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EXECUTIVE SUMMARY 
 

1. The proposed project aims to introduce a battery energy storage system (BESS) in 
Mongolia which would enable a more efficient use of local renewable energy resources and 
improve reliability and efficiency of the national electricity network. 

2. The Ministry of Energy (MOE) will be the executing agency (EA) of the project, and it will 
undertake overall responsibility for the project implementation and provides guidance and 
oversight for the project management unit which is responsible for supervision of day-to-day 
project activities and assistance to the project implementing agencies to ensure smooth project 
implementation. The MOE has extensive experience in implementation of projects financed with 
foreign loans and grants and in managing disbursements from ADB.  

3. The National Power Transmission Grid State Owned Company (NPTG), will be the project 
implementing agency (IA) which will take primary responsibility for the day-to-day project activities, 
conduct of environmental, social and land acquisition monitoring, procurement and initial payment 
control. NPTG has experience in projects financed by international donor organizations such as 
World Bank, SIDA, KFW Bank and Japanese development funds. 

4. The Financial Management Assessment (FMA) of NPTG and MOE (PMU) has proved that 
these agencies have robust financial management practices and qualified management and 
operational staff which will secure successful implementation of the project.  

5. The key financial management weakness of the implementing agency is related to the 
lack of experience in ADB’s financial management requirements and procedures, absence of 
procedures for FX risk hedging, lack of insurance policies for critical equipment, and an insufficient 
independence of internal audit function. The identified key financial management risks will be 
mitigated by the proposed time-bound action plan. 

 

I. INTRODUCTION 
 

6.  The FMA reviewed the capacity of NPTG and MOE in terms of their financial management 
systems and procedures including planning and budgeting, accounting, internal control, financial 
reporting, internal audit, and external auditing. On this basis, recommendations were made to 
address identified deficiencies. The FMA also considered the funds flow arrangements and 
disbursement procedure proposed for the project. The FMA was carried out in June - September 
2019 with reference to the relevant ADB’s guidance on FMAs.1 The assessment was carried out 
based on the responses to the FMA questionnaire. Other supporting materials such as NPTG’s 
financial statements for 2014-2018, external auditor reports for 2016-2018, organizational charts 
and curriculum vitae of key personnel were reviewed during the preparation of this FMA.  

 

II. BRIEF PROJECT DESCRIPTION 
 

7. The BESS facility is a ‘smart’ transmission asset which would enable a more efficient use 
of local renewable energy resources and improve reliability and efficiency of the national electricity 

 
1  ADB. 2015. Financial Management Technical Guidance Note-Financial Management Assessment. Manila and 

ADB. 2009. Financial Due Diligence a Methodology Note. Manila.  
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network.  

8. The planned project comprises a 125 MW / 160 MWh battery facility and associated 220 
kV / 34.5 kV connection assets. The project is expected to start in 2020 and construction to be 
fully completed by the end of 2021. The BESS facility will operate at full capacity by start of 2022.  

9. NPTG will be the owner of the BESS facility and the Implementing Agency for the project. 

 

III. COUNTRY FINANCIAL MANAGEMENT ISSUES 
 

10. The following risks related to public financial management (PFM) can be identified based 
on the ADB’s 2017–2020 Country Partnership Strategy (CPS) for Mongolia2:  

(i) Inherent volatility of the mining sector and its impact on macroeconomic stability. 
According to the CPS, this risk has already materialized. The IMF program will largely 
address fiscal and macroeconomic stability, to which ADB will contribute through policy-
based lending (PBL) and Technical Assistance projects. 

(ii) Governance risk related to financial management. One of the reasons for this is a 
frequent change in government structure and staffing. ADB will continue to address this 
risk with project administration and capacity building of key governmental agencies.  

(iii) PFM influenced by political factors. In recent years, political factors have driven large 
capital expenditures off-budget in avoidance of normal budgetary approval processes, 
resulting in significant fiscal pressures and weak financial supervision. Balance of 
payments pressures persist in the context of currency depreciation, reserves depletion, 
and meagre FDI inflows. 

(iv) Slow progress on key structural reforms. There is a large unfinished structural reform 
agenda for putting in place an effective prudential supervisory framework of the banking 
system to ensure adequate capitalization and timely resolution of nonperforming loans 
by banks is particularly problematic. Further, establishing a sovereign wealth fund could 
help the country to better manage the benefits of its natural resource development and 
avoid the recurring boom-and-bust cycles. Weak governance and inefficient tax system 
constrain private business activities. 

(v) Weak budget planning and execution. The Government of Mongolia’s budgetary 
planning and implementation framework is weak. The initial budget formulation 
approved by parliament typically lacks credibility and does not provide the basis for 
sound fiscal management, including the efficient delivery of goods and services by line 
agencies. Revenue forecasts tend to be overly optimistic, resulting in frequent budget 
amendments during the year and persistent breaches of fiscal consolidation targets. 
Efforts to control expenditures and make fiscal policy more resilient to economic 
fluctuations have been undermined by off-budget spending. For example, the Fiscal 
Stability Law that went into effect in 2013 has been amended several times to 
accommodate higher-than-budgeted fiscal deficits and external debt levels. Wide-
ranging reforms and institutional strengthening are needed across the broad spectrum 
of Mongolia’s budgetary process to bring discipline to fiscal policy. 

(vi) Undermined public debt sustainability. Worsening external environment (reduction of 

 
2 ADB.2017. Country Partnership Strategy: Mongolia, 2017–2020. Manila.  
  ADB.2017. Inclusive and Sustainable Growth Assessment: Mongolia 2017-2020. Manila. 
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FDI, falling commodity prices, and growth moderation in China) has undermined 
Mongolia’s macroeconomic stability, with the balance of payments coming under 
pressure, public finances deteriorating, and external debt repayments due in 2017–
2018 in excess of $1.2 billion. This worsens fiscal position and rises off-budget 
borrowing on commercial terms. Rapid credit growth during the mining boom years 
(2011-2015), dollarization, weak financial supervision, and inadequate provisioning 
have strained banks and financial stability. 

11. The focus of ADB’s County Partnership Strategy, 2017-2020 is to help the Government of 
Mongolia restore macroeconomic stability and get back on a path of fulfilling its long-term 
development vision. One of ADB’s core targets for this period is to support ensuring the stability 
of the country’s financial sector and making social welfare programs more cost effective and 
fiscally sustainable. ADB will continue to focus its operations on the government’s high-priority 
areas and complex projects that require significant technical expertise. It will also be proactive in 
exploring the use of the range of available financing modalities, particularly policy-based lending 
(PBL), to fully program available resources and achieve targeted outcomes given current 
government fiscal constraints. 

12. ADB will give greater emphasis to the government’s capacity to finance operation and 
maintenance and other recurrent costs in designing new projects to enhance financial 
sustainability. ADB will make efforts for improving the transparency and accountability of the 
management systems of the public sector to help ensure that the financial resources of both ADB 
and the government are used appropriately and effectively. In addition, it will continue to develop 
the prudential capacity of the Bank of Mongolia and Financial Regulatory Commission to 
effectively supervise the financial system.  

13. Mongolia’s extensive social protection system has played an important role in fostering 
and safeguarding the country’s gains in poverty reduction and human development. ADB will use 
PBL to support further reform of the social welfare system and enhance its fiscal sustainability 
and effectiveness, particularly, policy actions that consolidate programs to reduce administration 
and implementation costs.  

14. It is expected that implementation of the IMF program (initially developed in 2015), which 
aims at stabilizing the economy, restoring debt sustainability, and improving fiscal and monetary 
management, will boost growth in the medium term. ADB’s approach allows to quickly respond 
with PBL to evolving country circumstances under this program and to support further reform of 
social protection programs and address systemic risks in the financial system for restoring the 
country’s macroeconomic stability. 

15. In 2015, the World Bank carried out the Public Expenditure and Financial Accountability 
(PEFA) assessment to establish a baseline measure of current PFM and to assess its strengthens 
and weakness.3 It was undertaken on six core dimensions together with 28 indicators measuring 
performance of the country’s PFM system. Major findings are summarized below. 

16. Budget planning. The annual budget preparation process is well-regulated in accordance 
with the Fiscal Stability Law (2010) and the Integrated Budget Law (2011). But the state budget 
faced annual deviations between planned and actual expenditures which were annually over by 
15% during 2011–2013. Mid-year amendments to the budget were therefore required every year. 
This is mainly due to the structural volatility in the economy since the state budget is heavily 
dependent upon mineral resource revenue, which makes revenue projections and budget 
planning difficult. There is also a political imperative to expand budget forecast which leads to 

 
3 World Bank. 2015. Mongolia–Public Financial Management Performance Report. Report Number 96546. No newer 
updates are available. 
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overoptimistic estimates of key macroeconomic parameters. Ministry of Finance (MOF) was 
reported to be in the process of improving revenue projections.  

17. Budget transparency and comprehensiveness. Mongolia has, following the adoption of the 
Integrated Budget Law in 2011, made good progress in increasing the comprehensiveness of 
information included in the budget and in the public disclosure of information. There had been a 
concern over an increase in off-budget financing through the Development Bank of Mongolia 
(DBM) since 2013, but this off-budget financing was integrated into the state budget in 2015 when 
projects and programs financed by DBM started to be approved as a component within the frames 
of the Law on Budget. Oversight of fiscal risks of state-owned enterprises was assessed to be 
limited due to a lack of risk-related reporting within the compulsory set of financial information. 
Also, during the budget preparation, ministries do not abide by the ceilings set in the Medium-
Term Fiscal Framework (MTFF) and the budget circular which hampers prioritization of spending.  

18. Predictability and control of budget execution. Cash management was reported to be weak 
and largely based on expenditure controls and cash rationing with MOF changing monthly budget 
allotments regularly and with little advance notice. A major weakness determined is that the 
government’s incurrence of debt and issuance of guarantees are approved by the Ministry of 
Economic Development (MED) and MOF respectively without a unified overview mechanism. Also, 
budgeting for investment and recurrent expenditure are two separate processes with the former 
the responsibility of the MED and the latter the responsibility of the MOF. The weak co-ordination 
between MED and MOF compromises the strategic allocation of resources. Good progress has 
been made in the functioning of the treasury single account and the expenditure limits exercised 
through the Government Financial Management Information System. The internal audit function, 
which was set up only in 2012, has progressed well with full time auditors in the government 
agencies. The weaknesses might be explained by a relative newness of the internal audit function 
as many of the newly created audit units do not yet consistently meet professional standards (e.g. 
related to independence, proficiency, quality assurance, risk management, and management 
response follow-up). 

19. Accounting, recording and reporting. Accounting, recording, and reporting practices are 
generally strong. MOF regulation does not allow suspense accounts, and MOF regularly reviews 
budget entities’ chart of accounts. Advance accounts are reviewed semi-annually to ensure 
compliance with policy and contract requirements for clearance. In-year budget execution reports 
are legal requirements and prepared on a monthly and quarterly basis, and show actual 
expenditures and revenues compared with the approved budget. Data from budget entities is 
reconciled monthly with the Government Financial Management Information System, and the 
magnitude of errors is considered small. The budget entities are required to prepare financial 
statements twice yearly on full accrual basis and in line with the International Public Sector 
Accounting Standards. However, by the time of the WB report preparation it was admitted that 
implementation of accrual accounting in the public sector was not yet complete. 

20. External scrutiny and audit. The parliament exercises considerable authority over budget 
supervision. All government entities are audited annually by the National Audit Office (NAO) and 
a full range of financial audits and some aspects of performance audit are carried out. NAO follows 
the International Standards on Auditing, and audit reports are regularly submitted to the 
Parliament in a timely manner and with clear evidence of follow-up on earlier NAO 
recommendations.  

21. The PEFA assessed that the country’s PFM system is overall reasonably well-functioning, 
especially regarding comprehensiveness and transparency of information, accounting and 
financial reporting, and external scrutiny. A Right to Information Act (2012) was also expected to 
institutionalize citizen participation for greater budget transparency.   
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22. However, the PEFA also observed weaknesses in fiscal discipline, strategic allocation of 
resources, and efficient service delivery which are directly associated with low predictability of 
state revenues.  

 

IV. FINANCIAL MANAGEMENT SYSTEM OF NATIONAL POWER TRANSMISSION GRID 
 

A. Overview of Financial Management System and Institutional Context 
 

i. Organization and Staff Capacity 

23. NPTG is a fully state-owned company with the following ownership structure: 70% of 
shares are owned by the Ministry of Energy, 30% of shares are owned by the State Agency for 
Policy Coordination on State Property (former State property committee). The main objective of 
the company is to provide reliable electricity transmission on the territory of Mongolia and to have 
profitable operations. Reorganization and liquidation of the company is governed by the Civil 
Code and other related laws of Mongolia. 

24. NPTG is supervised and monitored by the Ministry of Energy, Ministry of Finance, Agency 
for Policy Coordination on State Property, Energy Regulatory Commission, and General 
Department of Taxation. 

25. The statutory reporting requirements followed by NPTG include the following: 

a. Financial statements are required to be prepared and submitted to the  

• Ministry of Finance 
• Ministry of Energy 
• Energy regulatory Commission, 
• Agency for Policy Coordination on State Property 

b. Quarterly tax reports are submitted to the Tax Authority 

c. NPTG reports on fulfilment of License obligations and requirements to the 
Regulator (ERC) 

26. The NPTG’s supreme power is the Shareholders’ Meeting, and the Board of Directors. 
The Board of Directors chairs the Directors Council, and the executive director affiliates under the 
Directors’ Council.   

27. Key management personnel of the company consist of Executive Director, Chief Deputy 
Director / Chief Engineer, and Deputy Director for Social and Economic Affairs. The company has 
competent key personnel, most of them are holders of university degrees and they all possess 
solid experience in the areas of their expertise. 

 

ii. Information Management 

28. The NPTG’s financial accounting IT platform was purchased off-the-shelf and customized 
to the company’s needs. It is a standalone system which is not used by other departments in the 
headquarters and field units. While customization of the system allows for needed flexibility and 
fulfilment of the company’s reporting needs including automatic generation of financial data 
related to projects, absence of a company-wide IT platform may lead to lost or incomplete data 
when aggregating the financial accounting data on the company level. 
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29. There are no specific regulations regarding the data back-up procedures inside NPTG. 
Financial data is automatically saved in the National Data Centre. In case NPTG wants to have 
own back-up files, they have to be saved on hard drives. While having automatic back up of data 
outside NPTG premises in a reliable storage allows to avoid some risks of losing or damaging 
data kept on NPTG servers, efficiency of back-up data restoration on NPTG computers needs to 
be clarified, and necessary procedures (contingency plans) should be developed.  

 

iii. Budgeting and Funds Flow Arrangements 
 

30. The company’s budget system allows adequate monitoring of the companies’ 
performance. Significant variations against the budget require explanation. 

31. Proposed budget is reviewed and approved by the Board of Directors, Ministry of Energy 
and the Agency for Policy Coordination on State Property. The budget is developed according to 
the effective laws of Mongolia, decrees and orders of relevant state organizations, and internal 
rules of the company. 

32. The company makes significant efforts to achieve realistic project plans and budgets; the 
plans and budgets and based on valid assumptions and developed by knowledgeable individuals. 
Finance and Economic Department performs variance analysis (budget vs. actuals); significant 
variations require explanations. Approval of the budget variations is done in advance. Minor 
revisions of fund releases against allocations are allowed. 

33. For financing the project, the Ministry of Finance (MOF) will be the borrower of the ADB 
loan. MOF will relend the loan to NPTG and the loan payment and project property will be under 
NPTG’s responsibility. Figure 1 presents the proposed detailed fund flow arrangements.  

iv. Effectiveness 

34. As a fully state-owned company, NPTG shall comply with the country’s the public financial 
management system requirements.  

35. The company is responsible for preparing and reporting annual financial statements and 
disclosures in accordance with the provisions of the Accounting Law and in accordance with 
procedures and instructions approved by the Minister of Finance in conformity with International 
Accounting Standards (IAS), International Financial Reporting Standards (IFRS) and other 
applicable standards including International Public Sector Accounting Standard. NPTG’s 
Accounting Policy was developed with support from the Energy Regulatory Commission (ERC).  

36. NAO causes external audits to be conducted annually in accordance with International 
Standards on Auditing and Financial Audit Guideline approved by General Auditor of Mongolia in 
conformity with the International Standards on Auditing. 

v. Accountability Measures 

37. NPTG’s Accounting Policy is approved and amended only by the Ministry of Finance. 

38. The company’s financial reports are annually revised by independent external auditors 
which are annually assigned by the National Audit Office (NAO).  

39. The external auditor expresses his opinion on the company's financial documentation and 
gives recommendation to the NAO who then provides with the final opinion. The external audit is 
carried out in accordance with International Standards for Auditing. 
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40. The company’s proposed budget is reviewed by the Ministry of Energy and the Agency 
for Policy Coordination on State Property. The transmission tariff is regulated and approved by 
ERC; NPTG can submit tariff increase proposals to ERC. 

B. Strengths 

41. NPTG’s relative strengths in financial management are as follows:  

• Well-qualified and experienced finance and accounting professionals in key positions; 

• Low personnel turnover in the financial and economic functions of the company which 
ensures sustainability of operations and knowledge transfer; 

• Well documented and up-to-date financial management, cash management and 
accounting processes, procedures and systems; 

• Compliance with IFRS; 

• No material external audit qualifications in recent years 

C. Weaknesses 

42. NPTG’s major weaknesses are identified as follows:  

 

• Less familiar with ADB loan disbursement requirements and procedures which 
could delay project implementation 

• Lack of policy and arrangement for managing foreign exchange rate risk4 

• Inadequate insurance coverage for operating fixed assets 

• Lack of full independence of internal audit unit (internal audit unit reports only to 
CEO) 

 

D. Personnel, Accounting Policies and Procedures, Internal Control, Internal and 
External Audit 

43. NPTG has a highly qualified and experienced key personnel. The Finance and Economic 
Department is fully staffed and has all needed specialists for carrying out the department’s duties.  

44. The Financial and Economic Department has a low turnover of employees. The staff 
regularly participates in relevant professional training organized by NPTG and thus keeps its 
professional qualifications up to date. 

45. It is planned that the current financial and accounting staff would be assigned for the 
project tasks. If necessary, additional staff will be recruited, too. The key persons of the Financial 
and Economic Department (the Head, Chief Accountant, and Chief Economist) will be in charge 
for the project financial and accounting issues. 

 

 
4 According to a Parliament Resolution, fully state-owned companies are not responsible for FX rate fluctuations 
hedging. NPTG would receive the ADB loan and grant in MNT (according to the fixed FX rate set in the agreement 
between MOF and NPTG). 
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46. The NPTG’s accounting system allow for the proper recording of project financial 
transactions, including the allocation of expenditures in accordance with the respective 
components, disbursement categories, and sources of funds. For controlling purposes, all 
transactions are checked by the Chief Accountant and completed only after his permission. 
Completed transactions will be audited by the internal auditor.  

47. Accounting records and supporting documents are retained for 1–2 years for audit 
purposes and subsequently archived for 10 years. Only authorized staff with pass keys have 
access to records and documents. 

48. Some minor findings were observed by external auditor in 2018, and action 
recommendations were given to NPTG. 

49. NPTG uses accrual basis for accounting and complies with IFRS requirements. General 
Ledger and subsidiary ledgers are reconciled monthly. Financial statements are prepared 
quarterly; other management accounting reports are prepared monthly and on ad hoc basis by 
request of the company’s management. These schedules ensure timely information disclosure to 
the company’s management. Monthly financial reports compare actual expenditures to the 
budgets; cost analysis is done for defining the reasons of deviations. These reconciliations are a 
part of the company’s internal control procedure.  

50. The project will be handled by NPTG Head Office and follow the Head Office procedures. 

51. The company follows the principles of segregating of duties related to execution, recording 
and reconciliation of transactions, as well as ordering, receiving, accounting and payment 
functions what reduces the risks of fraud and accidental mistakes. This provides with possibilities 
for preventive and detective internal controls. 

52. NPTG has functional procedures for handling invoices which covers proper documentation, 
reconciliation of invoiced and delivered quantities, checking of relevant calculations and 
authenticity of underlying documents as well as registering invoices in the relevant systems and 
their accounting. Robust cash and bank procedures and internal controls are in place. Bank 
accounts and cash at hand are reconciled on daily basis.   Cash balances maintained at the head 
office should not exceed 1.5 million MNT.   

53. NPTG implements passive assets safeguards policies. It maintains and regularly updates 
the registries and carries out physical inventories, but does not have any established procedures 
for insuring its fixed assets except vehicles. This might create a risk of substantial financial 
expenditures in case of an unexpected damage or loss of critical equipment. It is recommended 
to arrange insurance for critical and new imported assets based on a relevant risk assessment, 
at least if the insurance costs and conditions do not undermine potential benefits of holding such 
insurance. 

54. The companies’ financial management activities are governed by the company’s 
accounting policy and accounting procedures manuals which are updated when relevant changes 
take place. Accounting policy is approved and amended only by the Ministry of Finance. 

55. The compliance with policies and procedures will be monitored by internal control, and 
reported to the Board of Directors, Directors Council and Executive Director. 

56. The company has strong internal controls related to collection process and cash 
transactions. Also ad hoc checking is used for accounts reconciliation. No online transactions are 
allowed which mitigates possible fraudulent activities by the company’s insiders, or outsiders. 

57. Only transportation means are covered by insurance policies. Internal controls related to 
assets can be based only on the company’s Fixed Assets Register which are updated monthly. 
However, assets which are pledged or encumbered are not registered what creates opportunities 
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for theft of other fraudulent actions over these assets and may lead to legal and financial problems 
if such fraud is detected too late.   

58. Physical inventories of current assets are made annually or semi-annually. Fixed assets 
inventory is done annually. Physical inventory of fixed assets and stocks is reconciled with the 
respective fixed assets and stock registers, and discrepancies are analyzed and resolved. The 
company has sufficient internal controls over disposal of assets.  

59. Currently, the internal audit function consists of only one person who is in charge of 
financial topics and had started only 9 months before the current FMA assessment time. It is 
required that the Internal Auditor should have the Certified Public Accountant (CPA) designation.  

60. Internal Audit programmes are guided by the company’s internal rules. Internal Audit 
reports to CEO who also approves internal audit programmes. There is no Audit Committee in 
NPTG; actions taken on the internal audit findings depend on CEO’s decisions and tasks. This 
leads to a lack of independence of Internal Audit. In order to maintain Internal Audit’s 
independence and objectivity, it is recommended to make Internal Audit function to report to both 
the Board of Directors and CEO.  

61. Internal audit activities in the company are heavily concentrating on financial and 
accounting issues, although they also cover analysis of operations and compliance to laws and 
regulations. The company’s Internal Audit will include the project in its annual work programme. 

62. The company’s Internal Auditor lacks knowledge about the ADB’s guidelines and 
procedures, including the disbursement guidelines and procedures. This might lead to overlooked 
problems during the project implementation time. Therefore, the company’s Internal Auditor has 
to be trained in the relevant ADB procedures. 

63. The company does not have a permanent external auditor. External auditors are assigned 
annually by National Audit Office. External audit is performed at the beginning of the year following 
the audited period. The audit report shall be issued by 10th of March every year. 

64. The same external auditor will perform the regular company audit and the project audit 
since the project financial statements will be prepared by the Financial Department in the NPTG’s 
headquarters. Same procedures of auditing will be applied to both corporate NPTG’s financial 
statements and project financial statements, IT systems, and compliance requirements. 

65. During 2016-2018, NPTG received no negative auditor’s opinions. Some external auditor 
findings took place in 2018, however they were not material, and recommendations for 
improvements were given. 

66. It is reported that the external auditor has experience in ADB procedures and familiar with 
ADB requirements. 

E. Financial Reporting Systems 

67. The IT platform in use was purchased off-the-shelf and customized to the companies’ 
needs. The computerized software is used for direct generation of periodic financial statements. 
Separate accounts for the project implementation will be opened in the same financial system 
thus the project financial data will be integrated with the company financial data automatically.  

68. According to the external auditor’s report for 2018, the  financial software "Diamond"  used 
for the company's financial accounting is not capable to show the list of customer name in the 
General ledger transactions, customer code does not exist which is not allowing to do the external 
review and auditing. The auditor gave relevant recommendations to the CEO and key financial 
persons of NPTG.  
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69. Financial data are automatically saved in the National Data Centre; additional back-up 
copy needs to be saved on a hard disk for internal company needs. 

 

V. FINANCIAL MANAGEMENT SYSTEM OF PROJECT MANAGEMENT UNIT UNDER 
MINISTRY OF ENERGY 

 

A. Overview of Financial Management System and Institutional Context 
 

i. Organization and Staff Capacity 

70. The Ministry of Energy (MOE) is a governmental body fully controlled by the State of 
Mongolia. The Ministry is managed by the Minister through the Vice Minister and the State 
Secretary.  

71. The Project Management Unit (PMU) will be established under the Ministry of Energy. 
PMU will report to the Ministry of Energy, Project Steering Committee and the Ministry of Finance 
(MOF). 

72. The Project Steering Committee will be a regulatory body for PMU, it will be operating 
independently but should work in cooperation with government agencies and organizations. 

73. Ministry of Finance will approve the organizational structure of the PMU as it is 
recommended by the Ministry of Energy. The establishment, structure and management of the 
organization will be assigned according to the government procedure that approved by the 196th 
Order of the Ministry of Finance in 2015 to use foreign loan assets and to implement, organize, 
finance, monitor and evaluate the project and events that will be financed by these assets. The 
organizational structure will also need to meet the requirements of the project 

74. PMU finance staff will be assigned by the MOF as recommended by the MOE according 
to the government procedure for using foreign loan assets and for implementing, organizing, 
financing, monitoring and evaluating the project and events that will be financed by these assets. 
If the PMU finance staff is paid by the government, then the staff will belong to the MOE, or 
Finance and Investment Department of MOF. 

75. PMU staff will have adequate administrative and accounting capacity to manage the 
advance sub-account and statement of expenditures and procedures in ADB’s loan disbursement 
handbook. 

ii. Information Management 

76. A financial accounting information technology (IT) platform which will be used by PMU is 
purchased off-the-shelf, and is customized to adjust the particular needs of the entity. The 
software was licensed by MOF.  

77. MOE has a back-up procedure for the PMU’s IT system. Copies of the data will be kept in 
the project management monitoring system, and the hard copies will be kept in Ministry of 
Energy’s Archive. 

iii. Budgeting and Funds Flow Arrangements 

78. Project budgets are done in sufficient detail. Comparing of the actual expenditures to 
budget is done monthly and if there are significant variations against the budget, explanations are 
required. Approval of variations is required in advance.  
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79. Project budget preparation will be done by the project staff in charge (Treasury and finance 
functions); budget approval will be done by MOE and MOF; oversight and monitoring of the 
budgets will be done by the Project Director and MOE’s Internal Audit. The budget preparation 
process will be linked to the project's implementation plan. In order to prepare the budget, data 
will be obtained from different responsible units. Budget amendments will made in accordance 
with the Budget Law. 

80. MOE has been cooperating with ADB since 1995, thus the risk of a failed budget is rather 
low. 

81. The project funds flow arrangements will be regulated by the 196th Order of the Ministry 
of Finance (2015) to use foreign loan assets and to implement, organize, finance, monitor and 
evaluate the project and events that will be financed by these assets. For fund disbursements, 
financing agreement and the procedure approved by MOF will be followed. The advance account 
will be established in any commercial bank according to the Ministry of Finance's approval. 

82. MOE may be exposed to the foreign exchange risk. Although MOF attempts to manage 
FX risk according to the foreign exchange regulation law, the performing organization covers the 
major part of this risk. If possible, a standard FX risk hedging procedure should be established; in 
this case basic training in financial risk management and use of financial instruments would be 
needed for the responsible MOE and (if needed) MOF staff. This training may be done either as 
a stand-alone training performed by ADB, or in co-operation with MOF and the Bank of Mongolia. 
The hedging procedure should not contradict existing laws and regulations. 

iv. Effectiveness 

83. MOE’s financial reports shall be prepared in accordance with the Accounting Law of 
Mongolia, and International Public Sector Accounting Standard (IPSAS).  

84. Financial reports need to be submitted to MOF in conformity with the Accounting Law of 
Mongolia and according to the expenditure regulations part of the contract made with ADB.  

v. Accountability Measures 

85. PMU will report to the Ministry of Energy, Project Steering Committee and the Ministry of 
Finance. It will also submit its report to the National Audit Office, if necessary. In addition, financial 
reports will have to be submitted to the Asian Development Bank (ADB). 

B. Strengths 

86. MOE’s relative strengths in financial management are as follows:  

• Extensive experience in implementation of projects financed through foreign loans 
and grants and in managing disbursements from ADB (since 1995).  

• Well-qualified and experienced finance and accounting professionals, low personnel 
turnover; 

• Generally well-documented financial management, cash management and 
accounting processes, procedures and systems; 

• Solid internal controls and procedures 

• Internal and external auditors familiar with ADB policies and procedures; 

• Compliance with IPSAS 
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C. Weaknesses 

87. MOE’s major weaknesses are as follows:  

 

• Possible exposure to forex risk  

• Part of the PMU’s staff is recruited on the “as-needed” basis thus creating 
possibilities for interruption of knowledge transfer. 

• Financial reporting risk arising from manual entry of project data into the PMU 
financial reporting system 

D. Personnel, Accounting Policies and Procedures, Internal Control, Internal and 
External Audit 

88. PMU finance staff will be assigned by MOF as recommended by MOE. The new staff will 
be recruited to work together with the current staff to be assigned to the project. 

89. Within the scope of the work, the financial staff of the Project shall: 

• Be responsible for all project finance management activities, including financial and 
accounting reporting, project and expenditure of foreign and domestic investment 
projects, registration of project costs, etc. following the procedures related to Donor 
organization and Implementing organization's financial, accounting, regulations 

• Have accountability and oversight of all account activities under the project  

• Provide control over the day-to-day operating expenses of the project units, provide 
reports and other required reports and reports to the relevant authorities within the 
specified timeframe.  

• Keep and store records of the assets and assets used in the Project  

• Develop project finance and documentation  

• Handle project cash operations and issue a cash report  

• Fulfil and supervise the tasks to be undertaken under the Implementation Plan 

• Be responsible for providing relevant work papers to related departments  

• Provide timely information to project managers and relevant officers 

90. The hiring process will be competitive what will secure that finance and accounting staff is 
qualified. The hired staff will be trained in the ADB procedures. However, additional training will 
be needed to update knowledge of managing advance account, SOE preparation, re-orientation 
on ADB’s Loan Development Handbook policies and guidelines. 

91. It is planned to hire additional project finance and accounting staff when the project funding 
agreements have been signed and project implementation will commence. Since the newly hired 
staff would have to carry out their duties properly, it means that the training needs should be 
monitored and adjusted on a continuous basis. 

92. The staff needs to attend training held in the frames of a targeted strategy of MOE 
(insurance, procurement activity, accounting standards, and tax training) every year. Also training 
by MOF and ADB is provided. 
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Accounting Policies and Procedures 

93. PMU will use accrual-based accounting and follow the IPSAS requirements and local 
accounting laws and regulations.  

94. PMU has to present reports to MOE and MOF in conformity with Accounting Law of 
Mongolia and according to the expenditure regulations which are part of the contract that is 
concluded with ADB. It also has to report to ADB according to the ADB’s requirements. Control is 
usually performed by managing organizations.  

95. General Ledger and subsidiary ledgers are reconciled monthly. Reconciliation difference 
will be corrected by the PMU accountant. The explanation of possible differences will be given to 
the ministry worker in charge. 

96. Accounting records are sent to the MOE’s Archive annually according to the Archive Law. 
In case some archived documents are needed for review, they are requested from the MOE’s 
Archive. It is recommendable to scan paper documents before they are sent to the archive, and 
to keep all scanned copies within PMU. This way these documents would be faster to find, and 
they would be backed up according to a regular procedure. 

97. Segregation of duties. Authorization to execute a transaction is done by the donor 
organization, GOM, implementing organization management, and project management; recording 
of the transaction is done by the project accounting staff; custody of assets involved in the 
transaction is done by the implementing organization and project finance expert; reconciliation of 
bank accounts and subsidiary ledgers is performed by the financial expert of the project.  

98. PMU will have a functional procedure for handling invoices and payments which covers 
proper documentation, reconciliation of invoiced and delivered quantities, checking of relevant 
calculations and authenticity of underlying documents as well as registering invoices in the 
relevant systems and their accounting.  

99. To ensure compliance with relevant policies and guidelines, a PMU worker will make a 
result-based contract, which requires the worker to report to the State secretary and be monitored 
by the chairman of Finance and Investment Department of Ministry of Energy. The accounting 
policy and procedure manuals will be updated regularly. This will mitigate operative risks and help 
to comply with the guidelines. 

100. MOE’s bank accounts are reconciled monthly.  Because the cash on hand will be taken 
from the Activity Account, it will be regularly verified by the Project Steering Committee, MOF and 
MOE.  

101. The head office and branches use the same accounting and reporting system. Project 
report will be prepared by the performing organization monthly, quarterly and annually. The Project 
Steering Committee will consider the report monthly to debate on its meeting. Project report will 
be audited once a year by MOF, National Audit Office and MOE. 

102. The above procedures prove that MOE and its PMU will have a solid system of internal 
controls which will contribute to a successful project financial reporting, monitoring and control. 

Internal Control and Internal and External Audit 

103. PMU’s internal controls related to accounting, reporting, cash and asset safeguards are 
described earlier in relation to the relevant policies and procedures. Among the most important 
finding, the following improvements of internal control are recommended: 

• FX risk management should be considered 
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• As an additional safeguards of paper copies of accounting records, gradual 
introduction of a digital archive of scanned copies is recommended. 

104. In case of fraud, corruption, waste and misuse of project resources such situations will be 
reported to the higher management officials. Relevant laws and rules will be applied. 

105. PMU has no Internal Audit Committee, but it will have control-examination and 
assessment worker. The worker monitors the implementation of project and activities quarterly. 
MOE has an Internal Auditor. The project will be included in the internal audit annual work 
programme, internal audit findings will be reported to the Minister of Energy and the State 
Secretary.   

106. Internal audit program is guided by the International Financial Reporting Standards and 
Accounting Law of Mongolia. The current Internal Auditor of MOE has been working within this 
field for at least 3 years. The internal auditor should have a bachelor or higher degree, and be a 
certified public accountant, it is required that he / she has three years of experience in civil 
services. 

107. It is reported that MOE’s internal auditor found some issues related to availability and 
completeness of records, but no additional information has been provided. 

108. Financial statements are audited by external auditors assigned by the National Audit Office 
and MOF, this happens at least once per year. The National Audit Office will assign the auditor to 
PMU based on a competitive hiring process. 

109. The PMU will prepare their own financial statements, and it will be audited by its external 
auditor, similar to other state entities. 

110. Assigned external auditor follows International Standards on Auditing. The audit reports 
have to be issued on June the 30th, or according to the Loan Agreement. No major accountability 
issues have been noted in the audit reports for the past three years.  

111. It is reported that both MOE’s Internal and external auditors have sufficient knowledge and 
understanding of the ADB procedures.  

E. Financial Reporting Systems 

112. A financial accounting information technology (IT) platform which will be used by PMU is 
purchased off-the-shelf, and is customized to adjust the particular needs of the entity. The 
software was licensed by MOF. The system is stand-alone and will be used for project financial 
reporting. Financial reports are produced automatically, but the project financial data will be 
entered manually.  

113. Since manual entry of the project data into the PMU financial reporting system poses a 
risk of inadequate data accuracy, it is recommended to establish relevant internal controls such 
as segregation of duties (different PMU persons responsible for entering the data into the PMU 
system and for reviewing the data saved in the PMU system) and regular reconciliation of project 
data in the PMU and NPTG systems (to be done at least monthly)), 

VI. DISBURSEMENT ARRANGEMENTS, FUND FLOW MECHANISM 

114. MOE will act as the executing agency of the project. It will undertake overall responsibility 
for the project implementation and provide guidance and oversight for the project Management 
unit (PMU) which will be responsible for the day-to-day activities of the project and will provide 
assistance to implementing agencies to ensure smooth project implementation.  

115. NPTG (the implementing agency) will be responsible for supervision of the day-to-day 
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project activities, conduct of environmental, social and land acquisition monitoring, procurement 
and initial payment control. In order to ensure successful project implementation, NPTG will 
establish a dedicated project implementation unit. 

116. A project management consultant will be recruited to support the PMU and NPTG during 
the project implementation, and assist them in detailed engineering design, procurement, social 
and environmental safeguard monitoring, and financial management.  

117. The disbursement arrangements will include: (i) direct payment procedure for large 
equipment and material supply contracts, (ii) reimbursement procedure as appropriate when MOE 
initially funds ADB eligible expenditures from its own resources, and (iii) advance accounts 
procedure for all other expenditure. The PMU will be responsible for (i) preparing withdrawal 
applications, (ii) collecting supporting documents from NPTG, and (iii) submitting withdrawal 
applications to MOF. MOF will be responsible for sending withdrawal applications to ADB. 

118. MOF will authorize the PMU to establish two advance accounts (one each for the loan, 
and for the grant) for PMU management, promptly after loan and grant effectiveness at a 
commercial bank acceptable to ADB. The currency of the advance accounts will be US dollar. The 
advance accounts are to be used exclusively for ADB’s eligible expenditures.  

119. The proposed project fund flow diagram is presented in Figure 1.  
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Figure 1: Proposed Fund Flow Diagram 
 

 

 
 
 ADB = Asian Development Bank, NPTG = National Power Transmission Grid, OCR loan = Ordinary Capital    
 Resources loan, HLT Fund = High Level Technology Fund 
 Source: TA Consultant 



17 

 

 

VII. RISK DESCRIPTION AND RATING 
 

120. Table 1 summarizes the financial management risk assessment, and proposed risk 
mitigation and management measures.  

Table 1: Risk Assessment and Management Plan  

Risk Description Risk 
without 
mitigation 

Mitigation Measures or Risk Management 
Plan 

Risk with 
mitigation 

Inherent Risk  

Country-specific  

The country PFM system is overall 
reasonably well functioning, but the PEFA 
observed weaknesses in fiscal discipline, 
strategic allocation of resources, and 
efficient service delivery which are directly 
associated with low predictability of the 
state revenues. It also noted an 
implementation gap between the existing 
laws in PFM and the capacity of the key 
agencies to implement these laws. 

 

Moderate 

 

Continuing to develop and improve the PFM 
system and procedures and support key 
structural reforms. ADB will support ensuring the 
stability of the country’s financial sector through 
capacity building for government’s ability to 
finance operations, improve transparency and 
accountability of the management systems of 
the public sector and to develop prudential 
capacity of the Bank of Mongolia and Financial 
Regulatory Commission to effectively supervise 
the financial system. 

 

Moderate 

Entity-specific 

Power transmission business is state 
regulated, the entity’s profitability and 
debt servicing capacity depend on tariff 
levels set by the ERC 

 

Moderate 

 

The loan agreement includes special covenants 
related to regular tariff adjustments ensuring 
debt service capacity of the company 

 

Low 

Overall Inherent Risk Moderate  Moderate 

Project Risk  

Less familiar with ADB financial 
management requirements and 
procedures 

Moderate Engage project implementation consultants to 
support and provide on-job training with regard 
to ADB financial management requirements, 
including disbursement, accounting, and auditing 
procedures 

Low 

Lack of policy and arrangement for 
managing foreign exchange rate risk  

Moderate Develop foreign exchange risk management 
policies and procedures 

Low 

Inadequate insurance coverage for 
operating fixed assets 

Moderate Conduct risk-based cost-benefit assessment on 
insuring key fixed operating assets 

Low
  

Lack of full independence of internal audit 
unit 

Moderate The loan agreement includes a covenant to 
ensure a full independence of internal audit unit  

Low 

Financial reporting risk arising from 
manual entry of project data into the PMU 
financial reporting system 

Moderate Establish relevant internal controls (different 
PMU persons responsible for entering the data 
into the PMU system and reviewing the data in 
the PMU system; regular reconciliation of data in 
the PMU and NPTG systems (at least monthly)) 

Low 

Overall Project Risk Moderate  Low 

  ADB = Asian Development Bank, PFM = public financial management, PEFA = Public Expenditure and 
Financial Accountability Report by World Bank 
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VIII. PROPOSED TIME-BOUND ACTION PLAN 

121. Based on the assessment, the table proposes the time-bound action plan to improve the 
identified financial management weaknesses. 

Table 2: Time-Bound Risk Action Plan 

Action Responsibility Timing 

1. Engage project implementation consultants to support 
and provide on-job training with regard to ADB financial 
management requirements, including disbursement, 
accounting, and auditing procedures 

ADB, MOE, NPTG  Before loan 
effectiveness  

2. Develop foreign exchange risk management policies 
and procedures 

MOE, MOF, NPTG 6 months after loan 
effectiveness 
 

3. Engage project implementation consultant to support 
MOE and NPTG in conducting risk-based cost-benefit 
assessment on insuring key fixed operating assets 

ADB, MOE, NPTG 
6 months after loan 
effectiveness 

4. Ensure a full independence of internal audit unit  
 

NPTG Before loan 
effectiveness 

5. Establish relevant internal controls for mitigating 
financial reporting risk arising from manual entry of 
project data into the PMU financial reporting system 

MOE, NPTG Before loan 
effectiveness 

ADB = Asian Development Bank, NPTG = National Power Transmission Grid, MOF = Ministry of Finance; MOE = 
Ministry of Energy  

IX. FINANCIAL MANAGEMENT ASSESSMENT CONCLUSIONS 

 

122. Public sector and the executing and implementing agencies’ levels of financial 
management are relatively robust and present moderate risks from ADB’s perspective. Identified 
risks in lacking knowledge on ADB procedures, foreign exchange risk management, internal audit, 
and assets safeguards can be mitigated as described in the risk management plan.  
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APPENDICES 

 
 
APPENDIX 1  FINANCIAL MANAGEMENT ASSESSMENT QUESTIONNAIRE (NPTG) 
 
APPENDIX 2 FINANCIAL MANAGEMENT ASSESSMENT QUESTIONNAIRE (MOE / PMU) 
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APPENDIX 1  RESPONDED FINANCIAL MANAGEMENT ASSESSMENT QUESTIONNAIRE (NPTG) 

 

Topic Response Potential 
Risk 

Event 

1.       Implementing Agency 
(National Power 
Transmission Grid) 

  

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

State owned joint stock company Low risk 

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

100% owned by the State. The Ministry of Energy 
owns 70% of shares and the State Agency 
for Policy Coordination on State 
Property./former State property committee/ 
owns 30% of shares  

Low risk 

1.3 Obtain the list of beneficial 
owners of major blocks of 
shares (non-governmental 
portion), if any.5  

 None. n/a 

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

Yes.  
 

• ADB: Energy Conservation 1998-2031 

• German KFW Bank "Energy program-1" 
project (Tranche-2) 2003-2036 

• German KFW Bank "Energy program-1" 
project (additional financing) 2003-2036 

• SIDA /5UA loan, grant "Rehabilitation of 
the Transmission networks 2012-2036 

• Japan Government Soft Loan: 
Rehabilitation of "Baganuur" and "Shivee 
ovoo" Coal Mines Mon P5 2012-2033 

• ADB: “Ulaanbaatar Heat distribution 
network "Heat efficiency project" 2004-2039 

• World Bank: ”Ulaanbaatar electricity 
distribution network" Project 2010-2030  

 
 
 
 

Low risk 

1.5  Briefly describe the statutory 
reporting requirements for 
the entity. 

 
1. Financial statements are required to be 

prepared and submitted to the  

• Ministry of Finance 

• Ministry of Energy 

• Energy Regulatory Commission, 

• Agency for Policy Coordination on State 
Property 

2. Quarterly tax reports to the Tax authority 
3. Report on fulfillment of License obligations and 

requirements to the Regulator 

Moderate 
risk  
- strict 
state 
regulation 

 
5  In such cases, consult OAI on the need for integrity due diligence on non-governmental beneficial owners. 
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Topic Response Potential 
Risk 

Event 

 
 

1.6     Describe the regulatory or 
supervisory agency of the 
entity. 

Ministry of Energy, Ministry of Finance, Agency for 
Policy Coordination on State Property, Energy 
Regulatory Commission, and General Department 
of Taxation. 

Moderate 
risk  
- strict 
state 
regulation 

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

NPTG will be the implementing agency, its HQ will 
be responsible for the project implementation. The 
project will be supervised by the MOE’s PMU (MOE 
will be the executing agency). 

Low risk 

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

The supreme power of the organization is the Board 
of Directors. The Board of Directors will lead the 
Directors Council and the executive director will 
affiliate under the Directors’ Council.   
 
See NPTG’s Organisational Chart in Annex A to the 
FMA. 
 
Key management personnel: 
Director: Nyamsambuu Bojin /Electrical engineer 
Chief deputy director/General engineer: Dashdavaa 
Bilegt/Electrical engineer 
Deputy director/Socio economic affairs: Baldorj 
Dolgor/Egineer, Business administration 
 
 

Low risk 

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

Yes. Low risk 

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

No violations and incident have ever occurred. Low risk 

 
2. Funds Flow Arrangements  

  

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

Please refer to funds flow arrangements and 
diagram in the main report 

Low risk 

2.2  Are the (proposed) 
arrangements to transfer the 
proceeds of the loan (from 
the government / Finance 

Yes. The loan fund will be arranged at the Ministry 
level, PMU will manage money consumption, and 
the loan payment and project property will be under 
NPTG. 

Low risk 



22 

 

Topic Response Potential 
Risk 

Event 

Ministry) to the entity and to 
the end-recipients 
satisfactory?  

2.3     Are the disbursement 
methods appropriate? 

Yes. Low risk 

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

 

Because project loan is the foreign currency loan, 
there usually faces the exchange rate risk. There 
also occurred problem on accounting due to the 
scarce information on transactions. 

Moderate 
risk  
– no FX 
risk linked 
to the 
Energy 
Storage 
project for 
NPTG 
since the 
risk will be 
handled 
by MOF 
(see also 
2.10). 
– scarce 
informatio
n on 
transactio
ns is likely, 
with 
moderate 
impact on 
performan
ce 

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

Any commercial bank acceptable Low risk 

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

• Executing foreign and local 
currency transactions? 

• Issuing and administering 
letters of credit (LC)? 

• Handling a large volume of 
transaction? 

• Issuing detailed monthly 
bank statements promptly? 
 

 
Commercial banks are capable for doing all 
activities: 
 
Yes. 
 
Yes. 
 
Yes. 
 
Yes. 

Low risk 

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

Yes. Appropriate. Low risk 

2.8  Does the (proposed) project 
implementing unit (PIU) have 
experience in the 

PIU is to be established in NPTGyet. Moderate 
risk – PIU 
staff might 



23 

 

 

Topic Response Potential 
Risk 

Event 

management of 
disbursements from ADB?  

lack 
experienc
e in ADB 
projects; it 
shall be 
corrected 
through 
training 

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

PIU is not established yet. Low risk 
for NPTG - 
the 
imprest 
account 
will be 
under 
MOE’s 
PMU 

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

Yes, But the amount of foreign exchange loss in 
2018 was not significant-421.3 thousand MNT. In 
2017 it was 11.84 million MNT. The Company 
record the exchange rate loss as a non-operational 
expenses and entity’s policy is to cover this through 
non-operational revenue. 
 

Moderate 
risk for 
NPTG -   
– the FX 
risk will be 
handled 
by MOF. 
Heavy 
dependen
ce on 
state 
regulation
s might 
lead to 
risky 
events in 
case the 
relevant 
state 
policies 
change 
without 
proper 
transition 
period 
preparatio
ns and 
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Topic Response Potential 
Risk 

Event 

change 
managem
ent 

2.11 How are the counterpart 
funds accessed?  

 

Will access through Ministry and PIU. Low risk 

2.12 How are payments made 
from the counterpart funds?  

 

Will access through Ministry and PIU. Low risk 

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

 

No project funds will flow to communities or NGOs Low risk 

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

 

No, beneficiaries are not required to contribute to 
project investment. 

Low risk  
 

 
3. Staffing  

  

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

 

The Finance and economic department at the Head 
office have 11 staff.  
Head of Department 
Chief accountant 
Senior accountant 
Senior economist 
Planning economist 
Budget and research, analysis economist 
Inventory accountant 
Salary and wages accountant 
Accountant 
Cahier 
Stock keeper 
 
Similarly, all Branches have Finance and economic 
divisions in the structure and there are also a team 
of economists, accountants. 
 

Low risk 
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Topic Response Potential 
Risk 

Event 

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

Current staff will be assigned for the project. The 
new staff will be recruited if necessary.  

Moderate 
risk – 
training in 
ADB 
procedure
s is 
needed 

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

The project accounting staff to be appointed by 
NPTG. The following staff to take control over the 
project accounting and finances. 
 
B. Enkhmaa - Head of Department 
 
Graduated the Faculty of Economics of the 
Mongolian National University. 
Bachelor in Economics and Accounting. 
Working experience- 7 years from which 3 years at 
NPTG. 
 
E.Tumenjargal - Chief Accountant 
 
Graduated the Institute of Agriculture, 
Bachelor in Economics and Accounting, Working 
experience 19 years from which 3 years at NPTG. 
Certified Public Accountant of Mongolia 
 
T.Munguntsetseg - Chief economist 
 
Graduated the Institute of Finance and Economics. 
 
Bachelor in Economics and Accounting, Working 
experience 20 years from which 19 years at NPTG. 
 
 

Moderate 
risk – 
training in 
ADB 
procedure
s is 
needed 

3.4  Is the project finance and 
accounting function staffed 
adequately?  

Yes. Low risk 

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

Yes. Moderate 
risk – 
training in 
ADB 
procedure
s is 
needed 

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

No. Moderate 
risk – 
training in 
ADB 
procedure
s is 
needed 
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Topic Response Potential 
Risk 

Event 

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

The Company conclude one-year Labor contract 
with all employee with possible further extension. 

Low risk  
-  a one-
year 
contract 
with an 
annual 
prolongati
on seems 
to be a 
normal 
practice in 
Mongolia 

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

The contract for an accountant will be extended 
annually for one year. 

Low risk 

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

 

N/A Moderate 
risk – 
detailed 
job 
description
s, etc. for 
staff 
involved in 
project 
accounting 
might be 
needed 

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

N/A Moderate 
risk – 
detailed 
job 
description
s, etc. for 
staff 
involved in 
project 
accounting 
might be 
needed 

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

There has not been significant turnover during the 
last 3-4 years. 

Low risk 

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

To ensure the Accounting staff to be trained on 
Latest Rules and                                regulations to 
be followed by State owned Companies. 
 

Low risk 
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Topic Response Potential 
Risk 

Event 

Human resource training is organized in various 
ways, by: 
• hiring experts from outside to provide 
training to the employees; 
• sending employees to local and overseas 
trainings; 
• organizing internal training within the 
company. 
Training plans and budgets are developed based on 
proposals provided by divisions, departments and 
branches and separate plan for each branch and 
division is approved. 
 
 

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

 

Finance and accounting staff attended training 
courses, workshops organized by the Ministry of 
Finance and Institute of Certified Public accountants 
of Mongolia. 
Attended workshop organized by the Agency of 
Policy Coordination on                                      State 
Property 

Low risk 

 
4. Accounting Policies and 

Procedures  

  

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

Yes. Low risk 

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

Yes have. All transactions be checked by the senior 
accountant and made according to senior 
accountant’s permission. Completed transactions 
will be audited by the internal audit. 

Low risk 

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

Adequate. Low risk 
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Topic Response Potential 
Risk 

Event 

Obtain a copy of the chart of 
accounts. 

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

Yes. Low risk 

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

General Ledger and subsidiary ledgers are 
reconciled monthly. No incident occurred.  

Low risk 

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

Accounting records and supporting documents are 
retained for 1–2 years for audit purposes and 
subsequently archived for 10 years. Only authorized 
staff with pass keys have access to records and 
documents. 

Low risk 

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

Don’t have. Low risk 

Segregation of Duties    

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

 

Yes, all these transactions, activities are performed 
by different staff of the Department. 

Low risk 

4.9  Are the functions of ordering, 
receiving, accounting for, 
and paying for goods and 

Yes. Ordering and receiving functions are 
performed by delivery worker, and transactions are 
prepared by the accountant, checked and 
completed by the senior accountant permission. 

Low risk 
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Topic Response Potential 
Risk 

Event 

services appropriately 
segregated?  

 

Budgeting System    

4.10  Do budgets include physical 
and financial targets?  

Yes. Business plan is developed based on the last 
year’s expected performances, and as well as the 
price increase of commodity goods and the 
minimum wage rate that change conformity with the 
price increase. 

Low risk 

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

 

- Annual revenue requirements are 
calculated by the Finance and Economic 
Department which collects technical data 
for the next financial year from engineers 
and human resources as well as other 
related units. 

- The plan is based on a monthly and 
quarterly breakdown of expenses and a 
cash flow plan is prepared on a regular 
basis. 

- A plan for electricity transmission is 
developed by the National Dispatch Centre 
(NDC) and approved by the Director of the 
NDC. 

- The transmission tariff is regulated and 
approved by ERC. NPTG can suggest tariff 
increase proposal.  

Low risk 

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

Actual expenditure plan is developed based on the 
actual performance of that year. 
Explanations required for significant variations 
against the budget 

Low risk 

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

  

Approvals for variations from the budget required in 
advance 

Low risk 

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

 

They may occur in case of an unplanned 
procurement 

Moderate 
risk  
- It may 
influence 
that year’s 
over 
expenditur
e 

4.15 Who is responsible for 
preparation, approval and 

- The Finance and Economic Department is 
in charge of the preparation of the annual Business 

Moderate 
risk  
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Risk 

Event 

oversight/monitoring of 
budgets?  

 

Plan and submission/presentation to the Board of 
Directors for discussion and approval.  
NPTG business plan and its main economic and 
financial indicators are approved by the MoE. 
Ministry of Energy and the Agency for Policy 
Coordination on State Property working group 
meeting that issues decrees and orders. The 
executive director’s order will be issued based on 
these decrees and orders. Performance of this order 
will be monitored by the executive director, deputy 
director or the general engineer, deputy director of 
finance and economic issues, senior accountant 
and planning economists.  

–although 
the budget 
is based 
on 
NPTG’s 
actual 
performan
ce and 
business 
forecasts, 
it may be 
vulnerable 
to political 
decisions 
and 
expectatio
ns 

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

Business plan will be developed according to the 
current laws of Mongolia, decrees, orders by the 
related organizations, and internal rules of the 
company. 

Low risk 

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

  
          Is there evidence of 

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

 
 Is there evidence that 

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

 
 What is the extent of over- or 

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

Specialized economists develop business plan 
based on that year’s waited performance (The 
performances that are still waiting to be completed) 
and conformity of the price increase of the 
commodity goods.  
 
 
 
 
 
The minor revisions of fund releases against 
allocations are allowed. 
 
 
 
 
 
 
 
 
None. 
 
 
 
 
Not significant. 
 
 

Low risk 
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Topic Response Potential 
Risk 

Event 

Payments    

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

 

Required. Low risk 

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

 

Yes. Low risk 

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

 

Yes Low risk 

Policies and Procedures    

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

Accrual. Low risk 

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

International Financial Reporting Standards. Low risk 

4.23  Does the project have 
adequate policies and 
procedures manual(s) to 

There are policies and a procedures manual to 
determine company staff accountability and 
responsibility. 

Low risk 
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Topic Response Potential 
Risk 

Event 

guide activities and ensure 
staff accountability?  

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

The accounting policy and the procedures manual 
are followed and are stable until the needs for 
updates regarding the new rules and regulations 
applied or there are changes in current accounting 
system, or in policy followed by State owned 
companies. Updates are made as it is required. 

Low risk 

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

Accounting policy approved and amended only by 
the Ministry of Finance. 

Low risk 

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

NPTG financial management and other related 
administrative activities are governed by the 
company accounting policy statement. 

Low risk 

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

Yes. Low risk 

4.28  Are manuals distributed to 
appropriate personnel?  

Distributed. Low risk 

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

The compliance with policies and procedures will be 
monitored by the internal control, and reported to the 
Board of Directors, directors’ council and executive 
director. 

Low risk 

Cash and Bank    

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

The first authorized signature for the bank account 
is executive director B. Nyansambuu, the second 
authorized signature for the bank account is the 
Chief accountant E.Tumenjargal. NPTG Company 
has no right to make online transactions, but able to 
see the bank statement online.    

Low risk 

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

Yes. Low risk 

4.32  Describe the collection 
process and cash handling 
procedures. Do controls 
exist for the collection, timely 

Collection process is handled by cashiers and 
checking account. The process is controlled on 
every step.  

Low risk 
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Topic Response Potential 
Risk 

Event 

deposit and recording of 
receipts at each collection 
location?  

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

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

Bank accounts are reconciled on daily basis. Cash 
on hand physically verified every day.   

Low risk 

4.34 Are all reconciling items 
approved and recorded? 

Yes. 
 

Low risk 

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

Yes. Low risk 

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

No. Low risk 

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

Yes. Low risk 

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

No, Cash balances maintained at the head office 
should not exceed over 1.5 million MNT (ca. 600 
USD).   

Low risk 

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

Because we don’t make online transaction, we don’t 
have any procedure on it.  

Low risk 

Safeguard over Assets    

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

It will be protected by doing periodic inventory 
checking of assets.  
All assets are recorded on the accounting system 
when purchased. Each asset is tagged and when 
handed to a staff member it is recorded. 
 

 

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

We maintain a fixed assets register. It is updated 
monthly. Any assets under lien or encumbered or 
have been pledged are not registered.  

Low to 
Moderate 
risk - 
assets 
under lien 
or 
encumber
ed should 
be 
followed 
up 
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Topic Response Potential 
Risk 

Event 

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

Yes. Low risk 

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

Physical inventories are taking place annually or 
semi-annually, which means twice a year. Fixed 
assets, inventories and stocks are appropriately 
labeled, 

Low risk 

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

Yes. Low risk 

4.45 Describe the policies and 
procedures in disposal of 
assets. Is the disposal of 
each asset appropriately 
approved and recorded? Are 
steps immediately taken to 
locate lost, or repair broken 
assets? 

Disposal of assets are recorded according to the 
permission from the Agency for Policy coordination 
on state property. Therefore, it recorded according 
to the procedure. Finding lost assets and repairing 
broken assets are taken place immediately.    

Low risk 

4.46  Are assets sufficiently 
covered by insurance 
policies?  

Only vehicles are covered by insurance policies. Moderate 
risk  
– lack of 
insurance 
for the 
fixed 
assets 
may lead 
to 
substantial 
financial 
expenditur
es in case 
of a 
damage; 
however, it 
is likely 
that 
GOM/MO
E would 
provide 
with 
necessary 
funds to 
cover the 
needed 
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Topic Response Potential 
Risk 

Event 

expenditur
es 

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

 

By doing inventory and checking the calculation of 
ownership of assets 

Low risk 

Other Offices and Implementing 
Entities  

  

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

The NPTG have several regional branches.  

• Head Office  

• Ulaanbaatar Branch  

• Central Regional Branch  

• Khangai Regional Branch  

• South-Eastern Regional Branch 

• Gobi Regional Branch 

Low risk  
– only 
Head 
Office will 
be 
responsibl
e for the 
implement
ation 

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

The Project will be handled by Head office. Moderate 
risk  
–additional 
training in 
ADB 
procedure 
s will be 
needed 

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

 
The Project will be handled by Head office. 

Low risk 

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

Yes. All offices use the same accounting and 
reporting system 

Low risk 

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

 
Same as Head office. 

Low risk 
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Topic Response Potential 
Risk 

Event 

executing/implementing 
agencies. 

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

The Project will be handled by Head office. Low risk  
– imprest 
account 
will be 
under 
MOE’s 
PMU 

Contract Management and 
Accounting 

  

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

Yes. Low risk 

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

Yes. Low risk 

Other    

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

 Moderate 
risk  
–additional 
training in 
ADB 
procedure 
s will be 
needed 

5. Internal Audit    

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

Yes. Low risk 

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

To be Certified Public Accountant. Low risk 

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

Executive director. Moderate 
risk  
- IA 
function 
lacks 
independe
nce from 
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Topic Response Potential 
Risk 

Event 

the 
managem
ent 

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

Included. Low risk 

5.5  Are actions taken on the 
internal audit findings?  

Yes, Executive director gives certain tasks. Moderate 
risk  
- IA 
function 
lacks 
independe
nce from 
the 
managem
ent 

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

If the related laws, decrees, rules, regulations, 
standards and contracts are followed, monitoring 
state property usage, consumption, storage, 
protection, investment, financial consumption, and 
its efficiency, primary and accounting bookkeeping, 
preparing financial report, and budgeting, fulfillment 
of targeted level, approved budget for revenue and 
expense, and fulfillment of the plan. Before auditing 
the department and unit, current data and related 
materials need to be reviewed and necessary 
researches should be done. Based on this research, 
audit guidelines will be formulated and introduced to 
the director for approval. 

Low risk 

5.7  Is the IA department 
independent?   

No. It works according to the executive director’s 
order.  

Moderate 
risk  
- IA 
function 
lacks 
independe
nce from 
the 
managem
ent 

5.8 Do they perform pre-audit of 
transactions? 

No. Low risk 

5.9  Who approves the internal 
audit program? 

Executive director approves. Moderate 
risk  
- IA 
function 
lacks 
independe
nce from 
the 
managem
ent 
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Topic Response Potential 
Risk 

Event 

5.10  What standards guide the 
internal audit program?  

It guides by the company internal Rules.  Low to 
Moderate 
risk – the 
rules 
might be 
limiting IA 
function 
independe
nce and 
objectivity 

5.11  How are audit deficiencies 
tracked? 

We have sufficient number of auditors. Moderate 
risk – 
there 
should be 
a plan and 
procedure 
for audit 
follow ups 

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

The company has one internal auditor who is in 
charge of finance, and has been working here for 9 
months, 

Moderate 
risk – is 
one 
auditor 
involved 
mainly in 
financial 
topics 
enough? 

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

No. Moderate 
risk – IT 
audits of 
financial 
systems 
are 
important, 
especially 
after a 
new 
financial 
platform 
has been 
introduced 

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

We don’t have an audit committee. Moderate 
risk  
- IA 
function 
lacks 
independe
nce from 
CEO 

5.15 Has the internal auditor 
identified / reported any 
issue with reference to 

Reported. Low risk  
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Risk 

Event 

availability and 
completeness of records? 

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

Don’t have a sufficient knowledge.  Moderate 
risk  

– training 
in ADB 
procedure
s etc. will 
be needed 

6. External Audit – entity level   

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

 

An independent auditor is assigned by the National 
Audit Office annually after the selection.  

Low risk 

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

 

No delays occurred. The audit report is issued by 
10th of March every year. 

Low risk 

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

 

Yes.  In accordance with International Standards 
on Auditing, and Financial Audit Guideline 
approved by General Auditor of Mongolia in 
conformity with the International Standards on 
Auditing.  

Low risk 

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

No material issues occurred.  Low risk 

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

Don’t have an audit committee. Moderate 
risk – in 
case of 
audit 
findings, 
corrective 
actions 
and follow 
up may be 
difficult or 
not 
effective 

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

Don’t have any experience.  Low risk 
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Risk 

Event 

to the value of audit 
services? 

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

Yes.  

Some issues related to the availability of 
supporting documents for audit trails after a new 
financial management platform was introduced in 
2018. 

Moderate 
risk – audit 
results 
may be 
based on 
incomplete 
data; 
auditor 
recommen
dations 
were 
provided 
to NPTG 

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

Yes. Moderate 
risk  

– training 
in ADB 
procedure 
etc. will be 
needed 
(external 
auditor 
changes) 

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

No. Low risk 

External Audit – project level   

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

Same auditor Low risk 

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

Recommendations made by the auditors and audit 
reports or management letters had been 
implemented. 

Low risk 

6.12  Is the project subject to any 
kind of audit from an 
independent governmental 
entity (e.g. the supreme audit 
institution) in addition to the 
external audit? 

Yes. In the framework of the Audit program the 
project can be a subject of audit. 

Low risk 
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Event 

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

 

 

N/A 

n/a 

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

 

N/A 

n/a 

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

N/A Moderate 
risk  

– training 
in ADB 
procedure 
etc. will be 
needed 
(external 
auditor 
changes) 

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

None Low risk 

 [For second or subsequent 
projects] 

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

N/A n/a 

7. Reporting and Monitoring    

7.1  Are financial statements and 
reports prepared for the 
entity?  

Yes. Prepared. Low risk 

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

Financial statements and reports are prepared, Low risk 

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

Financial statements are prepared seasonally; the 
reports are monthly and will be prepared as it was 
required by the management for issuing an order.  

Low risk 



42 

 

Topic Response Potential 
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Event 

useful to management for 
decision making?  

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

Yes. Low risk 

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

The project has not yet started n/a 

7.6 Are financial management 
reports used by 
management?  

Used. Low risk 

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

Yes. The financial reports are compared with actual 
expenditures every month.  

Low risk 

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

Financial reports are prepared by Unicus program. Low risk 

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

It can be regulated by adding new function to have 
new account and to compile data separately in the 
financial system.  

Low risk 

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

Yes. The entity has an experience. Low risk 

8. Information Systems    

8.1  Is the financial accounting 
and reporting system 
computerized?  

Yes. Low risk 

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

The software was purchased off-the-shelf, and 
customized a little bit to adjust for the company 
particularity.  

Low risk 
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Event 

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

Standalone, Moderate 
risk  
- a 
standalon
e platform 
may lead 
to 
incomplete 
data when 
aggregatin
g the 
financial 
accounting 
data 

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

Because the separate account will be opened in the 
same financial system as the entity, project financial 
data is integrated automatically. It isn’t done through 
a module in the enterprise financial system with 
automatic data transfer 

Low risk 

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

The computerized software is used for directly 
generating periodic financial statements, 

Low risk 

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

Produces. Low risk 

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

Yes. Low risk 

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

Yes. Low risk 

8.9    Are there back-up 
procedures in place? 

No regulation on the back-up procedures. Low risk 
(see 
response 
to 8.10) 

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

It will be kept automatically in the National Data 
Center. If we want to have a back-up file, then we 
need to make copy on hard disk. 

Low risk 
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APPENDIX 2 RESPONDED FINANCIAL MANAGEMENT ASSESSMENT QUESTIONNAIRE (MOE / 
PMU) 

Topic Response Potential 
Risk Event 

 
1. Executing Agency (Ministry of 

Energy (MOE)) 

  

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

Ministry of Energy/Project Implementing 
Unit 

Low risk 

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

100% State Low risk 

1.3 Obtain the list of beneficial owners 
of major blocks of shares (non-
governmental portion), if any.6 

No shares n/a 

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

Yes.  
Project lists are attached (Annexe A 
(loans) and Annex B (grants)) to the 
FMA questionnaire. 

Low risk 

1.5 Briefly describe the statutory 
reporting requirements for the 
entity. 

PMU will report to Ministry of Energy, 
Project Steering Committee and 
Ministry of Finance. It will also give its 
report to National Audit Office if it is 
necessary.  
The reports include financial statement 
and tax reports. 

Low risk 

1.6     Describe the regulatory or 
supervisory agency of the entity. 

Project Steering Committee, Ministry of 
Energy and Ministry of Finance. 

Low risk 

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

Project Steering Committee. Project 
Steering Committee will be operating 
independently but should work in 
cooperation with government agencies 
and organizations.  

Low risk 

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

Ministry of Finance will approve the 
organizational structure of the PMU as it 
is recommended by the Ministry of 
Energy. The establishment, structure 
and management of the organization 
will be assigned according to the 
government procedure that approved by 
the 196th Order of the Ministry of 
Finance (2015) to use foreign loan 
assets and to implement, organize, 
finance, monitor and evaluate the 
project and events that will be financed 
by these assets. Also need to meet the 
requirement of the project 

Moderate risk 
 – 
requirements 
of the MOF 
Order and 
the project 
should be 
planned and 
coordinated 
to avoid 
inefficiency 
and 
contradictive 
rules. 

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

Yes. The Code of Ethics of Civil 
Servants to be followed. 

Low risk 

 
6 In such cases, consult OAI on the need for integrity due diligence on non-governmental beneficial owners. 
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Topic Response Potential 
Risk Event 

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

No violation of ethics. Low risk 

 
2. Funds Flow Arrangements  

  

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

The project funds flow arrangements 
will be regulated by the 196th Order of 
the Ministry of Finance (2015) to use 
foreign loan assets and to implement, 
organize, finance, monitor and evaluate 
the project and events that will be 
financed by these assets. 
 
The draft funds flow diagram is included 
in FMA. 

Low risk 

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

Yes, it is. Low risk 

2.3     Are the disbursement methods 
appropriate? 

Yes. The financing agreement and the 
Procedure approved by the MOF will be 
followed. 

Low risk 

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

None. Low risk 

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

The advance account will be 
established in any commercial bank 
according to the Ministry of Finance's 
approval. 

Low risk 

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

• Executing foreign and local 
currency transactions? 

• Issuing and administering letters 
of credit (LC)? 

• Handling a large volume of 
transaction? 

• Issuing detailed monthly bank 
statements promptly? 

Yes. Need to meet all these 
requirements.  

Low risk 

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

Appropriate. Low risk 

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

EA will recruit experienced staff for the 
Project Management Unit. 

Moderate risk  
– EA’s PMU 
staff might 
lack up-to-
date 
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Topic Response Potential 
Risk Event 
knowledge in 
ADB 
procedures; 
training may 
be needed. 

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

PMU staff will have adequate 
administrative and accounting capacity 
to manage the advance sub-account 
and statement of expenditures and 
procedures in ADB’s loan disbursement 
handbook.  

Low risk 

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

Yes, it’s exposed to foreign exchange 
risk. Even though MOF tries to manage 
this issue according to the foreign 
exchange regulation law, performing 
organization covers the main risk. 

Moderate risk  
– the FX risk 
will be handled 
by MOF 
(NPTG will get 
ADB funds in 
MNT). 
However, if the 
imprest 
accounts are 
established 
under MOE’s 
PMU, 
procedures 
and 
responsibility 
of handling the 
FX risk should 
be defined and 
documented 
between MOF 
and MOE. 

2.11 How are the counterpart funds 
accessed?  

In accordance with MOF regulations. Moderate risk 
- the 
World Bank’s 
PEFA 
observed 
weaknesses 
in efficient 
service 
delivery by 
GOM which 
may lead to 
some gaps in 
implementing 
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Topic Response Potential 
Risk Event 
the 
regulations in 
practice. 

2.12 How are payments made from the 
counterpart funds?  

1. MOF 
2. MOE (PMU) 
3. PIU 
4. Contractors 

Low risk –  
the funds will 
be accessed 
through the 
Ministries 
and PIU. 

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

 

MOF-prescribed Accounting system  
 

 

Low risk  
– no NGOs 
are expected 
to be 
involved. 

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

 

Beneficiaries may contribute in cash, 
materials, or labor. According to 
Accounting law equivalent amount 
would be recorded to beneficiaries’ 
financial statement.  
 

 

 

 

Low risk - 
beneficiaries 
are not 
assumed to 
contribute to 
the project 
investment 

3. Staffing    

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

PMU finance staff will be assigned by 
the MOF as it recommended by the 
MOE according to the government 
procedure to use foreign loan assets 
and to implement, organize, finance, 
monitor and evaluate the project and 
events that will be financed by these 
assets. If the PMU finance staff gets the 
salary not from ADB, but from the 
government, then the staff will belong to 
the MOE, or Finance and Investment 
Department of MOF. 

Low risk 

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

New staff will be recruited to work with 
existing staff to be assigned to the 
project 

Moderate risk  
- new staff 
recruited on 
the “as-
needed” 
basis might 
lead to gaps 
in knowledge 
transfer 

3.3 Describe the existing or proposed 
project accounting staff, including 

Within the scope of the work financial 
staff of the Project shall be: 

Low risk 
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Topic Response Potential 
Risk Event 

job title, responsibilities, 
educational background and 
professional experience. Attach job 
descriptions and CVs of key 
existing accounting staff.  

 

•Responsible for all project finance 
management activities, including 
financial and accounting reporting, 
project and expenditure of foreign and 
domestic investment projects, 
registration of project costs, etc. 
following the procedures related to 
Donor organization and Implementing 
organization's financial, accounting, 
regulations 

 

• Accountability and oversight of all 
account activities under the project 

• Provide control over day-to-day 
operating expenses of the project units, 
provide reports and other required 
reports and reports to the relevant 
authorities within the specified 
timeframe. 
• Keep, store, and keep records of the 
assets and assets used in the Project 
• Development of project finance and 
documentation 
• To handle project cash operations and 
to issue a cash report 
• Fulfill and supervise the tasks to be 
undertaken under the Implementation 
Plan 
• To be responsible for providing 
relevant work papers to related 
departments 
 
• Provide timely information to project 
managers and relevant officers 

3.4 Is the project finance and 
accounting function staffed 
adequately?  

Yes. Low risk 

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

Because the hiring process is 
competitive, finance and accounting 
staff usually is qualified professional 
personnel.  

Low risk 

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

Yes. However, trainings are needed to 
update knowledge of managing 
advance account, SOE preparation, re-
orientation on ADB’s Loan Development 
Handbook policies and guidelines. 

Moderate risk  
- the risk 
would occur 
if the needed 
training is 
postponed 

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

Contracts for one year, renewable 
based on performance evaluation. 

Low risk  
-  a one-year 
contract with 
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Topic Response Potential 
Risk Event 
an annual 
prolongation 
seems to be 
a normal 
practice in 
Mongolia 

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

It is planned to hire additional project 
finance and accounting staff when the 
project funding agreements have been 
signed and project implementation will 
commence. 

Moderate risk 
– 
identification 
of key 
positions for 
finance and 
accounting 
staff involved 
in the project 
might be 
delayed 

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

N/A Low risk (see 
response to 
question 
3.10) 

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

Yes, existing manual of operations for 
other ADB-funded projects will be 
revised to suit project needs. 

Low risk 

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

Finance and accounting staff working 
on the ongoing projects have been 
stable in their positions. 

Low risk 

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

Staff need to attend the trainings that 
hold in the frame of targeted strategy of 
MOE. Need to attend insurance, 
procurement activity, accounting 
standards, and tax trainings every year.  
Involve staff in training conducted by 
MOF and ADB as well as professional 
organizations. 

Low risk 

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

 

The Ministry of Finance and the Institute 
of Certified Accountants have provided 
a number of training courses for finance 
and accounting staff. 
 

Low risk 
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4. Accounting Policies and Procedures    

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

Need to present a report to the MOE 
and MOF in conformity with Accounting 
Law of Mongolia and according to the 
expenditure regulations part of the 
contract that made with ADB. Need to 
report to Asian Development Bank 
according to the requirements of the 
ADB. 

Low risk  
- MOE has 
experience in 
working with 
ADB since 
1995 

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

It has. Usually controlled by the 
managing organizations.  

Low risk 

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

Yes. Low risk 

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

Yes. Reconciliation difference will be 
corrected by PMU accountant. The 
explanation that is related to the 
difference will be given to the ministry 
worker who is in charge of it. 

Low risk 

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

Accounting records are sent to the 
Ministry Archive annually according to 
the Archive Law. In case of the need of 
reviewing something, search from the 
ministry archive. 

Low risk 

4.7     Describe any previous audit 
findings that have not been 
addressed 

None. Low risk 

Segregation of Duties    

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

(i) Donor organization, GOM, 
Implementing organization 
management, project management 
(ii) Project management and co-
ordinator 
(iii) Implementing organization and 
project finance expert 
(iv) Financial expert of the project 

Low risk 
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reconciliation of bank accounts and 
subsidiary ledgers?  

Budgeting System    
 

4.10  Do budgets include physical and 
financial targets?  

Yes Low risk 

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

 

Will be prepared in sufficient detail. 
 

Low risk 

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

Comparing actual expenditures to 
budget is done monthly and if there are 
significant variations against the budget 
then explanations are required. 

Low risk 

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

  

Yes.  Approval in advance is required. Low risk 

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

 

None. Prior approval is required. Low risk 

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

 

Budget preparation – Project staff in 
charge of treasury and finance functions 
  
Budget approval – MOE / MOF 
 
Oversight/monitoring of budgets – 
Project Director and MOE Internal Audit  

Low risk 

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

Budget preparation process is linked to 
the project's implementation plan. In 
order to prepare the budget, data will be 
obtained from different responsible 
units. 

Low risk 

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

  
          Is there evidence of significant mid-

year revisions, inadequate fund 
releases against allocations, or 
inability of the EA to absorb/spend 
released funds? 

 
 Is there evidence that government 

counterpart funding is not made 
available adequately or on a timely 
basis in prior projects? 

Yes. Budget amendments are made in 
accordance with the Budget Law. 
Also see response to question 4.16 

Low risk 
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 What is the extent of over- or 

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

 

 
Payments  

  

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

Yes. Low risk 

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

 

All invoices are reviewed to ensure 
compliance with recording policies and 
guidelines. 

Low risk 

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

 

Controls are in place to check 
compliance with regulations approved 
by Government. 

Low risk 

 
Policies and Procedures  

  

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

Accrual Low risk 

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

International Financial Reporting 
Standards. 

Low risk 

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

It has. It is a government procedure to 
use foreign loan assets and to 
implement, organize, finance, monitor 
and evaluate the project and events 
that will be financed by these assets. 
 
Relevant laws of Mongolia, Law on 
Accounting, Financial guidelines, and 

Low risk 
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manuals of Donor organizations will be 
followed. 
 

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

Yes. Low risk 

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

Yes. Low risk 

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

There are written policies and 
procedures. 

Low risk 

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

Yes. Low risk 

4.28 Are manuals distributed to 
appropriate personnel?  

Yes. Low risk 

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

The PMU worker will make a result-
based contract, which required the 
worker to report to the State secretary 
and be monitored by the chairman of 
Finance and Investment Department of 
Ministry of Energy.  

Low risk 

 
Cash and Bank  

  

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

Yes. Low risk 

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

Yes. Low risk 

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

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

Bank accounts are reconciled on 
monthly basis. Because the cash on 
hand will be taken from the Activity 
Account, it will be verified by the Project 
Steering Committee, the MOF and MOE 
regularly.  

Low risk 

4.34   Are all reconciling items approved 
and recorded? 

Recorded. Low risk 

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

Yes. Low risk 

4.39 For online transactions, how many 
persons possess USB keys (or 
equivalent), and passwords?  

No online transactions. Low risk 
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Describe the security rules on 
password and access controls. 

 
Other Offices and Implementing 

Entities  

  

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

Yes. The head office and branches use 
the same accounting and reporting 
system. 

Low risk 

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

Project report will be prepared by the 
performing organization monthly, 
seasonally and annually. Project 
Steering Committee will have the report 
monthly to debate on its meeting. 
Project report will be audited once a 
year by MOF, National Audit Office and 
MOE without certain date and duration.  

Low risk 

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

If the sub-account will be maintained, 
PMU accountant will be in charge of its 
expenditure by the permission of MOF 
and MOE.  
The procedure manual approved by 
MOF will be followed. 

Low risk 

 
Contract Management and Accounting 

  

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

Yes. Low risk 

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

 

Yes. Low risk 

 
Other  

  

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

 
 
 
 

Such situations need to be reported to 
the higher management officials if 
occurred. Relevant law, rules will be 
applied. 

Low risk 
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5. Internal Audit  

  

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

PMU has no Internal Audit Committee, 
but it has control-examination and 
assessment worker. The worker 
monitors the implementation of project 
and activities seasonally. MOE has an 
internal auditor 

Low risk 

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

Should have bachelor or higher degree, 
and be a certified public accountant. It 
requires three years’ experience in civil 
service. 

Low risk 

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

It will be reported to the Minister of 
Energy and the State secretary. 

Low risk 

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

Included. Low risk 

5.5  Are actions taken on the internal 
audit findings?  

Yes. Low risk 

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

It will be governed by the regulation to 
get an Internal Audit that issued by the 
MOF.    

Low risk 

5.7  Is the IA department independent?   Yes. Low risk 

5.8 Do they perform pre-audit of 
transactions? 

No. Low risk 

5.9 Who approves the internal audit 
program? 

The chairman of Internal Audit, 
Monitoring and Evaluation Department. 

Low risk 

5.10 What standards guide the internal 
audit program?  

Internal audit program is guided by the 
International Financial Reporting 
Standards and Accounting Law of 
Mongolia. 

Low risk 

5.11 How are audit deficiencies tracked? Normal. Moderate risk 
– seems 
there is no 
special 
procedure for 
tracking 

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

The company has internal auditor who 
has been working not less than 3 years. 

Low risk 

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

No. Moderate risk 
– IT auditor 
might be 
useful in 
case of a 
sophisticated 
IT platform 
used for the 
project 
accounting 

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

No. Low risk  
– PMU will 
have own 
procedure 
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(see 
response 
5.1)  

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

Yes. Moderate risk  
– in case the 
findings were 
material 
(however, 
these 
findings were 
related to the 
old MOE 
projects) 

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

Yes. Low risk 

 
6. External Audit – entity level 

  

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

Financial statement is audited by the 
auditors who are assigned by the 
National Audit Office and MOF not less 
than once a year.  

Low risk 

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

 

No. The audit report is issued on June 
30th   or according to the Loan 
Agreement. 

Low risk 

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

 

Yes.  Low risk 

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

No issues occurred. Low risk 

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

No. Low risk 

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

Yes. Low risk 

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

No. Low risk 



58 

 

 
External Audit – project level 

  

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

National Audit Office will assign auditor 
who hired by competitive hiring process 
to PIU. Ministry of Finance will also hold 
a competitive hiring process by the 
request of ADB. Monitoring staff of 
MOE will also audit.  

Low risk 

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

No Low risk 

6.12 Is the project subject to any kind of 
audit from an independent 
governmental entity (e.g. the 
supreme audit institution) in 
addition to the external audit? 

Yes. Low risk 

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

State Audit and MOF shall discuss and 
agree. 

Low risk  

– the external 
auditor and 
MOE have 
experience in 
ADB 
projects; 
thus, MOF is 
aware of the 
procedures, 
too. 

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

Project has not been implemented. n/a 

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

 

Yes, the external auditor to be hired will 
have this qualification. 

Low risk 

 
7. Reporting and Monitoring  

  

7.1  Are financial statements and 
reports prepared for the entity?  

Yes. Low risk 

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

Will be prepared in coordination with 
IAs. 

Low risk 

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

Financial statements are prepared 
monthly, seasonally and annually. The 
report will be prepared monthly. 

Low risk 



59 

 

 

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

Yes. Moderate risk 
– system 
adjustments 
and testing 
will be 
needed 

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

Yes. Low risk 

7.6 Are financial management reports 
used by management?  

Yes Low risk 

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

Yes. The financial reports are prepared 
by comparing actual expenditures with 
budget.  

Low risk 

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

 

Yes. It is prepared on accounting 
program. 

Low risk 

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

Yes.  The MOE has experience in 
implementing projects funded by ADB 
and other partners 

Low risk 

 
8. Information Systems  

  

8.1  Is the financial accounting and 
reporting system computerized?  

Yes. Low risk 

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

The software that licensed by the MOF 
is purchased off-the-shelf, and 
customized a little bit to adjust the 
company particularity.  

Low risk 

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

Standalone. Low risk 

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

Manual entry. Moderate risk 
– manual 
entry might 
lead to 
mistakes; 
relevant 
internal 
controls 
should be 
established 



60 

 

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

Financial statements are directly 
generated periodically. 

Low risk 

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

Yes. Low risk 

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

Yes. Low risk 

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

Yes. Low risk 

8.9 Are there back-up procedures in 
place? 

Yes Low risk 

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

Copies of the data will be kept in the 
project management monitoring system, 
and the hard copies will be kept in 
Ministry of Energy Archive. 

Low risk 

 

 

See also ANNEXES 

 

ANNEX A  Ministry of Energy Foreign Project Loans 1993-2013 

ANNEX B  Ministry of Energy Foreign Grants 2001-2013 
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ANNEX A  Ministry of Energy Foreign Project Loans 1993-2013 

 

 

 

  

1 Energy recovery project I Asian Development Bank 1334 MON(SF) 1995 2001

2 Energy recovery project II Nordic Development Fund NDF-135 1995 1999

3 TPP 4 Rehabilitation I MON P3 1995 2004

4 TPP 4 Rehabilitation II MON P6 2001 2008

5 Commodity loan IY 9365123 1993 1995

6 DTPP Rehabilitation I 9365255 1993 1999

7 DTPP Rehabilitation II 9565862 1995 1998

8 Program on Energy sector I 200066183 2002 2006

9 Program on Energy sector I 200066183A 2002 2008

10 Rehabilitation of Central power transmission network 20061026 2004 2010

11 Rehabilitation of Central power transmission network 20061026 2004 2010

12 Thermal Efficiency Project 1548 MON(SF) 1997 2006

13 Energy Efficiency Project 1492 MON(SF) 1997 2002

14 Choibalsan Thermal Power Plant Project - Phase I 97 66 031 1998 2001

15 Choibalsan Thermal Power Plant Project - Phase II 97 66 03 А 2001 2004

16
Construction project for Dalanzadgad Thermal Power 

Plant 

Korean Export-Import 

Bank
MON-2 1997 2002

17 Energy project LSM 1414-06 2002 2003

18
Construction project for Taishir hydroelectric power 

plant 
1138 2004 2012

19
Construction project for Taishir hydroelectric power 

plant 
579 2004 2012

20 Durgun hydroelectric power plant project
 People's Republic of 

China
2004 2009

21
Preparation work for Eg river hydroelectric power 

plant
Asian Development Bank 1152 МОN 1993 1996

22 Energy project 3503 MOG 2001 2010

23 Additional financing for Energy project 4503 MOG 2010 2013

24 Rehabilitation of Mining /Baganuur/ 2854 MOG 1997 2002

25 Rehabilitation of Mining /Baganuur/ MON-P4 1998 2002

26
Mining development project Phase I               

/Shivee Ovoo/
MON-P4 1998 2002

27
Mining development project Phase II               

/Shivee Ovoo/
MON-P5 2000 2004

2.FUEL SECTOR

Overseas Economic 

Cooperation Fund

German Reconstruction 

Credit Bank

Energy Authority /former/

1.Energy sector

Asian Development Bank

German Reconstruction 

Credit Bank

"Thermal Power Plant-3"  SOC

No. Implemeting company name Project name Start date

"Darkhan Thermal Power Plant"  

SOC

Contributor

"Dalanzadgad Thermal Power 

Plant" SOC

"Thermal Power Plant-4"  SOC

"Ulaanbaatar electricity 

distribution network"  SOC

"The National Dispatching 

Center"         Co.Ltd

"Eastern Energy System"  SOC

"Ulaanbaatar heat network"     

SOC

Overseas Economic 

Cooperation Fund

End date

Baganuur JTC

Foreign loan 

number

Shivee Ovoo JTC

German Reconstruction 

Credit Bank

The Swedish 

International 

Development Agency

Kuwait Fund and Abu 

Dhabi Development Fund

World Bank

"National power transmission 

grid"  SOC
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ANNEX B  Ministry of Energy Foreign Grants 2001-2013 

 

 

 

 

1 Energy recovery project Danida fund 1334 МОN 1996 1997

2
Project study for Rehabilitation of Ulaanbaatar heat 

rehabilitation
Asian Development Bank 2610 МОN 1996 1997

3 Project study for Reduction of Ulaanbaatar heat losses World Bank 1995 1995

4 Improving heat equipments of Thermal Power Plant No.4
Japan International Cooperation 

Agency
1997 1998

5 Improving reliability of Thermal Power Plant No.4 reliability 
Japan International Cooperation 

Agency
1992 1995

6 Developing a training for workers in the Power sector
German Corporation for International 

Cooperation
1998 2000

7 Study on Energy Master Plan Asian Development Bank 2095 ТА МОN 1994 1996

8 Analysis on Fuel and Energy sector, tariff study Asian Development Bank 2035 ТА МОN 1993 1996

9 Energy control and savings, increase efficiency Asian Development Bank 1750 ТА МОN 1993 1994

10
Improving finance and control system of Fuel and Energy 

sector
Asian Development Bank 2371 ТА МОN 1996 1997

11 Increasing revenue of Energy Authority Asian Development Bank 2571 ТА МОN 1998 1999

12
Study for Rehabilitation of Darkhan heat network and 

Repair and expantion of Dornod thermal power plant 
TACIS program EMO N 9401 1995 1996

13 Preparation work for Eg river hydroelectric power plant Asian Development Bank 1653 ТА МОН 1993 1996

14 Еnsuring reliable operation of the power plants
US Agency for International 

Development
1992 1996

15 Rural power supply by using renewable energy World Bank Р099321 2009 2012

16  Project for improving local heat system 
Asian Development Bank and Japan 

Fund for Poverty Reduction
 МОN-9109 2008 2010

17  "Reducing air pollution in poor households in Ger area" 
Asian Development Bank and Japan 

Fund for Poverty Reduction
 ADB-9127МОN 2009 2010

18  "Promoting use of renewable energy" 
 German Society for Technical 

Cooperation 
2007 2010

19  Rehabilitation of Central power transmission network 
 The Swedish International 

Development Agency 
20061026 2005 2011

20
 Rehabilitation of Fuel delivery technology of Thermal 

power plant No.4 
 Czech Republic 2006 2010

21

Modernization of the Control Room, Measurement and 

Control Equipment of Chemical Water Treatment Facilities 

in Thermal power plant No. 4

 Czech Republic 2011 2013

22

 Demonstration Project for Improved Electricity

Services to the Low Income Communities in Rural

Areas 

Asian Development Bank and Japan 

Fund for Poverty Reduction

 JFPR 9139-

MON 
2010 2013

23   Feasibility study for Ulaanbaatar CHP-5 Asian Development Bank  ТА-7502 2010 2013

24 Updating Energy Master Plan
 The Swedish International 

Development Agency 
ТТ-7619 (MON) 2011 2013

25 Thermal power plant of Baruun urt city
Korea International Cooperation 

Agency
2010 2013

Contributor
Foreign grant 

number
No. Project name

Start 

date

End 

date


