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FINANCIAL MANAGEMENT ASSESSMENT 

 

EXECUTIVE SUMMARY 

 

I. Introduction 

1. The financial management assessment (FMA) was conducted in April 2020 in accordance 
with ADB’s Guidelines for the Financial Management and Analysis of Projects and the Financial 
Due Diligence: A Methodology Note. The FMA considered the capacity of the Ministry of Health, 
Ministry of Finance, Mandatory Health Insurance Fund, and 8 designated regional hospitals, 
including funds-flow arrangements, staffing, accounting and financial reporting, financial 
information systems, and internal and external auditing arrangements.  
 
2. ADB completed a governance risk assessment (GRA) in 2018 according to the 
implementation guidelines of ADB’s Second Governance and Anticorruption Action Plan. The 
assessment found that the country’s public financial management (PFM) were functioning well 
overall. The GRA found that the functioning of the PFM systems has improved in recent years, 
especially budgeting, transparency, treasury functions, tax administration, debt management, 
financial reporting and legislative framework (new Budget Code). However, a number of 
weaknesses remains, including revenue forecasting, budget credibility, investment planning and 
estimation of recurrent expenditures, off-budget funds, financial management information system 
(FMIS), internal and external audit, which are being addressed through a 3-year World Bank and 
European Union TA. 

 
3. The country level issues relating to financial management are summarized from the Public 
Expenditure and Financial Accountability (PEFA) assessment published in 2015. Kyrgyz Republic 
has progressed to a largely disciplined Public Financial Management (PFM) system after 
executing measures for strengthening PFM with support of IMF. The 2015 PEFA assessment 
shows a considerable improvement as compared with 2009. Although some weaknesses remain, 
PFM reforms has been a priority of the Government with significant help of IMF.  
 
4. The IMF assessment conducted on Kyrgyz Republic in March 2020, confirmed that the 
outbreak of the pandemic has weakened the macroeconomic outlook for the Kyrgyz Republic and 
opened a balance of payments gap estimated at about US$400 million, ADB in its CPRO and 
CSF confirmed that impact might be even greater than IMF estimates. Many donors support, 
including ADB, WB and IMF, helps provide a backstop, increase buffers, and shore up confidence 
for the Kyrgyz economy. It also helps catalyze donor support and preserve fiscal space for 
essential COVID-19-related health expenditure. IMF reports states that to absorb the shock of the 
pandemic, the government is appropriately implementing a temporary loosening of 
macroeconomic and financial policies. 
 
5. ADB’s Financial Management Assessment concluded that overall project financial 
management risk is Substantial, due to emergency nature of the project, potential adverse 
impacts of weak internal and external audit arrangements on internal controls framework, limited 
strength of finance and internal audit staff within Ministry of Finance (MOF), Ministry of Health 
(MOH), Mandatory Health Insurance Fund (MHIF),  and potential risk of misuse of funds by target 
hospitals and staff incentive payments. Key risk mitigating strategies are set out in the risk 
assessment and risk management plan (Table 2 and 3). 
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II. Project Financial Management System 

A. Executing Agency 

6. MOH is the executing and implementing agency for the project and overall responsible 
and accountable for project implementation. MOH will be supported by PIU and the senior staff 
of the Ministry of Health will be appointed as Project Director. Overall PIU will have 12 staff all 
reportable to Project Director. The intersectoral aspects of the emergency response will be guided 
by COVID-19 Response Republican HQ Committee, chaired by the Prime Minister’s Office.  
 
7. MOH with support from MOH-PIU with procurement, inventories and assets management, 
project monitoring responsibilities, and from MOF-PIU with fiduciary responsibilities, including 
financial management, disbursements, contract management, financial reporting, project records 
management, audits’ management, was assessed to possess sufficient financial management 
capacity and systems. It will have clear segregation of duties between procurement and fiduciary 
responsibilities, governance structure with dual reporting to MOH and MOF. However, due to 
weak internal audit arrangements, the FMA assessed the pre-mitigating Financial Management 
Risk for MOH with support of MOF-PIU as “Substantial”. 
 
8. The MOF-PIU was established in 2002 and has experience in procurement and fiduciary 
responsibilities for two past ADB projects and currently responsible for implementation of three 
ongoing World Bank projects. The MOF-PIU has 6 experienced staff, including finance director, 
finance manager, procurement specialist, disbursement specialist, office manager/procurement 
assistant and office assistant. The procurement specialist has practical experience in WB and 
ADB project’s procurement. And finance director was trained on ADB financial management and 
disbursements.  

 
9. Since establishment, MOF-PIU had unqualified audit reports and clean audit opinions. WB 
implemented number of projects where MOF-PIU was the implementing agency, including 
capacity building for public financial management program I and II, Improving management of 
state assets. MOF-PIU use IPSAS accounting, 1C accounting and financial reporting software 
platform, and is subject to external independent audit, internally subject to audit by the Chamber 
of Accounts, Anticorruption committee, Special Council. Since establishment, MOF-PIU had good 
audit reports and had unqualified opinions. MOF-PIU will be further strengthened by disbursement 
assistant to facilitate ADB and WB COVID-19 disbursements. The MOF-PIU will have dual 
reporting to MOH and MOF.  
 
10. MOH-PIU will be newly formed with 5 staff to support procurement, inventory and assets 
management, project monitoring, supervision and evaluation responsibilities. MOH uses 1C 
accounting software for inventories and assets tracking, which is further publicly disclosed in 
register of medicines, medical equipment and supplies website  www.pharm.kg. MOH-PIU will 
use the same platform for assets management procured under ADB COVID-19 project. The 
existing procurement specialist will be outposted to MOH-PIU, on an as-needed basis. 
 

B. Mandatory Health Insurance Fund 

11. MHIF will administer funds for refurbishment of 8 hospital wards and top-up salary and 
hardship allowance to health workers under output 2. MHIF’s role will be limited to collecting 
supporting documents from 8 hospitals, record individual contract for refurbishment and monitor 
the contractual payment compliance, record additional payments to individual health-workers, 

http://www.pharm.kg/
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including top-up salary and hardship allowance, channeling funds to hospitals, and preparing 
financial reporting of activities at the facility level. The methodology for funds transfer will follow 
the same modality agreed between the Government and the World Bank, subject to ADB review 
and approval, once finalized by the government. Once formalized, the PAM will be updated. 
 
12. MHIF is managing state budget allocation and individual payments for the medical 
services payable by individuals, since 1996 when it was established. On 7 September 2018, by 
the government decree No.420 the MHIF became a statutory body of the government. MHIF has 
an account in the Treasury of the country, being state agency. Current accounting policies abide 
with the national guidelines as issued by MOF, which complies with International Public Sector 
Accounting Standards. With ADB projects categorized as on-budget expenditures, payment data 
uploaded to 1C software provide the backbone for the accounting system for report generation. 
All MHIF accounts are reconciled monthly. 

 
13. The World Bank has conducted financial management assessment of MHIF in 2017 and 
in April 2020 updated FMA under World Bank COVID-19 project. The updated FMA confirmed 
that financial management arrangements are in place considering the experience and existing 
capacity at the MHIF for the project implementation. ADB FMA considered the capacity of MHIF 
based on WB FMA, FMAQ, staffing, accounting and financial reporting systems, eProcurement 
system – 1C software platform, financial information systems, and internal and external auditing 
arrangements, including annual performance audit. However, the existing government audits are 
not reliable and thus special audits are planned. The FMA assessed the pre-mitigated financial 
management risk of MHIF as “Substantial”.  
 
14. Eight designated hospitals1 for funds transfers mechanism. While noting the strengths, 
of the MHIF FMA, separate accounts in the treasury system for designated eight hospitals to 
ensure transparency and accountability of the funds for refurbishment and payments to health 
workers, and MOH adopting coherent operating instruction on funds transfer mechanism 
acceptable to ADB regulated by disbursement condition, the FMA assessed the pre-mitigated 
financial management risk of involvement of 8 designated hospitals as “Substantial”. 
 
15. The MHIF will act as a payment agent for part of Output 2 amounting to US$2M and will 
handle funds transfer to eight designated hospitals, cover minor refurbishment works, including 
repair of handwashing and hygiene facilities, electrical and sewage repairs, staff and patient’s 
safety, temporary housing needs for health workers and payments to health workers, including 
salary top-up and hardship allowance. For each of the designated hospitals the treasury will open 
a designated account code for the MHIF payments that will allow better funds trackability, 
accountability and transparency. MHIF, upon receipt of funds from MOF-PIU ADB designated 
advance account, is required to make payments within 3-5 working days, as approved by MOH 
and MOF-PIU. The following mechanism for funds transfers from MOF-PIU through MHIF to the 
hospitals will apply: 
 

• the refurbishment works - medical facilities hold tenders on-site, conclude contracts, carry 
out repair works, sign acceptance certificates, receive invoices for payment and send 
copies of all these documents to the MHIF and MOF-PIU with attached copies of all 
supporting documents. After checking of all the supporting documents, the MOF-PIU pays 
form ADB designated advance account to the MHIF, which distribute the funds between 
medical facilities, according to the concluded contracts. After making payment for 
refurbishment works, MHIF within 15 business days, will provide copies of documents to 

 
1 List of designated eight hospitals provided in project administration manual (PAM), linked document 4 to RRP. 



5  
 

MOF-PIU, confirming the payment to final beneficiaries, as approved. 
 

• the payment to health workers, including top-up salary and hardship allowance - MHIF/ 
MOH compile the lists of health workers, calculate all necessary supplementary payments 
incurred/earned by health workers, and send an application to the MOF-PIU with copies 
of expense sheets. After checking all the supporting documents, the MOF-PIU pays from 
the ADB advance account, the application of the MHIF, which distribute the funds between 
the medical facilities according to the expense sheets, as approved. After the payments 
to health workers is made, MHIF will provide to the MOF-PIU the copies of the documents 
confirming the payment to individual health worker within 15 business days. 

 
16. The advance fund and statement of expenditure (SOE) procedures are considered 

appropriate for MOF-PIU for management of eligible expenditures while maintaining the 
prevailing ceiling. Advance account will be opened in commercial bank and will be managed 
by MOF-PIU. The MHIF will use its account within the state treasury system. 

 
C. Internal Audit 

17. The internal audit function is generally frail across the government. MOF and MOH has 
internal audit function. Currently, internal audit function is not covering the review of MOF-PIU or 
World Bank projects, however, the MOF-PIU is subject to annual audits by Chamber of Accounts, 
Anticorruption Agency, Special Council, Procuracy office. However, the existing government 
audits are not reliable and thus special audits are planned for project purpose, which is consistent 
with Substantial pre-mitigated financial management risk.  
 
18. MHIF has internal audit function that was established since 2006 and it has 8 staff with 
experience varying from 5-20 years, including experience in MHIF. The internal audit function is 
independent and reports to the Management of MHIF and to the Audit committee led by MOF.  
 

D. External Audit 

19.  External independent auditors for the project financial statements would be recruited 
following ADB’s procedures for recruitment of consultants. They will carry out an audit following 
the International Standards of Auditing and provide an opinion on the project financial statements. 
In addition, they will be required to provide an opinion on the use of loan and grant proceeds, and 
compliance with project covenants. They will also provide a management letter highlighting any 
weaknesses identified during their audit of the internal control systems.  
 
20. Both MOF-PIU, and MHIF will be subject to external financial annual audit and special 
audit for accountability, transparency, internal control, financial reporting, as required for 
emergency assistance support. Additionally, MHIF will be subject to regular annual audit by the 
Chamber of Accounts, as required by the MOF regulation.  
 

E. Financial Reporting and Monitoring 

Table 1: Summary of Required Financial Reports 

Report Frequency Basis Duration Due date 

Project expenditures 
forecast 

Semi-annual Annual Term of project Every six months after 
commencement of project. 
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Report Frequency Basis Duration Due date 

 

Audited Annual 
Financial Statements 

Annual Annual Annual Within six months after the end of 
financial year. 

 

Special Audit  2 reports Mid-term 
review  

Project 
completion 

60 days for each 
review 

 Within 2 months after Mid-term 
review completion and within 6-
months after project completion 
before loan closing. 

Source: Asian Development Bank.  

F. Information Systems 

21. MOH, MOF-PIU and MHIF use 1C software for budgeting, accounting and financial 
reporting. MHIF additionally use 1C package for e-Procurement purpose. 
 

G. Funds Flow Mechanism 

FIGURE: FUNDS FLOW MECHANISM 

 

MHIF= Mandatory Health Insurance Fund 
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H. Risk description and rating 

22. The FMA considered inherent risks and control risks. The key risks identified are 
presented in the table below: 
 

Table 2: Financial Management and Internal Control Risk Assessment 

Risk Type 
Risk 

Assessment Risk Description Mitigating Measure 

Inherent Risks 

Country 
specific 

Moderate The Project funds are 
vulnerable to risks due to fiscal 
challenges of the government. 

Government contribution is in-kind. 

Project 
Specific  
 

Moderate MOF’s arrangements might not 
be sufficiently robust to ensure 
accelerated availability and 
tracking of funds for the Project. 
 

A dedicated bank account shall be 
opened and maintained with 
commercial bank, for managing the 
Project funds. MOF shall ensure that 
funds are timely released and made 
available for the Project activities. 

COVID-19 
Emergency 
funds 
government’s 
accountability 
specific   

Substantial The government accountability 
for emergency fund expenditure 
is not robust and pose the risk 
of mismanagement   

Two annual financial audits, including 

retroactive financing period and two 

special audits to be performed at the 

mid-term review and post-project 

completion. 

  
Additional measures being agreed 
with IMF through its Letter of Intent, 
which is expected to be in effect upon 
approval after 8 May 2020, to 
enhance procurement transparency 
such as ex-post audit by Audit 
Chamber and publishing of bidding 
documents. 

Controls Risks 

Executing and 
Implementing 
entity  

Moderate The implementing entity might 
not have sufficient systems and 
controls to ensure that the 
project’s financial management 
activities are adequately 
governed.  

The MOF-PIU is subject to internal 
audit by the Chamber of Accounts 
and external annual financial audit by 
an independent auditor, acceptable 
to ADB, and special purpose audits. 
The MOF-PIU will be required to 
ensure that project funds are subject 
to audit by the chamber of accounts.  

Staffing  Moderate The MOF-PIU that currently 
also manage 3 WB projects 
might not be sufficiently staffed 
to timely respond to ADB 
project needs. 

An additional disbursement specialist 
will be appointed for the project.  
 
MOH-PIU will be responsible for 
procurement and other project 
implementation functions and will 
have additionally 5 staff and will be 
supported by MOF-PIU procurement 
staff. 

Funds flow and 
disbursement 

Substantial The Project funds might not be 
timely available for the Project, 
and trackable to validate their 

MOF will ensure timely release of 
funds, proper recording of financial 
transactions, timely payments and 
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Risk Type 
Risk 

Assessment Risk Description Mitigating Measure 

utilization for intended 
purposes. 

facilitate annual audits of project 
financial statements. 
 
Funds to MIHF will be disbursed 
through designated treasury 
accounts to be opened for each of the 
eight hospitals for better funds 
tracking. The specific timelines are 
recommended on MHIF for the 
payments. 

Financial 
reporting and 
external audit  

Moderate The Project might not have 
adequate accounting and 
reporting systems and controls 
to ensure timely and accurate 
recording of the Project 
financial transactions, and 
generation of timely and reliable 
financial reports to provide true 
and fair view of the Project’s 
financial performance and 
position. 
 

MOF-PIU has adequate capacity to 

manage project funds and audit 

requirements under ADB and WB 

projects.  

 

Internal audit  Substantial The Project might not be 
subject to sufficient and 
appropriate internal audit 
arrangements. 

 

The MOF-PIU is subject to internal 

audit by the Chamber of Accounts. 

The project included 2 annual 

financial audits and 2 special audits 

to address the risk of weak internal 

controls due to gaps in existing 

internal and external audit structures 

and limited staff strength. 

 

The MOF-PIU will be required to 

ensure that project funds are subject 

to independent external annual 

financial audits and special audits 

performed at mid-term review and 

within 6-months after project 

completion. 

Information 
systems 

Moderate The information systems might 
not be sufficient to ensure 
accurate recording and 
reporting of the Project’s 
financial transactions. 

1C software platform will be used for 

accounting and financial reporting of 

project funds. The software has 

certain limitations with respect to 

report generation however the 

finance team will include manual 

checks to ensure alignment of 

accounting records and reports. 

Inventory 
management 

Substantial  The inventories and health 
equipment procured under the 
project might not be adequately 
safeguarded from the risks of 
theft and misuse.  

MOH will track supplies and 
equipment using 1C software 
platform and publish the register in 
existing MOH managed website 
www.pharm.kg . The register exists 

http://www.pharm.kg/
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Risk Type 
Risk 

Assessment Risk Description Mitigating Measure 

in Russian but is not available in 
English. 
 
Funds to MIHF will be disbursed 
through designated treasury 
accounts to be opened for each of the 
eight hospitals.  

MHIF funds 
transfer 
mechanism 

Substantial MHIF Funds trackability  
 
 

Separate designated treasury 
account codes for 8 designated 
hospitals to better transparency and 
accountability. 
 
Disbursement condition is added to 
ensure that no funds transfers to 8 
designated hospitals are released 
until MOH adopted the detailed 
operating mechanism, acceptable to 
ADB and WB.  
 
Annual financial audit with separate 
opinion on the use of ADB funds by 
MHIF and 8 designated hospitals. 
 
Project will have 2 special purpose 

audits, one at mid-term review and 

other within 6-months after the loan 

closing. 

 
I. Risk Mitigating Measures 

23. Risk mitigating measures to partially manage the weaknesses in the financial 
management process include: 
 

Table 3: Timebound risk mitigating measures 
 

Risk Mitigating measure Timeline Accountable and responsible 

Competent MOF-PIU financial 
management team experienced 
in implementing will manage the 
fiduciary aspects of the project 
 

Before project effectiveness, 
MOH will formalize 
establishment of the PIU with 
joint support of MOF-PIU on 
fiduciary measures 

MOH, MOF 

MOH will be supported by MOH-
PIU and MOF PIU with clear 
segregation of duties between 
MOH-PIU for procurement and 
project monitoring and MOF-PIU 
for fiduciary oversight. 

Before project effectiveness, 
MOH will formalize 
establishment of the PIU with 
joint support of MOF-PIU on 
fiduciary measures 

MOH, MOF 

For implementation of support to 
8 designated regional hospitals 
including refurbishment and 
payments to health workers, 
MHIF with adequate financial 

Before any disbursements to 8 
hospitals using ADB funds, MOH 
will develop and adopt coherent 
operating instruction for funds 
transfer management involving 

MOF, MOH, MHIF,  
8 Hospitals 
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management and management 
information system will be 
involved to manage payments 
and track individual procurement 
transactions. 

MHIF. The operating instruction 
need to be acceptable to ADB 
and WB.  

Disbursement condition will 
further help to the MHIF funds 
flow transfer to eight designated 
hospitals by MOH developing 
and adopting instructions to 
disburse and account for funds 
sent to the health care facilities. 

Reflected in the Loan 
Agreement. 

ADB, MOF, MOH 

The project included 2 annual 

financial audits and 2 special 

audits to address the risk of weak 

internal controls due to gaps in 

existing internal and external 

audit structures and limited staff 

strength 

Annual financial audits are due 
within 6-months from the 
reporting year, typically by June 
of the subsequent year. 
 
Special Audit to cover 
transparency, accountability, 
internal control, financial 
obligations, of MOF, MOH, and 
MHIF and will be submitted 
within 60 days after mid-term 
review mission and within 6-
months after project completion. 

MOF, MOH, MHIF 

Ensuring timely resolution of 
audit issues on an ongoing basis. 

Ongoing basis. MOF, MOH, MHIF 

Ensuring adequate government 
accountability measures for 
emergency funds spending 

 

Two annual financial audits, 

including retroactive financing 

period and two special audits to 

be performed at the mid-term 

review and post-project 

completion. 

  
Additional measures being 
agreed with IMF through its 
Letter of Intent, which is 
expected to be in effect upon 
approval after 8 May 2020, to 
enhance procurement 
transparency such as ex-post 
audit by Audit Chamber and 
publishing of bidding documents. 

MOF, MOH, Republican HQ 
task force on COVID-19 
response committee chaired by 
the Prime minister. 

 

ADB = Asian Development Bank, COVID-19 = coronavirus disease 2019, MHIF= Mandatory Health Insurance Fund 

MOF = Ministry of Finance, MOH = Ministry of Health, PIU = project implementation unit. 


