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1. DESCRIPTION OF THE PROJECT 

 
On December 29, 2014 the Republic of Azerbaijan (the “Borrower” or “GOA”) and Asian 

Development Bank (the “ADB”) has been signed Loan Agreement 3144-AZE for the 

implementation of the Second Road Network Development Investment Program, Project 2 (the 

“Project”). 
 

ADB agreed to lend to the Borrower from ADB's ordinary capital resources an amount of  

USD 250,000,000 (two hundred fifty million US Dollars). The amount may be converted from time 
to time through a currency conversion in accordance with the provisions of the loan agreement. The 

objective of the Project is to build an adequate, efficient, safe, and sustainable road network linking 

the Republic of Azerbaijan domestically and internationally. Initially, the Project was expected to be 
completed by June 30, 2020. The revised project closing date is June 30, 2021. 

 

The Project consists of the following components: 

 
a) construction of approximately 30 km of four-lane road section between the towns of Jalilabad 

and Shorsulu on the new Masalli-Shorsulu motorway; 

b) project implementation support for construction supervision and program management covering 
planning, procurement, Project implementation, financial management and compliance with 

safeguard requirements; 

c) mainstreaming of road safety audits and improvements, development of road and pavement 
standard and guidelines, and development of performance based maintenance contracts; 

d) rehabilitation of approximately 55 km of the M5 (Yevlakh-Azagatala-Georgian border) road and 

connecting R57 (from M5 to Shaki) road and installation of tolling system along the M3 

motorway.  
 

Counterpart financing, as stipulated by the loan agreement, is to be provided by the Government of 

the Republic of Azerbaijan. 
 

 

2.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 

Statement of compliance 
 

The Special-Purpose Financial Statements have been prepared on the cash basis of accounting in 

conformity with the International Public Sector Accounting Standards (“IPSAS”) “Financial 
Reporting issued by the International Public Sector Committee of the International Federation of 

Accountants (“IFAC-PSC”) and incorporate the principal accounting policies from the “Guidelines: 

Handbook for Borrowers on the Financial Management and Analysis of Projects” financed by the ADB. 

  

Other basis of preparation criteria 
 

The Special-Purpose Financial Statements are prepared under the historical cost basis of accounting. 

Source funding and government contributions are recognized when the related cash is received or 

paid out on behalf of the Project. Expenditures are accounted for on the basis of actual disbursement 
of funds from account of the Project. 
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Foreign currency transactions and translation 

 

The Project uses the United States Dollar (“USD”) as its functional currency for following reasons: 
 

a) ADB’s funding is received in USD;  

b) Budgets and financial reports for the Project are prepared in USD. 
 

Balance sheet monetary items denominated in currencies other than USD have been translated into 

USD using the exchange rate of the Central Bank of Republic of Azerbaijan (“CBRA”) effective as 

at appropriate date. All income and expense transactions denominated in currencies other than USD 
are converted into USD using the exchange rate of the CBRA prevailing on the date of transaction. 

At December 31, 2019 the official AZN/USD exchange rate set by the CBRA was 1.70 (2018: 

AZN/USD 1.70). 

 
 

3. BUDGET OF FUNDING 
 

The categories of budget of funding are summaries below according to the Loan Agreement: 
 

Allocation and Withdrawal of Loan Proceeds  

Category ADB Financing 

Number Item Total Amount Allocated for ADB 

Financing  

Basis for Withdrawal 

from the Loan Account 

Original Revised 

1 Works 200,000,000 220,000,000 100% of total expenditure 

claimed* 

2 Consulting Services 20,000,000 20,000,000  

2A Construction supervision 7,000,000 14,200,000 100% of total expenditure 

claimed* 

2B Program and Project 

management support 

5,500,000 5,500,000 100% of total expenditure 

claimed* 

2C Studies for transport sector 

governance 

6,000,000 - 100% of total expenditure 

claimed* 

2D Sector capacity development 1,200,000 - 100% of total expenditure 
claimed* 

2E Project external audits 300,000 300,000 100% of total expenditure 

claimed* 

3 Unallocated 30,000,000 10,000,000  

     

 Total 250,000,000 250,000,000  

 
 

*Exclusive of taxes and duties imposed within the territory of the Borrower. 

 

 

4. CUMULATIVE USES OF FUNDS 
 

As at December 31, 2019 and December 31, 2018, cumulative uses of funds for the Project comprise 
the following: 
 

 December 31, 

2019 

 December 31, 

2018 

    

ADB share **158,288,601  121,481,342 
Government of Azerbaijan share 28,952,056  21,577,103 

    
Total cumulative uses of funds 187,240,657  143,058,445 
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**Difference between ADB disbursements (USD 158,374,222) and project expenditures  

(USD 158,288,601) in the amount of USD 85,621 represents closing balance of advance account (USD 

82,584), cash on hand (USD 582), cumulative amount of foreign exchange gain differences USD 698 and 
cumulative amount of net transfers between Advance account and the Project account (USD 3,153).  
 

 

5. APPLICATIONS FOR WITHDRAWAL SCHEDULE 

 
As at December 31, 2019 and December 31, 2018, ADB funding requested by the Project comprise 

the following: 
 

Application Withdrawal No. Total amount 
  

Application for withdrawal No 51 (direct payment)  105,414    
Application for withdrawal No 52 (direct payment)  554,283    
Application for withdrawal No 53 (direct payment)  2,217,133    

Application for withdrawal No 54 (direct payment)  623,838    
Application for withdrawal No 55 (direct payment)  2,495,498    
Application for withdrawal No 57 (Replenishment) 134,190 

Application for withdrawal No 58 (direct payment)  68,005    
Application for withdrawal No 60 (direct payment)  275,331    
Application for withdrawal No 61 (direct payment)  1,123,083    
Application for withdrawal No 63 (direct payment)  323,942    

Application for withdrawal No 64 (direct payment)  1,295,846    
Application for withdrawal No 65 (direct payment)  393,215    
Application for withdrawal No 66 (direct payment)  1,557,060    

Application for withdrawal No 67 (direct payment)  159,841    
Application for withdrawal No 69 (Replenishment) 193,004 
Application for withdrawal No 70 (direct payment)  58,920    

Application for withdrawal No 73 (direct payment)  727,779    
Application for withdrawal No 74 (direct payment)  162,283    
Application for withdrawal No 75 (direct payment)  535,773    
Application for withdrawal No 76 (direct payment)  1,969,594    

Application for withdrawal No 77 (direct payment)  146,155    
Application for withdrawal No 78 (direct payment)  323,730    
Application for withdrawal No 79 (direct payment)  494,106    

Application for withdrawal No 80 (direct payment)  1,976,231    
Application for withdrawal No 81 (direct payment)  332,976    
Application for withdrawal No 82 (direct payment)  2,137,871    
Application for withdrawal No 83 (direct payment)  780,742    

Application for withdrawal No 84 (direct payment)  3,296,455    
Application for withdrawal No 85 (direct payment)  170,058    
Application for withdrawal No 86 (direct payment)  324,406    

Application for withdrawal No 87 (direct payment)  39,393    
Application for withdrawal No 88 (Replenishment) 198,859 
Application for withdrawal No 89 (direct payment)  399,517    
Application for withdrawal No 90 (direct payment)  1,516,119    

Application for withdrawal No 91 (direct payment)  438,633    
Application for withdrawal No 92 (direct payment)  1,818,102    
Application for withdrawal No 93 (direct payment)  752,744    

Application for withdrawal No 94 (direct payment)  2,186,236    
Application for withdrawal No 95 (direct payment)  279,003    
Application for withdrawal No 96 (direct payment)  430,254    

Application for withdrawal No 97 (direct payment)  741,806    
Application for withdrawal No 98 (direct payment) 3,027,924 

  
Total applications ADB funding during the year ended December 31, 2019 36,785,352       

 

Total applications ADB funding during the year ended December 31, 2018 33,555,723 
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6. METHOD OF DISBURSEMENT 

 

The methods of disbursement for the financing were as follows: 
 

Advance – ADB advances loan proceeds into the Advance Account of the Borrower to finance 

eligible expenditure as they are incurred and for which supporting documents will be provided at a 

later date. 

 

Direct Funding – ADB makes payments, at the Borrower’s request, directly to a third party for 

eligible expenditure. 
 

Reimbursement Procedure – ADB reimburses the Borrower for expenditure eligible for financing 

pursuant to the loan agreement (“eligible expenditure”) that the Borrower has pre-financed from its 
own resources. 

 

7. METHOD OF WITHDRAWAL 

 
The methods of withdrawal were as follows: 

 

ADB Advance Account 

 

Advance Account is Advance disbursement accounts of the Project to effect the payment of eligible 

expenditure, within defined limits, which do not require individual authorization from the ADB.  
 

Available amounts were drawn down within the limits determined by the relevant loan agreement for 

the payment of eligible expenditure for contractors from the Advance Account. 

 

Project account 

 

The Project maintains a separate account where the GOA funds are accumulated. The funds are 
further disbursed to pay VAT and WHT for the payment to contractors and consultants. Any unused 

balance on the Project account at December 31 is carried forward to next financial year. 

 

Statement of expenditure (“SOE”) 

 

The statement of expenditures (SOE) procedure is used for reimbursement of eligible expenditures 

for Project management support and individual consultants and to liquidate advances provided into 
the Advance account, in accordance with ADB’s Loan Disbursement Handbook and detailed 

arrangements agreed upon between the Borrower and ADB. 

 
 

8. OPERATING ENVIRONMENT 

 

The Project’s principal business activities are within the Republic of Azerbaijan. Laws and 
regulations affecting the Project’s operations in the Republic of Azerbaijan are subject to rapid 

changes and the Project’s operations could be at certain level of risk due to changes in the political 

and business environment. 
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9. EVENTS AFTER REPORTING PERIOD 

 

In late 2019 the outbreak of coronavirus occurred in Wuhan, China. The situation at December 31, 
2019 was limited in number of reported cases and geography and therefore this event was considered 

as non-adjusted event for the financial reporting purposes. However, after January 2020 the situation 

changed drastically, and on March 2020 the World Health Organization (WHO) announced that the 

coronavirus outbreak can be characterized as a pandemic.  
 

Many governments, including the government of Azerbaijan Republic have introduced various 

measures to combat the outbreak, including travel restrictions, quarantines, closure of business and 
other venues and lockdown of certain area. These measures have affected the global supply chain as 

well as demand for goods and services and resulted in significant disruption to business operations 

and a significant increase in economic uncertainty, with more volatile asset prices and currency 
exchange rates, and a marked decline in long-term interest rates in developed economies. These 

government responses and their corresponding effects are still evolving. 

 

These events and conditions create a level of uncertainty and risk that companies may not have 
encountered before, and may result in significant financial reporting implications.  

 

Currently, the management is working on action plans under different scenarios of future 
developments. The Project Implementation Unit does not expect any major disruption to its business 

plan and operations due to the pandemics. 

 




