of standards across the country. The annual report on state budget execution is subject 
to an audit by the Chamber of Accounts (the supreme audit institution, SAI). The results of these 
audits are reported to the Parliament together with an annual report on state budget execution. 
 
32. The challenges being faced by the Government in implementing IPSAS includes (but not 
limited to) the following:  

• Non-disclosures of accounting policies such as full disclosures of financial assets and 
liabilities in financial statements; 

• Preparation of comparable financial statements;  

• Non-reporting of cash balances (but Chamber of Accounts has access to the system); 

• Financial statements do not produce full information on flows and stocks of assets and 
liabilities; 

• There is no information provided on loans or debt and guarantees; 

• No reconciled cashflow statement is produced.  
 
33. It can however be safely assumed that with the PIU staff being trained in IPSAS and 
preparation of a detailed Finance Manual, based on International Public Sector Accounting 
Standards (IPSAS) and International Auditing Standards (IAS), for the project, the project will be 
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compliant with the IPSAS guidelines on cash based accounting. Further, the APFS formats 
provided by ADB, take care of the issues mentioned above which is being faced by the 
Government for the country’s financial statements. 
 
B. Strengths 
34. The financial management assessment highlighted the following strengths: 
 

a. Computerization. The Uzbekistan government has computerized its annual 
budgeting and expenditure reporting processes through the Uz-ASBO system, since 
it was first introduced in 2014 and is presently being used by the entire country.  
 

b. Aggregate Fiscal Discipline. Overall, fiscal discipline is good in Uzbekistan, and 
most elements in the overall PFM system that contribute to achieving this objective 
appear to be sound.  

 
C. Weakness 
35. The following weaknesses were identified as fiduciary risk in the initial assessments of 
systems and processes: 

 
a. Internal audit. Internal audit function is relatively weak and needs to be strengthened 

in terms of staffing, coverage and introducing performance and risk based audit. 
 

b. Non availability of audit reports – The external audit reports undertaken by the 
Chamber of Accounts is not available in the public domain. In order of increase 
transparency, these reports are generally available on the internet on the auditor’s 
website. 

 
D. Personnel, Accounting Policies and Procedures, Internal and External Audit 
36. Personnel. The Minister, in charge, of the Ministry is the overall head of the Ministry. All 
Departments report to him in the administrative set-up. The Accounts Department is headed by 
the Chief Accountant, who has a team of accountants to assist him in execution of the day to day 
activities. All accountants have to undergo a certification course at the Ministry of Finance. At the 
Regional Hokimiyat level and at educational institutions, there are separate accounts 
departments, headed by qualified accountants. 
 
37. Development fund. Educational institutions have access to off budgetary sources in the 
nature of fees for commercial courses offered and other income (e.g. rent, interest, etc.). The total 
% of inflows from off budgetary sources is minimal and is in the range of less than 3-5% of total 
inflows. The off budgetary funds are utilised for teacher’s salaries, upkeep of assets and 
miscellaneous expenses. The Ministry of Finance has issued guidelines to the educational 
institutions on spending from off budgetary funds. 
 
38. Accounting and payments. Ministries and other institutions follow cash basis of 
accounting. Ministry of Finance has issued the Budget Instructions (21.69) which details out the 
budgeting process, accounting procedure, segregation of duties, internal control and financial 
reports. Accounting is done as per the budget codes & categories as specified in the Chart of 
Accounts. Ministries in Uzbekistan follow the Uz-ASBO system. This is a standard software used 
by all Ministries, Regional Offices and other institutions that use the Treasury system of funds. 
The software is used for budgeting, accounting, reporting and preparation of financial systems. 
This software is however not suitable for undertaking ADB project accounting as no such feature 
for project wise accounting is available in Uz-ASBO system. Project accounting for the ADB 



19 
 

 

project shall be done through an off-the-shelf accounting system by the respective PIUs (e.g. IC: 
Accounting software). The specifications for the software shall include (1) easily implementable, 
(2) used in project level accounting for donor funded projects, especially World Bank, (3) should 
be an officially licensed software and (4) also provide maintenance support for the software. The 
contract for accounting software shall include maintenance/ service support till the end of the 
project. MOF adopted the application of new budget classification requirements in 2010. The 
Budget Code was enacted in 2014 and Treasury applied a revised budget classification in budget 
preparation and execution in selected sectors. MOF passed an Order No. 91 of 12 December 
2016 on the Approval of the Budget Accounting Standards. This Standard applies in the selection 
and application of accounting policies, accounting for changes in accounting policies and the 
preparation of financial statements in budget organizations. Accounting standards applied to all 
financial reports are consistent with the current legal framework and ensure consistency of 
reporting over time.  
 
39. External Audit. External audit is performed by the Chamber of Accounts (COA) 
established in 2002 as the independent highest financial supervisory body. Its mandatory 
activities as per decree include the external audit of the annual budget execution report; and the 
review and report on the draft budget. It became Supreme Audit and Financial Control Institution 
in August 2017 and reports to the Parliament and the President of Uzbekistan. The functions of 
COA are clearly defined in the Article 174 of the Budget Code 2016 and regulation of COA. The 
overall legal framework of the COA is the latest Decree of the President No. 5147 of 10 August 
2017 defining measures to expand the activity of the COA. The scope covers i) performance audit, 
ii) improvement of tax planning based on analysis of systemic violation, iii) evaluation of local 
government budgets with view of self-sufficiency, iv) audits by order of the President on 
government and regional programs, decisions of the President as well as visits abroad, and v) 
audit of assets and liabilities of the state, management of gold and foreign exchange reserves, as 
well as operations carried out with precious metals and precious stones. All staff of COA are 
appointed and dismissed by the President. The Ministries are audited once in two years in 
compliance with the Cabinet of Ministers Order No. 362 of 14 May 2018 and the audit reports are 
published on the website of COA; although this practice is yet to be initiated. National standards 
are consistently applied in the external audit, which reflect the international practice and approach 
to some extent. The international practice of audit certification and classification of audit opinion 
of “clean”, “adverse” and “qualified” statement is not applied. The national standards distinguish 
between positive and negative opinion. There was no independent quality assurance review of 
the Chamber of Accounts practice performed by another INTOSAI (International Organization of 
Supreme Audit Institutions) member SAI.  
 
40. The COA is still in the initial phases of its development. Currently a new law on Chamber 
of Accounts has been developed and in process of approval and is expected to be in force soon. 
COA is in process of expanding its scope by adding procurement and performance audit. COA is 
increasing its staff in compliance with the Decree of the President No. 5147. Further there is a 
need for developing and aligning auditing practices with International Standards of Supreme Audit 
Institutions, starting with introduction of the compliance and financial audits. 
 
41. Audit of externally aided projects in Uzbekistan are however conducted by independent 
accounting and audit firms. The PIUs shall issue terms of reference for external audit of ADB 
project and procure the services of an independent audit firm based on ADB’s procurement 
guidelines for the entire project period i.e. 6 years. The same firm shall be recruited by both the 
PIUs. Firms which are accredited by the World Bank shall be preferred. The independent audit 
firm shall have prior experience of working in ADB or other multi-lateral funded projects. It is 
suggested that the procurement of the audit firms is completed by November of the fiscal year so 
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that the auditors are mobilised and start audit well within time so as to produce audited annual 
project financial statements within the end of 6 months of the financial year. 
 
42. Detailed consultations were held with MOELR and MHSSE regarding ADB’s financial 
management protocols. It was informed that as per ADB procedures, an audited annual project 
financial statement (APFS) is required, within six months of the close of the fiscal year. MOELR 
and MHSSE have agreed that this is possible. It is expected that PIUs shall complete their 
accounts within three months of the end of each fiscal year and submit the same for audit to the 
audit firm. The audit firm shall audit the APFS within the next three months after which it will be 
submitted to ADB. The audited annual project financial statements shall be submitted along with 
management letter, separately for both PIUs. Action Taken Reports for points raised by the 
auditor shall be completed within three months from the receipt of audit report. The Financial 
Management expert should ensure that the observations of audit are duly complied with and in a 
time bound manner. 
 
43. Internal Audit. Internal audit is conducted by the State Financial Control (SFC) at MOF.  
The SFC functions were revised in 2017 by the Decree of the President No. 3231 of 21 August 
2017 and COM approved Ordinance No. 870 of 24 October 2017 to perform compliance 
inspections on budget entities according to a multi-year inspection plan. There is a well-developed 
system whereby the SFC MOF inspectors detect violations, make recommendations for corrective 
actions and, where necessary, levy penalties against the violating entity. The work of the SFC 
MOF has been supplemented by a computerized commitment system (Uzbekistan Automated 
System for Budget Organizations “UzASBO”) by which budget organizations maintain records of 
their commitments to ensure that they stay within their budgetary limits for the year. The MOF has 
also prepared internal control procedures relating to treasury operations that include procedures 
on budgetary, treasury, accounting and reporting, procurement and human resource processes 
that were implemented across government ministries. This department monitors and follows up 
on rectification of legal non-compliance and analysis of causes. When violations are detected, 
recommendations are sent to the relevant agencies. The agencies are required by law to report 
back to SFC within one month on the actions taken to resolve the issues. 
 
44.  The internal audit function is still very new to the government, primarily focused on 
financial compliance, and the concept of internal audit is currently in the process of discussion 
and approval. It is envisaged that in 2025 internal audit and financial control will be implemented 
in all ministries and departments. 
 
45. MHSSE has an internal audit cell which is taking up internal audits of specific educational 
institutions. The cell is however very thinly staffed and is still in its inception stage. MOELR 
presently does not have an internal audit cell. 
 
46. An international financial management consultant and two national financial management 
consultants will be hired to support capacity building of PIUs’ staff and assist in setting up/ 
strengthening their internal audit function. The international financial management consultant 
shall develop a project internal control charter. The national financial management consultants 
will sit at the PIUs and review unaudited financial statements prepared by the PIUs’ accountants 
and ensure that internal controls have been duly followed. Action Taken Reports for points raised 
by the auditor shall be completed within three months from the receipt of audit report. The 
international and national financial management consultants should support the PIUs, IAs, EA 
and the project steering committee to ensure that the observations of audit are duly complied with 
and in a time bound manner. 
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47. Anti-Corruption. The OECD Report titled “Fighting Corruption in Eastern Europe and 
Central Asia - Anti-corruption reforms in Uzbekistan – 4th round of monitoring of the Istanbul Anti-
Corruption Action Plan” dated March 2019 has observed the following in its Executive Summary 
“The monitoring report offers a review and evaluation of the latest developments in the anti-
corruption sphere in Uzbekistan. It positively highlights the fact that for the first time in many years 
the top political leadership in the country has initiated reforms in many areas, often of a radical 
nature. These measures being at the initial stages of development and introduction, it is too early 
to assess their practical outcomes. Having welcomed such initiatives, the report goes on to throw 
a critical light on the state of affairs in various spheres of public administration that relate to anti-
corruption activities, and offers a number of detailed and specific recommendations aimed at 
allowing for fundamental changes in legislation and enforcement practices.” Some of the 
initiatives undertaken by the Government includes: (i) The Government adopted a Law “On Anti-
Corruption” which established the legal framework for the activities in this area and mechanisms 
for the implementation of anti-corruption measures; (ii) Uzbekistan has carried out a vast number 
of anti-corruption awareness and training measures, organised by the government authorities or 
together with representatives of the civil society or with their support; (iii) The public authorities of 
Uzbekistan have initiated dialogue and co-operation with the non-government sector and (iv) 
Selected institutional approach for the development, co-ordination and implementation of anti-
corruption policy through set up of inter-departmental commissions at the national level 
(Republican Inter-agency Commission) and across the regions (territorial inter-agency 
commissions) has allowed to cover the broadest possible range of government authorities, 
including those in the regions, and to rely on their different sectoral approaches, skills and 
knowledge.  
 
48. The Transparency International in its Corruption Perceptions Index – 2019 rankings has 
ranked Uzbekistan at 153 out of 180 countries.16 This has changed a little compared to 2018 
rankings wherein it was 158 (in 2017 – 157), which shows a positive trend of 5 positions. However, 
being so low in the rankings, it show that the Government has to undertake substantial reforms in 
the sphere of managing corruption, or the perception of it, so that it can improve its rankings in 
the overall scheme of things. 
 
49. In May 2019, the Government approved the State Anti-Corruption Program on combating 
corruption. A decree of the President of Uzbekistan mentioned that “On measures to further 
improve the anti-corruption system in the Republic of Uzbekistan” dated May 27, 2019 foresees 
the State Anti-Corruption Program for 2019–2020 and renewed Board of Republican Inter-agency 
Commission on combating anti-corruption. Further Committees on combating corruption and legal 
issues were formed in the Chambers of Oliy Majlis of the Republic of Uzbekistan. Further, effective 
organizational and legal mechanisms aimed at protecting individuals who inform on corruption 
cases will be implemented. Necessary actions will be taken in raising-awareness of the citizens, 
strengthening intolerance towards corruption, increasing accountability and transparency of state 
bodies and organizations, ensuring freedom of civil society institutions and mass media. They will 
also be engaged in the process of preparation, conduct and monitoring of anti-corruption actions. 
With the measures in place, the anti-corruption crusade has been amply strengthened in the 
country and any similar issues in the project, shall be duly dealt with based on country systems. 
 
50. The project shall be covered under the Government’s anti-corruption policy. Additionally, 
the PIUs shall ensure that adherence to ADB’s policy for anti-corruption is followed for the project. 
ADB reserves the right to investigate, directly or through its agents, any violations of the 

 
16 Transparency International.2019. Corruption Perceptions Index: Uzbekistan.  

https://www.transparency.org/en/cpi/2019/results/uzb
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Anticorruption Policy relating to the project.17 All contracts financed by ADB shall include 
provisions specifying the right of ADB to audit and examine the records and accounts of the 
executing agency and all project contractors, suppliers, consultants, and other service providers. 
Individuals and/or entities on ADB’s anticorruption debarment list are ineligible to participate in 
ADB-financed activity and may not be awarded any contracts under the project.18 Relevant 
provisions in this regard shall be included in the bidding documents for the project. 
 
51. Grievance redressal. Common citizens of Uzbekistan can directly send their complaints 
or suggestions to the Hon’ble President on the Government of Uzbekistan’s website at 
https://pm.gov.uz/ru#/.  
 
E. Financial reporting systems including use of information technology 
 
52. Both the Ministries and Regional Governments, including educational institutions use Uz-
ASBO where majority of the reports are generated. However, for specific report for donor-funded 
projects, Microsoft Excel is used.  
 
53. PIUs will introduce an off-the shelf accounting system that will be used both for accounting 
as well as reporting purposes. PIUs will ensure that reporting to ADB is duly reconciled with bank 
statements and books of accounts. PIUs will compile their accounts on a quarterly basis so that 
there are no delays at year-end. PIUs shall also disclose all project-related, including financial 
statements and procurement related information, on a website to be updated regularly. 
 
F. Disbursement arrangements, funds flow mechanisms 
 
54. Flow of Funds. The project will use a combination of Direct Payment method and 
establishing two Advance Accounts at the PIUs level. Individual payments above $100,000 shall 
be done through the Direct Payment method by ADB and payments below that will be done 
through the respective PIU Advance Accounts. PIUs shall open the Advance Accounts in USD in 
a commercial Bank. Payments in local currency shall be done from the bank account by 
converting USD in local currency. Signatories to the bank account shall be decided as per 
Government protocols and documented in the detailed Financial Management Manual to be 
developed for the project.  
 
55. Statement of Expenditure (SOE) method will be used for limits up to $50,000 (this can be 
enhanced to $100,000 based on review during project progress). Supporting documents and 
records for the expenditures claimed under the SOE should be maintained by PIUs 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. The PIUs 
shall maintain all documents at their office for all payments.  
 
56. The total outstanding advance to each advance account should not exceed $100,000, or 
the estimate of ADB’s share of expenditures to be paid through the advance accounts for the 
forthcoming 3 months (the limit of 3 months can be reviewed and revised to 6 months based on 
capacity of the PIUs during project implementation), whichever is lower. The PIUs may request 
for initial and additional advances to the advance accounts based on an Estimate of Expenditure 

 
17 ADB. 1998. Anticorruption Policy. Manila. 
18 ADB. Anticorruption and Integrity.  

https://www.adb.org/documents/anticorruption-policy
https://www.adb.org/site/integrity/main
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Sheet setting out the estimated expenditures to be financed through the accounts for the 
forthcoming 3 months.19 Supporting documents should be submitted to ADB or retained by the 
PIUs in accordance with ADB’s Loan Disbursement Handbook (2017, as amended from time to 
time) when liquidating or replenishing the advance accounts. 
 
57.  The PIUs shall send approved invoices of contractors, suppliers and consultants to ADB 
for Direct Payment. Counterpart funding in the nature of reimbursements of VAT and contribution 
for components that will be financed out of its budget shall be disbursed directly through the 
Treasury system.20 The advance account shall be used exclusively for ADB project’s eligible 
expenditures. In order to minimise the risk during implementation, no payments shall be made by 
the project for student scholarships, civil works shall be executed by the single contracted 
authority under each relevant Hokimiyats and the Institute for Retraining Pedagogical Personnel 
will be eligible only for training related expenses e.g. banner, fooding, etc. based on the Detailed 
Implementation Plan (DIP) of in-service teacher development to be prepared by the PIUs. These 
payments can be made from the PIU Advance Account based on SOEs. 
 
58. The loan proceeds will be disbursed in accordance with ADB’s Loan Disbursement 
Handbook (2017, as amended from time to time), and detailed arrangements agreed upon 
between the government and ADB. Other disbursement methods as outlined in ADB’s Loan 
Disbursement Handbook (2017) can also be adopted, as suitable for the project. Detailed fund 
flow procedures are as follows: 
 

Figure 2: Fund Flow Diagram 

 
 

19 Estimate of Expenditure sheet is available in Appendix 8A of ADB’s Loan Disbursement Handbook (2017, as 
amended from time to time),  

20 The government has introduced VAT reimbursement on the procurement of goods, works, consulting and non-
consulting services instead of the existing mechanism of issuing special government resolutions for every project that 
grants exemption from payment of the project-related taxes, including VAT. Thus, the contractors and suppliers will 
have to pay the VAT tax, which will be later reimbursed by the government (Source: Advisory from ADB URM vide their 
e-mail dt. October 11, 2019 titled New VAT Reimbursement System in Uzbekistan). 
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• Step 1 - Submission of Budget – MOELR (EA & IA) and MHSSE (IA) submits their 

respective budget to the Project Steering Committee. Once the budget is approved by the 
Project Steering Committee, the same is sent to ADB for their reference. 
 

• Step 2: Submission of WA – MOELR (EA & IA) and MHSSE (IA) shall send individual 
Withdrawal Applications (WA) based on its estimate of expenses for next 3 months to 
ADB. 
 

• Step 3: Disbursement to Advance A/c’s – ADB shall remit advance directly to the 
Advance A/c’s opened by PIU (MOELR) and PIU (MHSSE) (in USD) in a bank acceptable 
to ADB. 
 

• Step 4: Submission of Invoices – Invoices approved by the user units on all technical 
and quantitative aspects shall be submitted by the contractors, suppliers and consultants 
to the PIUs. Invoices which are above $100,000 shall be submitted by the PIU to ADB for 
Direct Payment. 
 

• Step 5: Payment to vendors – PIUs shall make payments of the approved invoices from 
their respective Advance A/c’s. In case of individual invoices above $100,000, ADB shall 
make Direct Payment to the vendors. 
 

• Step 6: Loan Repayment – MoF shall make repayment of loan to ADB as per Loan 
Agreement. 

 
59. PIUs shall request for funds by submitting Withdrawal Applications and Statement of 
Expenditures (SOE) duly signed by the Authorised representative of the Ministry. SOE records 
should be maintained and made readily available for review by ADB's disbursement and review 
mission or upon ADB's request for submission of supporting documents on a sampling basis, and 
for independent audit. All expenditure under the project will be carried out in accordance with 
Uzbekistan Financial Rules, which establishes that the EA and IAs have adequate capacity to 
administer the SOEs. The withdrawal limit per SOE shall be up to a maximum of $50,000. Use of 
ADB’s Client Portal for Disbursements (CPD) system is encouraged for submission of withdrawal 
applications to ADB.21 
 
60. Availability of funds. Government of Uzbekistan shall contribute counterpart funds 
through VAT reimbursements and contribution for components that will be financed out of its 
budget. Cabinet of Minister’s resolution (which will be issued for the overall project) requesting/ 
tasking Tax Inspection Authority for exemption/ timely disbursal of VAT for this project. It has been 
assured that there is no problem with respect to availability of budgetary funds. MOELR and 
MHSSE shall include the project in its Investment Plan for 2021-2023. 
 
61. Retroactive financing. Under retroactive financing, the borrower and both PIUs would 
implement project activities using their own funds. As a general rule, retroactive financing is 
permitted only if (i) it is specifically agreed by ADB and the borrower; (ii) the goods, works, and 
consulting services for which it is requested are procured in accordance with ADB’s Procurement 
Policy (2017, as amended from time to time) and Procurement Regulations for ADB Borrowers 
(2017, as amended from time to time); (iii) the amount to be retroactively financed does not 

 
21 The CPD facilitates online submission of WA to ADB, resulting in faster disbursement. The forms to be completed 
by the Borrower are available online at the ADB Business Center. Guide to the Client Portal for Disbursements.  

https://www.adb.org/documents/client-portal-disbursements-guide
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exceed 20% of the total ADB loan amount incurred before effectiveness; (iv) the expenditures 
incurred before effectiveness of the relevant loan but, generally, but not more than 12 months 
before the signing of the loan agreement; and (v) due diligence on the proposed contracts for 
advance contracting and retroactive financing on engineering, environmental, financial, social, 
and other safeguard requirements has been completed to satisfy project preparation 
requirements. In either instance, detailed assessments (due diligence) on each retroactive 
financing proposal must demonstrate that (i) the expenditures incurred are genuine, reasonable, 
and material to getting the project off the ground; and (ii) they were incurred for proper reasons, 
in a transparent manner over a reasonable period of time. Upon the loan becoming effective, the 
PIUs shall submit their respective Withdrawal Applications for seeking reimbursement of the 
amount spent under retroactive financing. However, the EA decided not to pursue retroactive 
financing given the government’s regulation that no retroactive financing will be effected before 
the government’s approval of a project, which follows ADB Board approval. 
  

V. SUGGESTED COVENANTS 
2. Schedule 5 of the legal agreement shall require the implementation of the Financial 
Management Action Plan as stipulated in the Project Administration Manual. 
 

VI. CONCLUSION 
3. The Financial Management Capacity Assessment has been undertaken in accordance 
with ADB’s Financial Management Assessment Technical Guidance Note, 2015 and ADB’s 
Financial Due Diligence: A Methodology Note. The assessment concludes that there is 
substantial financial management and internal control risk for the Ministries for this project. It is 
expected that with the implementation of the proposed risk mitigating measures, the financial 
management capacity of the ministries will be reduced to moderate. 
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APPENDIX - PROJECT EXTERNAL AUDIT TERMS OF REFERENCE 
 
A.  BACKGROUND  
 
1.  Uzbekistan moves forward in strengthening economic growth and country 
competitiveness. Uzbekistan has experienced sound economic growth recently. In January -
September 2019 the foreign direct investments (FDI) in the economy of Uzbekistan more than 
doubled (to 6.0% from 2.8% of GDP a year earlier) and exports increased by 40% (driven by an 
increase in price and quantity of export commodities). There are still impediments to improving 
FDI, such as skills shortage: thirty-five percent of firms reported that employee skills posed a 
‘major’ or ‘very severe’ obstacle to growth, and industrial enterprises experienced the most 
difficulty in finding the right skills (49% reported a lack of qualified specialists).   
 
2. Compulsory and free technical and vocational education and training (TVET) (equivalent 
to grades 10-12) was provided until 2018, taking up 19.7% of public education expenditures and 
1.4% of GDP in 2017. However, the approach of universal access to TVET did not translate into 
sound labor market outcomes. Employment of fresh TVET graduates was reported at 40.7% in 
2017 in their trained areas. Among those employed, 60% of them were hired below their level of 
qualifications.  The unemployment rate for youth (at 16-25 years) reached 17.4% in 2018, almost 
double the national unemployment rate (9.3%). Reskilling training has picked up since 2017 for 
unemployed jobseekers. However, it is still at its initial stage. 
 
3. ADB’s loan will support through SDMEP for an improved learning outcome of market-
relevant skills. SDEMP will directly benefit at least 10,000 TVET students, 48,000 reskilling 
jobseekers (including 500 persons with disabilities), 600 PTC and TVEI specialized teachers and 
trainers, 100 PTC and TVEI managements, 1,200 public employment service (PES) staff, 210 
PES management, and government officials, among others. It will also benefit the industries 
seeking skilled laborers, colleges seeking new training methods and materials, and people 
seeking recognition of prior learnings. The loan will aim to support the achievement of SDMEP 
outputs.  
 
4. The proposed project will support the government to modernize and improve relevance of 
skills development, expand and upgrade reskilling service to the unemployed, and forge demand-
driven partnerships with the industries including the private sector. The overarching priority is to 
improve employability and job outcomes for skilled trainees and graduates. The proposed project 
is fully aligned with the government’s strategies and with the ADB’s Strategy 2030 addressing 
remaining poverty and reducing inequalities through improving education and training. The project 
is included in the Country Operations Business Plan (2019–2021) and in the Country Partnership 
Strategy (2019–2023). 
 
5. The proposed assistance will be delivered through a project mode with three outputs, 
Output 1: Employment and workforce development services improved, Output 2: Quality 
and relevance of skills development enhanced and Output 3: Sector governance and 
management strengthened. These outputs will result in the following outcome: market-driven 
skills learnt by students and jobseekers. The project will align with the following impact: increased 
employment of the population, particularly for youth.  
 
6. Ministry of Employment and Labour Relations (MOELR) shall be the executing agency 
for the project, responsible for overall coordination and management of the project. The First 
Deputy Minister of MOELR will serve as the project director. Both MOELR and MHSSE will be 
the implementing agencies (IAs). More specifically, the MOELR’s main department for 
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Coordination of National System of Assessment of Qualifications, Competences and Skills, main 
department for Organization of Employment of Unemployed, the Staff Training Center, and the 
National Scientific Center for Employment and Labor Protection; and the MHSSE’s main 
department of Integration with Production and Development of Material and Technical Resource 
Base, main department of Methodological Coordination of Professional Education, and the 
Institute of Pedagogical Innovations, Retraining and Advanced Training of Leading and 
Pedagogical Personnel of Vocational Education (herein after “Institute of Retraining Pedagogical 
Personnel”) will be the direct counterparts. 
 
7. A project steering committee, chaired by the First Deputy Minister of MOELR and co-
chaired by the Deputy Minister of MHSSE, will be established with their officials and with 
representatives from other agencies. The project steering committee is an inter-ministerial 
consultative body that will be responsible for providing policy or strategic level decision making 
for the project, and endorsing the annual project budget plan, including ensuring timely availability 
of counterpart financing, and monitoring the resolution of audit findings, if any. 
 
8. Two Project Implementation Units (PIUs) will be established at MOELR and MHSSE, 
respectively. PIUs shall open separate Advance Accounts in USD in a commercial bank 
(acceptable to ADB). For procurement of goods, non-consulting and consulting services, ADB 
Procurement Policy (2017, as amended from time to time) and Procurement Regulations for ADB 
Borrowers (2017, as amended from time to time) will apply.22 
 
9. The overall project cost is estimated at $162 million, out of which ADB’s project investment 
is estimated to cost $93 million, balance being counterpart funding from Government of 
Uzbekistan. The tentative financing plan is presented in the Table 1 below: 
 

Table 1: Financing Plan 

Source Amount ($ million) Share of Total (%) 

1. Asian Development Bank 93.0 57.4 

 Ordinary capital resources (concessional) 93.0 57.4 

2. Government of Uzbekistan 69.0 42.6 

Total (1+2)  162.0 100.0 

  
B.  MANAGEMENT RESPONSIBILITY FOR PREPARING PROJECT FINANCIAL 
STATEMENTS  
 
10. Management is responsible for preparing and fairly presenting the project financial 
statements, and for maintaining sufficient internal controls to ensure that the financial statements 
are free from material misstatement, whether due to fraud or error. In addition, management is 
responsible for ensuring that funds were used only for the purpose(s) of the project, for 
compliance with financial covenants (where applicable), and for ensuring that effective internal 
controls, including over the procurement process, are maintained. In this regard, management 
will: 
 

 
22 Procurement items include renovations and reconstructions of PTCs and TVEIs (under government counterpart 
financing), equipment (training, information technology, and office equipment), furniture, and consulting and non-
consulting services. 
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(i) Prepare and sign the Audited Project Financial Statements. 
(ii) Prepare and sign a Statement of Compliance. 
 
Management must include the following in the Statement of Compliance: 
(i) That project financial statements are free from material misstatements including omissions 

and errors, and are fairly presented;  
(ii) That the borrower or executing agency has utilized the proceeds of the loan only for the 

purpose(s) of the project; 
(iii) That the borrower or executing agency was in compliance with the financial covenants of 

the legal agreement(s) (where applicable); 
(iv) That the Advance fund procedure, where applicable, has been operated in accordance 

with the Asian Development Bank’s (ADB) Loan Disbursement Handbook; 
(v) That adequate supporting documentation has been maintained to authenticate claims 

stated on the statement of expenditures (SOE), where applicable, for reimbursement of 
eligible expenditures incurred and liquidation of advances provided to the Advance 
account; and 

(vi) That effective internal control, including over the procurement process, was maintained. 
 

C.  OBJECTIVES  
 
11. Objective of the audit of the Project is to enable the auditor to express a professional 
opinion on: (i) the financial position of the project as at 31 December every year and of the funds 
received and expenditures for the year ending, as reported by the Project Financial Statements 
(PFS) of the project; (ii) the project’s Statement of Expenditures (SOE) for the year ending 31 
December;  (iii) the project Advance Account as at and for the year ending 31 December under 
the Project; (iv) whether the proceeds of the loan were used only for the purpose(s) of the project; 
and (v) whether the borrower or executing agency was in compliance with the financial covenants 
contained in the legal agreements (where applicable).  
 
12. The project’s accounts (books of account) provide the basis for the preparation of the PFS 
and are established to reflect the financial transactions in respect of the project, as maintained by 
the Project Implementation Unit (PIU), being the agency responsible for project implementation. 
 
D. SCOPE OF SERVICES 
 
13. The audit will be carried out in accordance with International Standards of Auditing and 
will include such tests and controls, as the auditor considers necessary under the circumstances. 
In conducting the audit, special attention should be paid to the following: 
 
a) All funds provided by the Asian Development Bank (ADB) and its co-financiers have been used 
in accordance with the conditions of the relevant loan agreement, with due attention to economy 
and efficiency, and only for the purposes for which the loan was granted; 
 
b) Counterpart funds have been provided and used in accordance with the conditions of the 
relevant financing agreement, with due attention to economy and efficiency, and only for the 
purposes for which the financing was provided; 
 
c) Goods and Services financed have been procured in accordance with the relevant ADB loan 
agreement; 
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d) All necessary supporting documents, records and accounts have been kept in respect of all 
project’s ventures (including expenditures reported using Statement of Expenditures or Advance 
Account procedures); 
 
e) Where special accounts have been used, they have been maintained in accordance with the 
provisions of the relevant loan agreement. 
 
f) The project accounts have been prepared in accordance with consistently applied International 
Accounting Standards and give a true and fair view of the financial situation of the Project as of 
31 December and of expenditures for the year ended. 
 
g) Confirm (or otherwise) the borrower’s/EA’s compliance with covenants in the loan agreement 
and with ADB’s specific requirements with respect to the financial management of the Project. 
 
h) Provide a statement on the scale, effectiveness and reliability of the accounting and 
administrative procedures of the borrower. 
 
i) Provide a report on the efficiency and economy on the use of resources. 
 
j) Determine whether planned results of the Project are being achieved. 
 
k) Provide comments on the accounting principles adopted by the entity under audit (if other 
accounting principles were adopted, provide comments on the impact of the financial statements 
arising from deviations from international accounting standards). 
 
l) Verify financial and administrative internal systems & controls. 
 
m) Define areas of improvement in the borrower’s/ EA’s systems (e.g. improvements in 
accounting and data processing operations). 
 
E.  PROJECT FINANCIAL STATEMENTS 
 
14. The project financial statements should include: 
 
a) a Statement of Sources and Uses of Funds for the current fiscal year and accumulated to date, 
showing comparison of budget and actual funds received from ADB, project funds from other 
donors, and counterpart funds separately and use of funds by main categories of expenditures; 
 
b) a Summary of Expenditures showing comparison of budget and actual expenditures under the 
main project headings, both for the current fiscal year and accumulated to the date; and 
 
c) a Balance Sheet showing accumulated funds of the Project, bank balances, other assets of the 
project, and liabilities, if any. 
 
15. As an annex to the project’s Project Financial Statements, the PIU will prepare a 
reconciliation between the amounts shown as “received by the project from the ADB” and that 
shown as being disbursed by the Bank. As part of that reconciliation, the PIU will indicate the 
mechanism for the disbursement, i.e. Advance Account, Statements of Expenditures, or Direct 
Payment. 
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F. STATEMENTS OF EXPENDITURES 
 
16. In addition to the audit of the PFS, the auditor is also required to audit all SOE used as 
basis for the submission of withdrawal application. The auditor should apply such tests and 
controls, as the auditor considers necessary under the circumstances. These expenditures should 
be carefully compared for project eligibility with relevant financing agreements, and with reference 
to the Project.  
 
17. Project Administration Manual (PAM) should be used for guidance when considered 
necessary. Where ineligible expenditures are identified as having been included in withdrawal 
applications and reimbursed against, these should be separately noted by the auditor. Annexed 
to the Project Financial Statements should be a schedule listing individual SOE withdrawal 
applications by specific reference number and amount. The total withdrawals under the SOE 
procedure should be part of the overall reconciliation of Bank disbursements described above. 
 
G. ADVANCE ACCOUNT 
 
18. In conjunction with the audit of Project Financial Statements, the auditor is also required 
to audit the activities of the Advance Account associated with the project. The Advance Account 
usually comprises: 
 
 a) Deposits and replenishments received from the Bank; 
 
 b) Payments substantiated by withdrawal applications; 
 
 c) Interest that may be earned from the balances and which belong to the borrower; and 
 
 d) The remaining balances at the end of each fiscal year. 
 
19. The auditor must form an opinion as to the degree of compliance with the Bank's 
procedures and the balance of the project's Advance Account at year-end. The audit should 
examine the eligibility and correctness of financial transactions during the period under review 
and fund balances at the end of such a period, the operation and use of the Advance Account in 
accordance with the financing agreement, and the adequacy of internal controls for this type of 
disbursement mechanism. 
 
20. For this project, the Advance Account is referred to in the relevant financing agreement 
listed above. The Advance Account statement and the auditor's report should be submitted 
together with the Project Financial Statements. 
 
H. AUDIT OPTION 
 
21. Besides a primary opinion on the Project Financial Statements, the annual reports of the 
Project Accounts should include a separate paragraph commenting on the accuracy and property 
of expenditures withdrawn under SOE procedures and the extent to which the Bank can rely on 
SOE as a basis for loan disbursement, as well as a separate audit opinion on the statement of 
Advance Account. 
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I. MANAGEMENT LETTER 
 
22. In addition to the audit reports, the auditor will prepare a "management letter" in which the 
auditor will: 
 
a) give comments and observations on the accounting records, systems and controls that were 
examined during the course of the audit; 
 
b) identify specific deficiencies and areas of weakness in systems and controls and make 
recommendation for their improvement; 
 
c) report on the degree of compliance of each of the financial covenants on the financing 
agreement and give comments, if any, on internal and external matters affecting such compliance; 
and 
 
d) communicate matters that have come to attention during the audit which might have significant 
impact on the implementation of the project; and bring to the borrower's attention any other 
matters that the auditor considers pertinent. 
 
J. ANNUAL PROJECT FINANCIAL STATEMENTS (APFS) 
 
23. The APFS shall comprise:  
 
- Statement of Accounting Policies 
- Statement of Financial Performance (or income statement) 
- Statement of financial Position (or balance sheet) 
- Statement of Movements of Equity 
- Statement of Cash Flows 
 
K.  GENERAL  
 
24. The responsibility for the preparation of financial statements including adequate disclosure 
is that of the management of the PIU. This includes the maintenance of adequate accounting 
records and internal controls, the selection and application of accounting policies, and the 
safeguarding of the assets of the company. As part of the audit process, the auditor may request 
from management written confirmation concerning representations made to the auditor in 
connection with the audit. 
 
25. The PIU will co-operate fully with the auditor and will make available to the auditor 
whatever records, documentation and other information is requested by the auditor in connection 
with the audit. The auditor should be given access to all legal documents, correspondence, and 
any other information associated with the project and deemed necessary by the auditor. 
Confirmation should also be obtained of amounts disbursed and outstanding at the Bank as well 
as of amounts received from other donors, loans or grants, if any. The Bank's Task Managers 
can assist in obtaining these confirmations. 
 
26. All financial statements referred to above, including the audit opinions thereon, and the 
management letter should be received by the PIU and the Bank no later than six months after the 
end of the accounting period to which the audit refers. 
 
27. The auditor should be familiar with the Bank's Loan Disbursement Handbook. 
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28. The financial statements and auditor's opinion thereon shall be submitted in both Russian 
and English. 
 
29. This term of engagement will be as per the appointment terms and conditions. 
 
L.  PERSONNEL 
 
30. The Audit team shall comprise of the following personnel: 
 
a) Chief Auditor – The Chief Auditor shall be a qualified accountant holding a degree in accounting 
and audit from a recognized Institute/ University. He shall have at least 10 years of professional 
experience and should have audited donor funded projects, preferably ADB. He shall also have 
experience of working with Government Departments. 
 
b) Auditor(s) - The Auditor(s) shall be qualified accountant(s) holding degree in accounting and 
audit from a recognized Institute/ University. They shall have at least 5 years of professional 
experience and should have audited donor funded projects, preferably ADB.  


