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INDEPENDENT AUDITOR'S REPORT
by HLB Marka Audit Ltd.
on the financial statements
CAREC Corridor 1 and 3 Connector Road Project,
Loan No.3432- KGZ (SF) / Grant No. 0496 — KGZ (SF)
for the period from 23 May to 31 December 2017 and
for the year 1 January 2018 to 31 December 2018

Asian Development Bank

Ministry of Transport and Roads
of the Kyrzyz Republic

Qualified vpinion

We have audited the accompanying financial statements of the CAREC Corridor | and 3 (Connecior Road
Project, Loan No.3432- KGZ (SF) / Grant No. 0496 — KGZ (5F) (hereinafter the “Project™) being
implemented by the Ministry of Transport and Roads of the Kyrgyz Republic along with the Investment
Projects Implementation Group of the Asian Development Bank (together “Organization™) and financed by
{he ADB according to the Loan Agreement Loan No.3204 - KGZ (SF)/Grant No. 0418 — KGZ (SF) signed
on 2 December 2016 (hereinafier the *Agreement”) and co-financed by the Government of the Kyrgyz
Republic ("GKR™), The financial statements comprise the Statement of Financial Position as for December
31" 2018, Report on the sources and use of funds for the period from May 21" to December 317 2017 and
for the vear ended December 31" 2018, Report on Cash flow for Special Account of Grant 0496 KGZ (SF)
on December 31 2018, and also summary of main accounting policies and other explanatory notes.

In wur opinion,

e The accompanying Project financial statements for the period from 23 May to 31 December 2017 and
the year ended 31 December 2018 have been prepared, in all material respects, in accordance with the
International Public Sector Accounting Standard: Financial Reporting under the Cash Basis ol
Accounting. requirements of the ADB and the relevant articles of the Agrecment;

o the Organization, in all material respects, used all the funds provided to the Project in accordance with
the conditions of the Agreement, with due attention to the economy and efficiency, and only for the
purpases for which the funds were provided. except for the section "Basis for qualified opinion” of ovr
auditor’s report!

e the co-financing funds of the GKR were provided and used in accordance with the conditions of the
Agreement and only for the purposes of financing;

e the goods and services for the implementation of the Project were purchased and provided in accordance
with the requirements of the Agreement, including specific norms of the procurement handbook issued
by the Asian Development Bank:

e with respect to Statements of Expenditures, adequate supporting documentation has been
maintained to support claims to the Asian Development Bank for reimbursement of expenditures
incurred;

e the cash Mow of funds of the special account and its balance and also the relevant documentation and
information supports accompanying may truly rely on the applications for the replenishment in
accordance with the requirements stipulated by the Agreement.

Basis for the qualified ppinion

As stated in Note 1(b) to the financial statements, by the category of «Advance of the design and estimaw
documentation” the payment of expenses at the expense of the ADB should be 100%, excluding taxes and
duties charged in the territory of the Project implementation. Though the Project has paid to the consultant
«lapan Overseas Consultants Co. Ltd» Lo compensate its expenses, which including indirect taxes (VAT and
Sules taxes). The abovementioned cxpenses, including payments for seological, geodesic researchers,
acquisition of fuels and lubricants, goods and services were fully repaid at the expense of the ADB Grant
Ne.0496 KGZ (SF), and the amount of the indirect taxes paid at the expense of the Grant No. 0496 KGZ
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(SF) for the period from 23 May to 31 December 2017 in the amount of USD 16.540 and for the year 2018 in
the amount of LISD 415 Thus, as of the reporting ate the linancing funds and expenses at the expense of the
ADB Grant No. 0496 KGZ (SF) were exceeded on the stated amount and shares of expenses of the
Government of the Kyrgyz Republic, stipulated by the Agreement, were not observed.

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities
under those standards are further described in the “Auditor's Responsibilities for the Audit of the Financial
Statemenls” section of our report. We are independent of the Organization in accordance with the
International Ethics Standards Board for Accountants' Code of Ethics for Professional Accountants (IESBA
Code} together with the ethical requirements that are relevant to our audit of the financial statements in the
Kyrzvz Republic, and we have fulfilled our other ethical responsibilities in accordance with these
requirements and the IESBA Code. We believe that the audit evidence we have abtained is sufficient and
appropriate to provide a basis for our opinion.

Emphasis of matters: accounting basis and restriction on use and material uncertainty regarding the on-
poing activities

We are paying your attenlion to the Note 2 1o the financial statements, which are describing the accounting
method. The Project financial reporting are prepared to assist the management of the Organization to be in
compliance with the requirements of the ADB and the GKR, resulting from which the Project financial
statements are not 1o be used for the other purpose.

We arc also paying your attention to the Note [(d) to the linancial statements, which describes that in
connection with the initiation of a criminal case in accordance with the articles of the Criminal Code of the
K yrgyz Republic on the abusc of functions and bribe in the auditing period. During the auditing period in the
Project there were expropriated original documents testifying the preparation, carrying out and resuls of
tender on the performance of road and construction works on the Project, by the law-cnforcemenl apencies

in conneclion with the initiation of a criminal case in accordance with the articles of the Criminal Code of the
Kyreyz Republic (on the abuse of Tunctions and bribe). The management of the Project is not able to predict
the outcome of the case and the response of financing parties (donors) on the on-going activities of the
Project. Thus, we do not express our modified opinion on the matter.

Respousibitities of Manugement and Those Chuarged with Governance for the Project Financial
Statermerts

Management of the Organization is responsible for the preparation and fair presentation of these financial
ciatements in accordance with the conditions of the Agrecment, the guidelines of the Asian Development
Bank and the International Public Sector Accounting Standard: Financial Reporting under the Cash Basis of
Accounting, described in Note 2. and for maintaining internal control system which the management
consider relevant to the preparation and fair presentation of financial statements that are free from materic!
misstatement, whether due to fraud or error.

Thaose charged with governance are responsible for overseeing the Project’s financial reporting process.
While preparing the financial stalements the management of the Project is responsible for assessment of the
Projeet’s capabilily to continue 115 activities, or disclosures of information in relevant cases, related to the on-
going activities, except for the cases when the management intends to close the Project. to terminare s
activities or when the Project does not have any other alternatives but to do so.

Auditor's Responsibilities for the Audit of the Financial Statements

Our chjectives are to obtain reasonable assurance about whether the [inancial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor’s repart that includes our
apinion. Reasanable assurance is a high level of assurance, but is not a guarantee that an audit conducted i
aecordance with the International Standards of Auditing will always detect a material misstatement when it

exists,

Misstatements can arise from Ffraud or error, and are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the cconomic decisions of users taken on the basis of these

[Tnancial statements.,
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As part of an audit in accordance with the International Standards of Auditing, we exercise professional
judgment and maintain professional scepticism throughout the audit, We also:

[dentify and assess the risk of material misstatement of financial statements, whether due to fraud or
errors, design and perform audit procedures responsive to those risks; and obtain audit evidence that
is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from errors, as fraud may involve
collusion, forgery. intenticnal omissions, misrepresentations, ot the override of internal control;
Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Project’s internal control;

Fvaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related diselosures made by management;

Conclude on the appropriateness of management's use of the going concern basis of accounting and.
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Project’s ability to continue as a going concern. [f
we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s
report to the related disclosures in the financial statements or, if such disclosures are inadequate, 0
modify our opinion. Our conclusions are based on the audit evidence obtained up to the date of our
auditor's report, However, future events or conditions may cause the Project to cease to continue as a
going concern;

Gvaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in
a manner that achieves fair presentation.

Obtain findings and other relevant auditor’s evidences regarding financial information of the
enterprise or business activities inside of the Organization o express our opinion regarding financial
statements.,

We are responsible [or direction, supervision and fulfillment of an audil. We are solely responsible for our
auditor’s report,

We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant defliciencies in internal
control that we identify during our audit.

HLB MARKA AUDIT LTD.
License registration No. 0146 dated November 13, 2018, issued by the
Public Service of Regulation and Supervision over the Financal Market
updler the Government of the Kyrgyve Republic;
Reaistration certificate No.4850-3301-000 issued by the Kyrgyz Republic
Ministry of Jusiice dated Jarary ML 2009
%@?‘E}’bf@?i@ﬂ'm&' Sireet, Bishbe,
/ CThe Kyrmz Repablic, Telephone/fu: (312) 32.05-75
Vi AN, o -*
: HLE farl. 5 : Vil .| ﬁ/
| Gil-Shuldyakova, Audit Director
L Owalifted Audiiby Certificate No.0122 of 23 June 2011
‘CAP Certificate Nt 0003471 uf 13 April 2003
o THplER YRS |~ Certificate No 1639875 of 13 March 2005
S L4 Certifivate No.207031-1 of 27 July 2017
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Oualified Auditor Certificate No 00222 of 31,10, 20401
DiplFR (Rus.) - Certificate No, | 765245 of 09, f2.2040
(AP Certificate No. 0007812 of 13.12.2007

19 June 2019
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Management Lefter
CAREC Corridors 1 and 3 Connector Road Project
Loan No, 3432-KGZ(SF)/ Grant Ne 0496-KGZ(SF)

MANAGEMENT'S STATEMENT ON RESPONSIBILITY
FOR PREPARATION AND APPROVAL OF THE PROJECTS’ FINANCIAL
STATEMENTS

The statement belaw, which should be considered together with the description of responsibilities or
independent auditors, accompanied the report of independent auditors, is made with the purpose to
distinguish the responsibilities of auditors and the management of the Ministry of Transport and Roads of the
Kyriyz Republic along the Investment Projects Implementation Group (hereafier both the *COrganization™) i
respect of the financial statements of the CAREC Corridors | and 3 Connector Road Project (hereinatter the
“Projeet’ ). The management of the Organization is responsible for the preparation of the financial statements
of the Project financed by the Asian Development Bank’s L.oan No.3432-KGZ (SF) and Grant Mo 0496 —
KGZ (SF), dated 2 December 2016, that presents fairly, in all material respeets, the financial position as of
3| December 2018, sources and uses of the Project funds for the period from 23 May to 31 December 2017
and for the vear ended | December 2018, and the cash flows on the special account of Grant (496 KGZ (3F)
as of 31 December 2018 in accordance with the International Public Sector Accounting Standard: Financial
Reporting under the Cash Basis of Accounting and requirements of the Asian DDevelopment Bank and
relevant articles of the Financing Agreement (Special Operations),

When preparing the Project financial statements, the Management of the Crrganization is responsible for:
s selecting appropriate accounting principles and using those consistently:
o application of reasonable estimations and caleulations,
o compliance with the Asian Development Bank’s requirements and disclosure of all material
discrepancies from the specified standards in comments to the financial statements.

The Management of the Organization is also respensible for:

s develapment, implementation and provision of effective and safe internal control system in the
Project;

e maintenance of accounting system that permits to provide information on financial status of the
Project with a specified degree of accuracy at any given lime and assure financial statements
compliance with requirements of the Asian Development Bank;

¢ taking measures for ensuring the Project’s assets integrity within the terms of its reference,

s detection and prevention of fraud and other misuses,

These financial statements for the period from 1 May 2017 to 31 December 2017 and for the year ended
31 December 2018 were approved by the Management of the Organization on 19 June 2019,

For and on behalf of the Management of the Organization:

c:f:_:j___:_,_ f
&) f Y
J8. I:L-:u"s.ir.m.f.»'lt.'1

Minister of Transport and Roads
of the Kyrgy: Republic

19 June 201%
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CAREC Corridors 1 and 3 Connector Road Project
Loan No. 3432-KGZ(SF)/ Grant N2 0496-KGZ(SF)

Statement of Financial Position
As of 31 December 2018
(Arnounts in the tables below are shown in usD

31 Pecember

31 December

~Note 2018 2017
ASSETS:
Cash assets 4 37.033 36,207
Project expenses 7 7.282,672 490,302
Cxchange rate difference 4 3813 (3}
TOTAL ASSETS 7,323,518 526,506
LIABILITIES:
ADB Loan No.3432 -KGZ5F) 5 3,545,333 -
ADB Grant No.0496 -KGZ(SF) 5 2,558,139 498,316
Co-financing of the Government of KR 5 1,206,017 19,960
(rther receipts b 14,027 8.230
TOTAL LIABILITIES 7,323,518 526,506
=L ,
L, ,
J.S. Beishenov, R.A. Satybaldiey,
Minister of Transport and Roads Director of ADB IPIG
of the Kyrgyz Republic



CAREC Corridors 1 and 3 Connector Road Project

Loan No. 3432-KGZ{SF) Grant Ne 0496-KGZ(SF)

Statement of Sources and Uses of Funds

For the period from 23 May to 31 December 2017 and for the year ended 31 December 2018
(Amounts 0 the tables below are shown in USDY)

From the From the
beginning of  From 23 peginning of
the Project to  May to 31 the Project to
31 December December 31 December
Note 2018 2018 2017 2017
Opening balance, including: 4 36,207 - - -
ADB Grant No. 0496 -KGZ 28,041 - - -
Other fiuds 8.166 - -
Financing sources:
ADE Loan No, 3432 -KGZ 3,545,335 3,545,335 - -
ADR Gromt No. (1496 -KGZ 2,059,823 2.558.139 498,316 498.316
KR Governmient 1,186,057 1,206,017 19.960 19.560
Total financing: 5 6,791,215 7,309,491 518,276 518,270
Net other receipts: ] 5,797 14,027 8,230 8,230
Total other receipts 6,833,219 7,323,518 526,506 526,506
Project expenses: i
1 Works
ADB Loan Neo. 3432 -KGZ 3,543,335 3,545,335 - 2
ADR Grant No. (496 -KGE 1,467,035 1,467,035 - =
KR Covernment 1,099.973 |,099.973 2 -
6,112,343 6,112,343 - -
2 Consulting services
Grant No, 0496 -KGZ 269,363 283.224 13.861 13,861
KR Government 22077 23617 1.540 1,540
291,440 306,841 15,401 15,401
Advance for the preparation of the
design and estimate documentation
ADB Grant No. 0496 -KGZ 255,085 673,932 418,847 418,847
KR Govermment 6,191 TB.614 | 8,423 15,423
315276 752,546 437,270 437,270
4  Project management
ADB Grant No. 0496 -KGZ 73311 110,942 37631 37.631
73311 110,942 37,631 37.631
Total Project expenses: 6,792,370 7282672 490,302 490,302
' ADB Loan No. 3432 -KGZ 3,545,335 3,545.335 - -
ADB Grant No, 0496 -KGZ 2,064,794 2,535,133 470,339 470,332
KR Government 1,182,241 1,202,204 19,963 19,963
{It.nlﬂs}finmme from the exchange rate 4 (3,816) (3.813) 3 3
differcnce _
Closing cash balance, including: 4 37,033 3033 36,207 36,207
> ADE Grant No. (1496 -KGZ 23,071 23,071 28,041 28,041
Oeher fimeds | 3,962 13,962 8166 - 8, 166
{:—_ (=12 ) R
J.8 Beishenow, R.A, S'at}'htﬂﬁiev.' / F

Minister of Transport and Roads
of the Kyrgyz Republic

Director of ADB IPIG e e

i
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CAREC Corridors 1 and 3 Connector Road Project
Loan No. 3432-KGZ(SF)/ Grant Ne 0496-KGZ(SF)

Statement of Cash Flows on the special account of Grant No.0496 KGZ (SF)

As of 31 December 2018
(Amounts in the tables below are shown in USO)

Bank account 1180000092422310

Fank «Demir Kyrgyve International Bank»
Location Hishkek

Financing Agreement ADB Grant No. 0496-KGZ
Currency US dollars

Opening balance as of 23 May 201

Initial advance . 2 60,000
Plus: Replenishment of the aceount during the period: 201,028
From 23 May to 3| December 201 7: 19,469
trom 1 January to 31 December 2018 181,559
Minus: Amount of the eligible expenses paid out during the
period: _ . (237,957)
from 23 May to 31 Diecember 2017T: (51.428)
from 1 January to 31 December 2018 {186,529)
Closing balance as of 31 December 2018 : 23,071
Balance on the special account 23.071
<] _
dﬁ Mu/ ‘%7 A
J1.S.Beishenov, R.A. Sat?{ldieﬁ'
Minister of Transport and Roads Directorof ADB IPIG
of the Kyrgyz Republic



CAREC Corridors 1 and 3 Connector Road Project
Loan No. 3432-KGZ(SF) Grant N2 0496-KGZ(SF)

Motes to the Financial Statement
For the period from 23 May to 31 December 2017 and for year ended 31 December 2018
Amaounts in the tabies below are shawn in USD)

1. Project Background
fa) Objective and Financing of the Project

The CAREC Corridor 1 and 3 Connector Road Project, Loan No.3432- KGZ (SF) / Grant No. M49G — KGZ
(SF) is carried out in accordance with Financing Agreement (special operations) N0.3432-KGZ (5F) fGrant
No.0496. dated 2 December 2016, signed between the Government of the Kyrgyz Republic (GKR) and the
Asian Development Bank (ADB). This Agreement was ratified by Law of the Kyrgyz Republic No.71 dated
29 April 20017,

The CAREC Corridor 1 and 3 Conneetor Road Project’s task is 1o enhance the efficiency and safery of
movement of goods and people along the Project road.

The objective of the Project shall comprise:

Component (a):
Rehabilitating approximately 70 km road section from Epkin village to Bashkurandy village. incorporating
specific features for road safety and climate change adaptation: and

Component (b

Strensthening institutional capacity by providing support for detailed design, construction supervision,
project management., audit of the project financial stalemates, safeguards, preparation and implementation of
road asset management system and review of pilot performance-based management contracts.

The Project total budget is USD 112.69 million, including:

wotual allocatiuns from  Quistanding

the beginning of the Tunds,
Tuotal financing Project, min USD min USD
SDR min USD in %o min USD min USD

Asian Development Bank:

Giranl No.0496-KGZ(ST)* 3540 31% 2.56 32.84

Loan No. 3432-KGZ(SF)y** 41,905,000 58.14  51% 3.54 54.60
Government of the Kyrgyz
Republic : 19.15  17% 1.21 | 7.94
Total 41,205,000 112.69 100% 7.31 105.38

* Ay of a moment of conclusion the Financing Agreement, the amouwnt af funds altocated for finoneing by the
ALB was in the amount of 36.72 min US dollars, including the category “Advance for the preparation of the
design and estimate documentation for the following road projfect conmecting " thereinafier “Project Design
Advance — DPA") CAREC Corvidor 1 and 3 Connector Road”, Grant No.6002 (hereingfier PDA 6002-
KGZ) in the amount of 3 min US dollars, mcluding expenses on the PDA project. In connection wilh the
natice of the ADB of 26 July 2017 on the close of the Gramt No. 6002 on 18 July 200 Twith the expenses
incurred in the amownt of USD 1,322,539.57, the amaunt by the calegory P'DdA Groot No 0490-KGZ (5F) has
hieen changed. Thus, the unused anount of the Grant No.6002 by the category PDA ai the beginning of the
Project implementation was in ihe amounl of USD |.667.460.43, that has led to the reduced financing
cmant an the part of the ADE on the Financing Agreement (special operations) of Loan No.3432-KGZ
(SEI Grant No.0496-KGZ (SF) signed between the Government of the Kyrgyz Republic (G KR and the Asian
Development Bank (ADB) of 2 December 2016 to the amoun! of USD 35,397 460.43.

4 The {oan budget amomnt in SOR are recalculated in the US dollars at the fived exchange rate of the ADB:
1.387370 USD for [ SDR from the statement as of 31 December 2018,



CAREC Corridors 1 and 3 Connector Road Project
Loan No. 3432-KGZ(SF) Grant Ne 0496-KGZ(SF)

Notes to the Financial Statement

For the period from 23 May to 31 December 2017 and for year ended 31 December 2018
Armounts in the tables below are shown in USD)

(h) Categories and shares of financing provided by ADEB and GKR

As staled in the Agreement the following categories of eligible expenses may be covered from the funds of:

Financing of ADB and GKR:

ADB - - GKR
Loan 3432 - KGZ(SF) Granl 0496 - KGT(SF)
Percentage of Allocation of Percentage  Amountin  Percentage
Category Amount in  Amount in costs at the Amountin  Changes of the-antounitig costs at the US dollars  costs at the
SR US dollars expense of US dollars  the vear®* US dollars expense of expense of
loan funds ) grant funds GKR
A. Base cost
1. Warks 36,752,000  50,988.622 58% 20,680,000 - 20,680,000 24%  15.780,000 18%
2. Consulting services - - 3 5.600.000 - 5,600,000 QO &0 000 104
3. Praject Design
Advance® - - - 1,677,460 - 1,677.460 100%a* 186,384 1 (g
4. Project management - - - 2,160,000 - 2,160,000 100% - -
5. Expenses on relocation
o - - - 100,000 70,874 170,874 100050 = -
6. Expertize and approval
of the praject o - - . - - . 440,000 | O
Total A 36,752,000 50,988,622 - 30217460 70,874 30,288,334 - 17,086,384 -
B. Unallocated funds 3,689,000 5,118,008 - 3,180,000 (T0.874) 5,100,126 - 2,060,000 -
C. Expenses on payment
of infcrest 1464000 2031110 | 00%: - - - - -
Total cost of the Project
(A+B+C) 41,905,000 58,137.740 - 35397 460 - 35,397.460 - 19,146,384 -

*Excluding taves and duties collected in the tervitory af the Project implementativn,

¥*in Septamber 2018, there were made changes in the Financing Agreement in g part of the Grant (0496~ KGZ(SF)by categories within the framewarks of the Project budget, in

accordance with the approval and agreement of ADE



CAREC Corridors 1 and 3 Connector Road Project
Loan No. 3432-KGZ{SF)f Grant Ne 0496-KGZ(SF)

Notes to the Financial Statement
For the period from 23 May to 31 December 2017 and for year ended 31 December 2018
Amounts in the tables below are shown in USD)

{c) Executive of the Project

The executive agency of the Project responsible for timely and efficient performance of works on Projects. as
a whole, is the Ministry of Transport and Roads of the Kyrgyz Republic (MT&R KR).

The operative management and project implementation is being dane by the Group of Investmen! Projects
Implementation (IP1G), established by Order No, 10-x/1 of | February 2010 by MT&R KR. For the purposes
of efMicient management of the investment projects, on the base of existing joint GIPL, by ORDER of MT&R
KR No.l82 of 23 May 2017 and approval of the KR Ministry of finance, Mom 1 June 2017 there wern
formed ADB GIPI and IPIG of the World Bank (WB). The ADB IPIG's obligations are to prepare and
implement nine projects, including the CAREC Corridor 1 and 3 Connector Road Project, Loan No 3432 —
KGZ (SFY Grant Na.0495 - KGZ (SF).

{t) Project closing date
In accordance with the Financing Agreement the Project closing date was fixed on 31 July 2021,

During the auditing period in the Project there were expropriated original documents testifying the
preparation, carrying out and results of tender on the performance of road and construction works on the
Project. by the law-enforcement agencies, in connection with the initiation of # ¢riminal case in accordance
with the articles of the Criminal Code of the Kyrgyz Republic (on the abuse of functions and bribe),
Currently, a trial is underway, and at this stage. the Organization cannot provide information on the impact
of the autcome of trial process an the further funding of the project.

As of the date of approval of the financial statements on the Project donors continue paying for Project
current CRPENaEs.

2. Significant accounting policies

2.1. Basis for preparation of financial statenents

These financial statements have been prepared in accordance with the International Public Sector Accounting
Standards (1PSAS) “Cash Accounting Basis”, the Asian Development Bank’s Guideline on “Financial
Vanagement and Project Analysis™ and relevant articles of the Financing Agreemenl (special operations)
[ oan No.3432-KGZ (SF) / Grant 0496-KGZ (SF) of 2 December 2016 (hereinafter referred to collectively as
“Agreements”).

In accordance with this cash basis of accounting, all funds, regardless of their source, which are on the
-cttlement account and ate reflected in the stalement as reccived, are considered to be income. Expenditures are
he funds for payment For the works, goods and services and which are reflected in the statement as paid.

The accounting policies have been applied consistently within the whole period.

Financing

Financing from the Asian Development Bank’s funds is presented
- by the direct payment procedure — where the ADB, by the Organization’s request. pays directly 1o
the specified Supplier.
- Procedures of current expenses fund — ADB pays in advance [unds from its Grant account on a
deposit, forming the account of current expenses, which is exclusively used for financing of the
ADB share of eligible expenses.



CAREC Corridors 1 and 3 Connector Road Project
Loan No. 3432-KGZ(SF)f Grant Ne 0496-KGZ(SF)

Notes to the Financial Statement
Faor the period from 23 May to 31 December 2017 and for year ended 31 December 2018
Amaunts in the tables below are shown in USD)

Financing through direct payvmenis is recognized in case of approval of the fransaction and the payment 1o 4
supplier specified by ADB.

Financing through direct payments is recognized in case of approval of the transaction and the payment to a
supplier specified by ADB.

Financing through the reimbursement (recovering) and a procedure of current expenses fund is recognized 4l
actual receipt ol cash,

The amount of financing by the Government of the Kyrgyz Republic is recognized as such and is included in
the fnancial statements if funds were transferred to the Project current account (“Government Financing
Account™).

{dfrer income and expenses

Income received as interests, acerued on the halance of cash assets in the local commercial banks, and sales
of tender documents are recognized as other receipts of the Project. Correspondingly, the expenses on
printing the lender documents, advertising expenses, related 1o the tender procedures and a tax, deducted by
the commercial bank for the interest benefit in accordance with the tax legislation of the Kyrgyz Republic are
recaenized as other expenses.

(ither income and other expenses on similar types of activities (tender documents and bank services) are
reflected on the net basis,

Expenses

I'he Project expenses are recognized as such and arc included into the financial statements, iF payments for
goods, warks and/or services are made to suppliers.

Funceional and preseniation currency

The national curreney of the Kvrayz Republic is Kyrgye Som (KGS). The presentation currency is the US
Dollar (LISD).

For the purpose of preparation of the financial reporting in USD,

» The expenses denominated in KGS are translated in US dollars using the following principles for
reflection of exchange currency operations:

o At the receipt of financing from the Government of the KR in soms, the NBKR foreign currency
exchange rate is used as of the date of transaction;

o When paying taxes on foreign organization’s income, received from the KR source, not

connccted with the permanent institution (10%), the insurance fees for a foreign consultant and it

solid part at the rate of 3%. as well as incomes of local consultants and their relevant insurance

fees it is applied an exchange rate fixed by the NBKR as of the date of payment;

For all other expenses, the rate corresponding to the latest exchange rate is reflected in the

accounting software "1-C Accounting"” (the rate of & commercial bank or the rate of the National

Bank of the Kyrgy# Republic).

e The balance of current accounts in national currency is recalculated at the latest cxchange rate reflected

in the accounting software “1-C Accounting” (the rate of a commercial bank or the rate of the Mational

Bank of the Kyrgyz Republic).
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Any eains or losses from monetary asscts or liabilities, expressed in forcign currencics, arising due to change
of official exchange rate are recognized as gain or loss from the exchange rate difference and presented on a
net basis in the Statement of Sources and Uses of Funds.

2.2, Internal Control System
Project plan

o Actual implementation of the Project plan is controlled monthly and quarterly by submitting reporls
to the Gavernment of KR, ADB is provided by reports at the beginning of every reporting year and
after every mission of the ADB;

«  For efficient functioning of the process, the information on aperating outcomes is timely analyzed.

Uye of accounting software

The Investment Projects Implementation Group (IPIG) uses the automated accounting software “1C;
“Aceounting”. which forms the necessary accounting books: a cashhook, a Special bank account in USD and
a4 transil account in KEGS, as well as interest accounts, bank accounts for the KR Government share of

proceeds.

An access to the accounting software is provided to the Disbursement Specialist (Officer) who has an
individual password to obtain the aceess to the system. The Disbursement Specialist (OfTicer) has full access
rights, including data input. review, adjustment and confirmation of processcd transactions and control over
deleting data.

Cash

e DBank accounts reconciliations. The balances on accounts in accordance with the accounting records are
reconciled with the bank statements on a monthly basis,
e The loan account is regularly reconciled on disbursement based on stalements from ADB.

Procurement and uses of funds

Used funds are recorded on appropriate accounts and only for the permitted purposes and according to the
Project budget lines.

All expenses are approved by the IPIG Director in accordance with contracts, inveices and receipts,

The expenses in the accounting records are based on the following supporting documents:
. lnvoice with the payment orders;

® Receipt to a credit slip about payment;
. Check for goods bearing a stamp “paid in cash™;
. Cash check (when the amount is approved by the 1PIG Director).

When employees are on business trips, the Project reimburses their expenses, such as travel, accommodation
expenses (hotel expenses) and per diems i accardance with the standards established by the Legislation of
the Kyreyz Republic.

Swlary

e The Payment specialist maintains records of working hours, while the IPIG Director approves the

timesheets,
e Accounting records are stored in separate files with an established right of access.
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s All changes in salaries and pay rates are approved by the Ministry of Transport and Roads of the Kyrgyz
Republic. leader of the ADB IPIG and they are also agreed with the Ministry of Finance of the Kyrgyz
Republic,

Cibligarions

I'he payment specialist maintains the list of issued invoices payable with the payment date on every contract.

3. Taxation

I'he Financing Agreement does not contain exceptions on the tax payments and duties, except for the
expensc item “Project Design Advance”. The Project is a VAT payer. The VAT, paid to the supplier for
goods and services, is included in the cost of purchase and correspondingly in Project expenditures.

Payments of a tax for non-residents from the amount of provided services by international consultants are
made from ADB funds (90%) and co-financing share provided by GKR (10%).

The Project withholds and pays trom the emoluments of national experts from the ADB funds {(90%) and co-
financing of GR share (10%), which arc recognized as income of local hired employees, a payrell tax and
contributions to the Social Fund of the Kyrgyz Republic in accordance with the legislation of the Kyrgyz
Republic. Salaries are paid 1o the staff net of income tax and social security contributions.

The Project makes social security contributions from the Employer at the rate of 17.25% and pays them to
the Social Fund of the Kyrgyz Republic, by the following categorics:
“Consulting services” From the ADB funds (90%) and co-financing from the share of the GKR
(10%):
“Project management™ from the ADB funds (100%).

Social security fees are deducted from the international individual consultants and paid to the Pension Fund
at the rate of 3% from the ADB funds (90%) and co-financing from the share of the GKR (10%) from all
types of payments for all the benefits accrued for the employees — foreign citizens or persons without
citizenship, temporarily residing in the Kyrayz Republic, who have labor relations with a legal entity,

4. Cash

Aceording to the Additional Financing Agreement, in order to make payments of loan funds for efficient
financing of costs, necessary for the Project implementation, IPIG used the following special account:
s ADB special account (Grant No.0496-KGZ (SF) in US dollars No.1180000092422313, opened at the
Branch of “DKIB-Glavny” CISC “Demir Kyrgyz International Bank™:
e ADB transit account (Grant No.0496-KGZ (SF) in US dollars No.1180000092422214, opened at the
Branch of “DKIB-Glavny” CISC “Demir Kyrgyz International Bank™;
e GKR special-purpose financing account in KGS No, 4402051101018792, opened with Leninsk>
Regional Territory Management of the Ministry of Finance of the Kyrgyz Republic:
s GKR's interest account opened at the Branch of “DKIB-Glavny™ CJSC “Demir Kyrayz International
Bank™
o Inthe Kyrgyz soms No.| 180000092423123;
I the US dollars No.1 | 80000092423224,
v Tender account of the GKR opened at the Branch of “DKIB-Glavny™ CISC “Demir Kyrgyz
International Bank™
o Inthe Kyrgyz soms No, L 1800000924224 16,
In the US dollars Mo.1 1 8000009242257,
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Balances of cash assets on accounts at the end of the year are presented below:

31 December 31 December

2018 2017
ADB Tunds:
Special aceount of Grant No. 0496-KGZ 23,071 28041
Total ADB funds ) 5 23,071 28,041
Other Project accounts:
Infcrest account ta2 34
Tender account 13,800 7,432
Total other fundy of the Praject : 13,962 8,166
Total balance of cash assets 37,033 36,207

Cash flows for the period from 23 May to 31 December 2017 on the Project’s accounts {ADB accounts and
(iR accounts) are presented below:

Special account

of Grant No. GKR aceount I'otal funds of

0496-KG7, the Projects B
US dollars Soms  US dollars US dollars
_Balance as of the beginning _ - - - -
[nitial advance SURIIY 60,000
Replenishment of the account 19,469 1,392,000 16,960 39,429
Retirement from the settlement
aeCount (51,428) (1.392,000) {19.,963) (71,391)
Income from currency
exchange difference - 3 3
_Balance as of the end : 28,041 - = 28,041
Inciuding:
On special account 2972 - - LTV
Chn transit account - 26% - - 269

Cash flows for the year 2018 on the Project’s accounts (ADB accounts and GKR accounts) are pre:;enteE{
bielow:

Special account
I;; Grant No. GKR account '[;:;::;Lf;t:‘:gs f:f
0496-KGZ !
IS dollars Soms US dollars US dollars
Balance as of the beginning _ - - - 28,041
Replenishment of the account 181,559  82,235300 1,186,057 1,367.616
Retirement from the settlement (186,520) (82,235,300) (1,182,241 (1,.368,770)
account
Loss from the exchange rate
difference : - 816 (3:816)
Balance at the end 23,071 - - 23,000
Including:
On the special account 23,071 - - 23,071




CAREC Corridors 1 and 2 Connector Road Project
Loan No. 3432-KGZ(SF) Grant Nz 0496-KGZ(SF)

MNotes to the Financial Statement
For the period from 23 May to 31 December 2017 and for year ended 31 December 2018
Amounts in the tables below are shown in USD)

Cash flows from the project beginning for the Project Accounts as of 31 December 2018 (ADB and
Giovernment of the Kyrgyz Republic accounts) is presented below;

Special account ' ]
of Grant No, G KRR account 13:“1,[“[."'5‘“1‘
0496-KGZ ] e Projects
= . US dollars Soms  USdollars US dollars
Balance as of the beginning 2 S : =
Initial advance 60,000 - - 60,000
Receipts, replenishiment of the .
ittt 201,028 B3.627 300 [.206.017 1,407,045
Retl tfi s pon
a:c;ﬁ?en rivm the settlement (237.957y (83.627.300) (1,202,204) (1.440,161)
l.oss from the exchange rate 4
difTerence i ) (3.813) (3.813)
Balance at the end 23,071 - B = 23,071
Including:
On seltlement account 23,071 - - 23.071

Replenishment of special account of Grant No. 0496-KGZ:

Payment date  Amount

Initial advance
08.08.2017 J0,000

12:.52.2017 30,000

Total advance o 60,000
Compensation for current expenses

23.11.2007 19,469
Total for the period from 23 May to 31 December 2017 19,469

29.03.2018 32679
01.06.2018 49.713
28.08.2018 29,307
20.10.2018 39,321
05.12.2018 30,539

Total for 2018 B 181,559
Total replenishment of the account from the Project beginning to 31

' 261,028
December 2018

Usec of funds (SOE):
Application number SOE number Expense period Amount of
EXPENSEs

OG04 S0 | 08.08.17-19.10.17 19.469
O0os SOE2 20010:.17-31.12.17 31.939

_Total for the period from 23 May to 31 December 2017 51,428
00008 S0OE2 OL.O118-17.01.18 720
00010 SOE3 18.01,18-30.04.18 49,713
ooon4 SOF 4 01.05,18-16.07.18 20307
0015 SOE & 1707 18-001.10.18 35321
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Application number SOE number Expense period Avsamtol
cxpenses
ITHUIRY SOE 6 02.10.18-15.11.18 30,539
00023 SOE 7 16.11.18-31.12.18 36,929
Total for 2018 _ 186,529
Total SOE from the project beginning to 31 December 2018 237,957

5. Finaneing

From 23 May to 31

From the project

For 2018 beginning to 31
December 2017 Dif:t‘mh;:‘ 2018
ADB Loan No.3432 KGZ(SF)
Direct payments 3.545.335 - 1,545,335
B 3,545,335 7 - 3,545,335
ADB Grant No.04%06 KGZ(SF)
Initial advance - 0,000 30,000
Replenishment of advance - 30,000 30,000
Total advance - 60,000 60,000
Replenishment of special account 181,559 19,469 201,028
Direct pavments 1,878,264 418,847 2,297,111
2,059,823 © 498316 v 2,558,139
KR Government
Replenishment of cunrent account |, 186,057 | 5,960 1,206,017
_ 1,186,057 19,960 1,206,017
Total linancing of the Projeet 6,791,215 518.276 7.309,49]
6. Other (Expenses)/Receipts
From 23 May to 31 an.] th:e project
For 2018 December 2017 beginning to 31
December 2018
Inferest account
Accrued interests 308 34 342
Return of collateral on tenders (180} - (180}
Terterd i28 34 162
Tender account
Receipts for tender documentation 6,785 5,562 15,347
FExpenses related to the tender procedures {1,116) (3667 (1,482)
Total 3,669 8,7 % 13,865
Total other receipts 3,797 8,230 14,027
7. Expenses
For 2018: _ :
o Actual expenses for 2018
ADH GKR
Catpary “Grant 049  Loan 3432 E:‘:L“I.
KGZ(SF)  KGZ(SF) pETo
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Actual cxpenses for 2018
ADB GRR

Category Grant 0496 Loan 3432 Tosal
. KGZ(SF)  KGZ(SF) i
1. Works ' 1,467,035 3,545,315 1,099,973 6,112,343
2. Consulting services 269,363 . 22,077 201 440
Supervision over consirction 73,846 = 8,427 84,273

Consultants on assistance in the

reforming the road managenient

system 119,332 - 1,114 120,446
Collection of data and instaliotion

af rocd momagement sysien assely

further rimplemenioion of SUDA) 732635 - 1,323 74,58
Audit services 1,920 - 1213 f2433
3. Advance for project design
documentation 255,085 - 60,191 3153276
4, Project management 73311 - - 73,311
Labar payment 36,4510 - - 56,150
- Goods and current expenses 17,131 — - 17,131
Total Project expenses 2,064,794 3,545,335 1,182,241 6,792,370

For the peried from 23 May to 31 December 2017

Actual expenségfhr the period of the Project

implementation
Category . ADB . GKR
I'pant 0496 Kpeaur 3432 Total expenses
KGZ(5F) KGZ(SF)
2. Consulting services 13.861 - 1,540 15,401
Consultants on assistance i the
reforming the road management
system 13,86/ - 1,540 13,401
3. Advance [or project design
documentation 418,847 - 18.423 437,270
4. Project management 37,631 : - - 37,631
Labor payrent 26,266 . - 26,266
Goods and current expenses 11,363 - - 11,363
Total Project expenses 470,339 - 19.963 490,302

=

From the beginning of the Project to 3| December 2018:

Actual expenses for the peri.ml of the Project

implementation
Category ___ADB o GKIRR Total
Grant 0496 Loan 3432 expenses
) KGZ(SF) KGZ(SF) - :
1. Works 1.467.035 3,545,335 [.005.973 6. 112,343
2, Consulting services _ 283,224 - 23,617 306,841
Rupervision over consiriciion 73 Ed6 - 8427 84,273
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Actual expenses for the period of the Project

implementation
Category ADB GKR
Grant 0496  Loan 3432 m:;‘:'::ﬁ
KGZ(SF)  KGZ(SF) )
Consulionts on assistance in the
reforming the road management
sysiem 1231493 - 12654 133,847
fmplementalion of SUDA 73,263 - 1,323 74 348
Auclit services [ a2 - 1213 12,133
3. Advance for project design
documentation 730932 - 78614 752,546
4, Project management 110,942 - . 110,942
Labor payment 82,446 - - 82,446
(Goods and current expenses 28,456 - - 28,496
Total Project expenses 2,535,133 3,545,335 1,202,204 7.182.672

8. Execution of budget

Use of Loan No.3432- KGZ(SF) ADE:

Funds used from the

i beginning of the ‘Total Project  Available Project funds
Project budget (budget- actual)
LS dollars Vo US dollars US dollars o
Works 3,545,335 6.595% 50,988,622 47443287  93.05%
Fxpenses on interest payment . - 2,031,110 2,031,110 100.00%
Unallocated expenses - - 5,118.008 5,118,008 100.00%
Total 3,545,335 6.10% 58,137,740 54592405  93.90%
Use of Grant No.0496- KGZ({SF) ADB:
Total Available Project
Funds used from the Project funds (budget-
Ltem __ beginning of the Project budget actual)
LS dollars o US dollars  US dollars Yo
Waorks 1467035 7.09% 20,680,000 19212965 9Z81%
Consulting services 283,223 5.06% 5,600,000 5,316,777 94.94%
Advance for preparation of
project desizn
documentation 673,932 40.18% | 677.460 1,003,528  59.B2%
Project management 110,942 5.14% 2160000 2,049058  94.86%
Expenses of relocation - 170,874 170,874 100.00%
Unallocated expenses 3 - - 5,109,126 5.100,126 100.00%%
Total _ 2535132 7.16% 35397460 32,862,328 92.84%
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Co-finuncing share of Government of the KR:

Funds used from the Tuotal
beginning of the Project Available Project

Item Project budget funds (budget- actual)

US dollars %o US dollars  US dollars %o
Works 1,099.973  6.97% 15,780,000 14,680,027  93.03%
Consulting services 23617 347% GR0000 H56,383 06.53%
Advance for preparation of project
design documentation 78.614 42.18% 186,384 107,770 57.82%
Expertize and approval of the project - - 440,000 440,000 100.00%
Unallocated expenses i - 2.060.000 2,060,000  100.00%
Total 1,202,204  6.28% 19,146,384 17,944,180 93.72%

9, Events after the reporting date

In January 2019 the advance amount, transferred to «TODINI Costruzioni Generali. 8.p.A» Company to
perform construction works in the amount of USD 551.376.78 on the payment order of Central Treasury of
the Ministry of Finance No.1204 of 26.10.2018, was returned by the intermediary bank on the account of the
Freasury less USD 26 deducted lrom the amount for the bank services,

Afier the reporting date and till the date of approval of these financial statements no events happened, which
could affect the disclosures presented in the financial statements, except for the abovementioned paragraph.

c:’;;(;jf/z //_ P a7

1.S.Beishenov, R.A. Satybdldiev, -
Minister of Transport and Roads Director of ADB IPIG
of the Kyrgyz Republic




