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NATIONAL AUDIT OFFICE

15160 Ulaanbaatar city, Chingeltei District
Baga Toiruu 3, Governmental Place No.4
Phone; 26 04 37, Fax: (976) 6226 3230,
E-mail: info@audit.gov.mn, http:/www.audit.mn

TO: B. DORJSEMBED

DIRECTOR GENERAL

DEVELOPMENT FINANCING DEPARTMENT
MINISTRY OF FINANCE

Certificate of Audit

We carried out an audit to the annual consolidated financial condition, statement of financial
performance, cash flow, change of properties, utilization of budget and other relevant
interpretation and highlights of financial statements which was terminated dated on 318t of
December, 2016 of the “Dzud Disaster Response Project (GO475-MON)” financed by the
Asian Development Bank technical assistance according to the law of State Audit, at 15.1.1
in Article 15; at 8.9.2 in Article 8 of the law of Budgetary.

Report of rights and obligations

The management of the “Dzud Disaster Response Project (GO475-MON)” financed by the
Asian Development Bank technical assistance shall responsible to prepare and report the
financial statement in compliance with the Law of Accountancy, International Accounting
Standard (IAS), the guidance and regulation which were approved by the Minister of Finance.

The state audit entities has the duty to give the auditor's judgement and opinion whether
the annual financial statements of 2016 of the “Dzud Disaster Response Project (GO475-
MON)” financed by the Asian Development Bank technical assistance, shown accurate and
objective or not.

Justification of the Judgement

We fulfilled the audit in compliance with the International Standard of Audit and in
accordance with the regulation of Audit of Financial Statement which was approved by the
General Auditor of Mongolia. The claim of these standard and regulations are required to
prearrange and carry out the audit by the aim of make up for the legitimate guarantee
regarding whether the financial statement to be indicated apart from inaccurate and
improperly.

Balance in financial statement, sum of transaction, revelation and disclosure, the policy of
accounting pursuant in this entity, bookkeeping, software, internal controlling system and the



confirmation and supporting items of these were audited in the basis of experiments and
evaluated the major estimation were made by the management personnel and general
highlight of financial statement by the Auditing.

We hope that the audit which we carried out, is sufficient evidence to give a judgement to
the financial statement document whether its accuracy.

Non offensive Judgement

The consolidated financial position, statement of financial performance, cash flow, change
of properties, utilization of budget dated on 31 December, 2016, of the “Dzud Disaster
Response Project (GO475-MON)” financed by the Asian Development Bank technical
assistance, were indicated with accuracy in compliance with the Law of Accountancy, and
the International Standard of Accounting of State Sector (ISASS) and according to the policy,
method and regulation approved by the Minister of Finance.

DIRECTOR, FINANCIAL AUDIT DEPARTMENT
HEAD AUDITOR (signed with seal) TS. NARANCHIMEG



AUDITOR’S OPINION

TO: B. DORJSEMBED DIRECTOR GENERAL DEVELOPMENT
FINANCING DEPARTMENT MINISTRY OF FINANCE

Mongolia Dzud Disaster Response Project Grant Ne 0475 MON (EF)

We have audited the accompanying financial statements of Grant Ne 0475 MON (EF)
Mongolia Dzud Disaster Response Project, which comprise the balance sheet as at
December 31, 2016, and the statement of project sources and uses of funds, statement of
expenditure (Grant withdrawals) and imprest account statement for the year then ended.
Management of the project is responsible for the preparation of these financial statements
and our responsibility is to express an opinion thereon based on our audit.

We conducted our audit in accordance with International Standards on Auditing issued by
the International Auditing and Assurance Standards Board of the International Federation of
Accountants. These standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining on test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management as well as evaluating the
overall statement presentation. We believe our audit provides a reasonable basis for our
opinion.

Management of the project have prepared these financial statements in accordance with
International Public Sector Accounting Standards on cash basis wherein revenues are
recognized when cash is received and expenses are recognized when paid.

In our opinion, the financial statement and the report of project sources and uses of funds
have been prepared in accordance with International Public Sector Accounting Standards
issued by the Public Sector Committee of the International Federation of Accountants; cash
receipt and cash expenditure of the Mongolia Dzud Disaster Response Project for the year
ended December 31, 2016 present fairly, in all material respect; and spending incurred for
the intended purpose as stated in the Grant Agreement 0475 MON (EF).

The auditor’s opinion is an integral part of audit certificate.



AUDITOR’S OPINION

TO: B. DORJSEMBED DIRECTOR GENERAL DEVELOPMENT
FINANCING DEPARTMENT MINISTRY OF FINANCE

Mongolia Dzud Disaster Response Project Grant Ne 0475 MON (EF)

We have audited the statement of project sources and uses of funds for the year ended
December 31, 2016 of the Grant Ne 0475 MON (EF) Mongolia Dzud Disaster Response
Project.

We conducted our audit in accordance with generally accepted auditing standards, on a test
basis examined evidence documents that support the amounts and disclosures in the
statement of sources and uses of fund. An audit also includes assessing the accounting
principles used and significant estimates made by management as well as evaluating the
overall statement presentation. We believe our audit provides a reasonable basis for our
opinion.

In our opinion, the internal controls and procedures involved in preparation of the statement
of sources and uses of funds can be relied upon, and the applications for loan withdrawals
sufficiently support it.



The auditor’s opinion is an integral part of audit certificate.

AUDITOR’S OPINION

TO: B. DORJSEMBED DIRECTOR GENERAL DEVELOPMENT
FINANCING DEPARTMENT MINISTRY OF FINANCE

Mongolia Dzud Disaster Response Project Grant Ne 0475 MON (EF)

We have audited the statement of expenditures (Grant withdrawals) for the year ended
December 31, 2016 of the Grant Ne 0475 MON (EF) Mongolia Dzud Disaster Response
Project.

We conducted our audit in accordance with generally accepted auditing standards, on a test
basis examined evidence documents that support the amounts and disclosures in the
statement of expenditures An audit also includes assessing the accounting principles used
and significant estimates made by management as well as evaluating the overall statement
presentation. We believe our audit provides a reasonable basis for our opinion.

In our opinion, the statement of expenditures (Loan and grant withdrawals) is prepared in
accordance with the ADB Loan Disbursement Handbook and receipts and expenditures are
supported by the primary documents, classified in accordance with expense category as
stated in the loan agreement and present fairly.

The auditor’s opinion is an integral part of audit certificate.



AUDITOR’S OPINION

TO: B. DORJSEMBED DIRECTOR GENERAL DEVELOPMENT
FINANCING DEPARTMENT MINISTRY OF FINANCE

Mongolia Dzud Disaster Response Project Grant Ne 0475 MON (EF)

We have audited the Imprest Account Statement for the year ended December 31, 2016 of
Grant Ne 0475 MON (EF) Mongolia Dzud Disaster Response Project, which was prepared
within the Grant agreement Grant Ne 0475 MON (EF) framework to support withdrawals.

We conducted our audit in accordance with generally accepted auditing standards, on a test
basis examined evidence documents that support the amounts and disclosures in the
Imprest Account Statement. An audit also includes assessing the accounting principles used
and significant estimates made by management as well as evaluating the overall statement
presentation. We believe our audit provides a reasonable basis for our opinion.

In our opinion, the imprest account statement was prepared in accordance with the ADB
Loan Disbursement Handbook, cash replenishment and liquidation of the imprest account
present fairly.

The auditor’'s opinion is an integral part of audit certificate



1. Legal justification of auditing:

According to article 8.9.1 of the provision 8 of the Budget law; article 18.1 and 18.2 of
the provision 18 and article 15.1.1 of the provision 15 of the State Audit law; and the section
25.5 of the decree No. 196 of the Minister of Finance issued in 2015 the National Audit Office
within its full rights has carried out audit of the annual financial statements of “Dzud Disaster
Response Project (GO475-MON)” financed by the Asian Development Bank grant for the
year ended 31 December 2016.

Audit has been conducted in accordance with the audit plan and programs that were
drawn up during the audit planning stage according to Budget law, State Audit law,
Accounting law and other laws and regulations, and principles of International Standards on
Auditing.

The purpose of the audit is to express an opinion whether the annual financial
statements of the “Dzud Disaster Response Project (GO475-MON)” financed by the Asian
Development Bank grant for the year ended 31 December 2016 give a true and fair view in
accordance with Accounting law, International Public Sector Accounting Standards /IPSAS/
and the accounting policies, guidelines and procedures of state budget organizations that
were issued in conformity with those standards.

The project coordinator is responsible for the preparation and for true and fair
presentation of those financial statements in accordance with IPSAS, guidelines and
procedures, accounting policies issued by the Minister of Finance in conformity with those
standards and using approved accounting software.

The State audit organizations is responsible for expressing an opinion on those
financial statements whether the financial statements are free from material misstatement,
give a true and fair view in accordance with Accounting law, IPSAS and the generally
recognized accounting principles.

According to the approved audit plan of financial statements of “Dzud Disaster
Response Project (GO475-MON)” financed by Asian Development Bank grant for the year
ended 2016 the audit was conducted in three working days from 18 April 2017 to 21 April
2017 by D. Bayaraa, a contracted auditor under supervision of Ts.Naranchimeg, the Director
of Financial Audit Department and Head Auditor and Ya. Sambuunyam, Audit manager.
ITAB-CTA-A-9/

An official request for audit of financial statements of “Dzud Disaster Response
Project” financed by the Asian Development Bank grant for the year ended 2016 was
received at National Audit Office in the official letter No.10/470 issued by the acting interim
State Secretary of the Ministry of Finance dated on 25 January 2017 however the audit was
delayed due to reasons such as the project unit was not established and the financial
statements have not been prepared.



Nonetheless, the head of the Development financing department of the Ministry of
Finance sent a request for audit on the financial statements of the project in the official letter
No.10 /2153 dated on 17 April 2017.

The Financial Audit department shall conduct the audit within the period stated in the

Budget law and in accordance with the audit plan and programs, and submit the audit report
to the management of the project.

2. Legal environment of the organization:

Management of “Dzud Disaster Response Project (GO475-MON)” financed by the
Asian Development Bank grant has carried out its activities in accordance with the
agreement entered into between the Government of Mongolia and Asian Development Bank,
"State and Local Property law", "Accounting law" and other laws, Government orders, rules
and regulations issued by the sector minister and other common rules and procedures.
However, the project has not complied with decree No.196 issued by the Minister of Finance
in 2015.

With respect to changes or amendments in laws and regulation that governing the
project financial activities and changes to the procedures and instructions in conformity with
laws are as follows:

- The State Ikh Khural has approved the revised Accounting Law in June 2015 and
it was stated that the revised law shall be effective from 1 January 2016. In
connection with the change in the Accounting law related changes were altered in
other relevant laws.

3. Mission of the organization and its activities:

3.1 Mission

Project objective: The project aims to address the most urgent survival a livelihood needs
of people affected by the harsh dzud winter weather conditions that have been prevalent in
numerous districts across the country since early December 2015.

3.2 Brief note of activities

Management and structure of the organization: The project unit of the Grant Agreement
number 0475-MON entered into between the Government of Mongolia and Asian
Development Bank on 11 April 2016 for implementing the “Mongolia Dzud Disaster
Response Project” has not been established in accordance with the agreement.
Nevertheless, a working group was established according to decree No.163 of the Minister
of Finance dated on 29 April 2016 to implement and monitor the project activities.

The working group consists of 6 staff including:
Working team leader -1

Members -3

Secretary -2



Project activities:

According to the guideline of the working group that was established by the Decree No.163
of the Minister of Finance dated on 29 April 2016, the following tasks were noted to be carried
out:

1. Use the project funds in accordance with the Grant Agreement, Memorandum of
Understanding signed with ADB and disburse according for intended purpose of
special fund;

2. According to article 34.1.5 of the Purchase of Goods and Works by State and Local
Funds law immediately arrange the purchase contract of emergency ambulance
vehicles;

3. Purchase and distribute emergency ambulance vehicles through the Ministry of
Health and Sports;

4. Follow UN principles for granting cash aid,

5. In the provinces that affected by dzud identify the households that have livestock from
100 to 200 and herders that have lost the most of the livestock and provide aids;

6. Provide cash grants to households through the National Emergency Management
Agency /INEMA/; and

7. Ensure project implementation and monitor activities.

Within the scope of tasks stated in the working group guidelines, and based on
the certain criteria the NEMA has selected 2473 households from 8 provinces that were
severely affected by dzud disaster to provide cash grant donations and submitted its relevant
documents to the Ministry of Finance in the official letter No.1/1803 dated on 22 August 22
2016.

In order to distribute the above mentioned one-time cash grants through a state bank,
the Ministry of Finance entered into a "Cooperation Agreement" with the State Bank and
cash grants were delivered through bank transfer to private accounts of the citizens.

At the meeting of the project working group, it was resolved that the amount of the
cash grant to each citizen shall be double of the minimum salary level of 192.0 thousand
togrog or 384.0 thousand togrog will be granted. Therefore, in total 946.9 thousand togrog
were transferred to private accounts of 2466 citizens.

Also, as stated in the guideline of the working group, an open tender No.CA20160513
for “Supply of ambulance vehicles” was announced on 15 May 2016 by the Ministry of
Finance. However there was not any tenders received that fulfilled all criteria and besides
the tender announcement period expired on 30 July 2016. Therefore the tender became
invalid.

As it became impossible to re-announce the tender within the project implementation
period, in consultation with ADB, it was agreed to use the remaining balance for
reimbursement of eligible expenditures incurred during the project implementation period as
stipulated in the grant agreement to provide emergency assistance to the dzud affected
people.



Accordingly, the costs incurred by the Government Resolution No.480 and No.481
dated on 14" December 2015, Resolution No.55 issued in January 2016 and Resolution
No.481 issued in February 2016 for dzud disaster response activities, nine categories of
expenditure for the total amount of 3,132.2 million togrog or 1,557.6 thousand US dollars
were reimbursed.

In the above mentioned resolutions, it was stated that gers, hay and fodder, vehicles,
equipment, fuel, tools and instruments, medical instruments shall be supplied from the state
reserve and by the amount of the expenditure to reimburse them back in accordance with
the relevant laws. Therefore with respect to goods, there was not any selection process
carried out, but transportation of hay and fodder and removal of carcass services were
directly contracted.

The governing legal documents of the project were reviewed and the project has
complied with Accounting law, Minister of Finance's decree No. 196 issued in 2015, State
and Local Property law, Purchase of Goods and Works by State and Local Funds law and
other laws and regulations, rules and procedures.

4. Audit criteria, audit methodology, procedures implemented, control tests and
substantive procedures, and its outcomes:

In audit IPSAS, guidelines and procedures approved by the Minister of Finance in
conformity with those standards, Accounting law and other laws, resolutions, decrees,
guidelines and procedures have been used as criteria.

In order to express the opinion on the financial statements of “Dzud Disaster
Response Project” financed by the Asian Development Bank grant for the year ended 2016
and to obtain sufficient and appropriate evidence to provide a basis for our opinion that the
financial statements prepared by the project unit are free from material misstatement
inherent and control risks of accounts were identified, and internal controls implemented by
the project were evaluated and documented. / TAB-CTA-A-5/

Accounting policies and principles used in the preparation of financial statements
were assessed, the substantive testing and procedures were implemented on accounts with
a large number of transactions using sampling method. /TAB-CTA-B-3/

On review of the computer system used for financial activities of “Dzud Disaster
Response Project” financed by the Asian Development Bank grant enquiry technique was
used and it was confirmed that the project does not use an accounting software for
maintaining its accounting records. In such case when the financial statements are not
produced by the accounting software, there is a risk of omission and casting. /TAB-CTA-B-
2/

For the preparation of the financial statement the of “Dzud Disaster Response
Project” financed by the Asian Development Bank grant it uses the basic methods and the
financial statements have been prepared accordingly.

5. Internal control:




During the audit in order to assess the internal control of the project the internal control
system structure was reviewed, activities of control, monitoring and evaluation expert were
reviewed, and also control exercised by the management, remedy actions taken to eliminate
the deficiencies were reviewed.

In other words, in order to obtain reasonable assurance that financial statements are
free from material misstatement internal controls were re-evaluated as required. Its purpose
is to identify and evaluate the key controls that worked during the year preventing from
occurrence of the material misstatement.

There is no internal control officer who is in charge of financial operations. The
working group implements general monitoring of project activities.

The information of the project financing and expenditure was transparent. Also the
intended purpose of the cash disbursements were informed to the Asian Development Bank
and based on the mutual agreement financing and expenditure transactions were incurred.
In other words, the project funds were expensed after authorization of 2 parties based on the
working group decisions.

6. Budget income and expenditure performance, and its notes:

The project has received financing of 2.0 million US dollars /or 4,020.0 million togrog/ from
the Asian Development Bank. Also interest income earned on imprest and sub-accounts
were: a/ 5.3 thousand US dollar or 10.5 million togrog on imprest account No. 16000038545,
b/ 59.6 million togrog or 28.1 thousand US dollar on sub-accounts No. 102100553316 and
¢/ 0.1 million togrog or 0.5 thousand US dollar on sub account No. 1060000044588, which
are totaled to 70.3 million togrog or 33.4 thousand US dollar.

From the special and the sub accounts of the project cash expensed for cash aid for families
affected by dzud was 946.9 million togrog or 470.9 thousand US dollar, translation cost 11.0
million togrog or 4.8 thousand US dollar, advertising cost 0.1 million togrog or 0.084
thousand US dollar, bank charge 0.024 million togrog or 0.019 thousand US dollar. On the
basis of consensus with ADB as stated in the Agreement the remaining fund for the total
amount of 3,132.3 million togrog or 1,557.6 thousand US dollar was used to reimburse the
expenditures incurred by the Mongolian Government to provide emergency support to the
people affected by the dzud during the project implementation period. It consisted of the
following expenditures: purchase of vehicles 1,018.9 million togrog or 506.7 thousand US
dollar, purchase of gers 98.9 million togrog or 49.2 thousand US dollar, removal of carcass
and search for missing people 1,059.7 million togrog or 527.0 thousand US dollar,
transportation expenses of hay and fodder 496.8 million togrog or 247.1 thousand US dollar,
hay and fodder distribution expenses to herders 249.1 million togrog or 123.9 thousand US
dollar, fuel expenses 73.5 million togrog or 36.6 thousand US dollar, disaster prevention fund
15.0 million togrog or 7.5 thousand US dollar, herder families healthcare 75.0 million togrog
or 37.3 thousand US dollar, purchase of search and rescue equipment 45.0 million togrog or
22.4 thousand US dollar.

The balance of sub account for 0.024 million togrog or 0.01 thousand US dollar was refunded
to ADB.



7. Transparency glass account information

According to the "Procedure on setting up content and common standards of information in
the Glass Accounts" issued on 11 January 2016 in conformity with article 5.4 of Budget
Transparency or Glass Account law, all project information were reported on time in the
Glass Account Information System to be uploaded in the Ministry of Finance website. It
includes the following:

1. Glass account information budget/performance section:

A. Report all income and expense transactions except salaries cost with amount of
above five million togrog on timely basis.

2. Glass account investment, tender and purchase section:

B. Name of purchase of goods, work and services cost over five million togrog,
financing amount, supplier name and address information were downloaded from
the site for verification and checked whether the information was uploaded on
time. The information was presented transparently.

8. ldentified significant risks and Its consequences:

According to audit plan 4 audit risks were identified and within the assertions on each
account three detailed procedures were performed.

Identifying consequences: there was no project implementation unit, the project
director, coordinator and financial officer were not delegated. On the remittance document
for disbursement from the imprest and subaccounts, the head of the Development financing,
debt management division of the Ministry of Finance was signing as the 1%t signatory and
there were no 2"9 signatory. The project issues were resolved at the working group meetings,
however, there were no resolutions filed in the meeting minutes. That might lead to a risk of
overuse of fund utilization and non-compliance of laws and regulations.

9. Basis for choosing materiality level

At the planning stage in determining the materiality level, we estimated the materiality
level by 0.1% of the total revenue of financing or 4.0 million togrog as an appropriate level.

At the completion level the materiality level was re-estimated as 0.1% of total expenditure
/after deduction of the state budget/ of actual performance or at 0.95 million togrog. In other
words, it is considered to be appropriate to estimate the materiality level from actual project
expenditure.

10. Description of major and unusual transactions (if applicable):

In assuring that the financial statements of “Dzud Disaster Response Project”
financed by the Asian Development Bank grant for the year ended 2016, were free from
material misstatement, the accounting policies and procedures that used for the preparation
of those financial statements were evaluated, during audit procedures and substantive tests
were performed using sampling on transactions of financing received from the Asian
Development Bank and its expenditure, on balances of cash and other accounts, and on
calculation that have impact on the financial statements./TAB-CTA-B-3/



Those substantive tests represent the 100% of revenue or financing received from
the Asian Development Bank, 100% of cash income and disbursement of bank accounts’
transactions, and around 2% of cash transactions of the grant distributed to herders
respectively.

11.The main deficiencies identified by the audit and its resolutions:

The main deficiencies that were noted during the audit of the financial statements are
summarized below. The following errors occurred during the audit:

1. The fact that on the remittance document for disbursement from the imprest and
sub-accounts the Head of the Debt Management Division, Department of Development
Financing, Ministry of Finance signed as the 15t signatory. There were no 2" signatory. That
is in breach of:

a/ section 20.4 of the procedure, approved by the Decree No.196 of the Minister of
Finance issued in 2015. It stipulated that “On the bank remittance document /BRD/ for
disbursement of cash from the imprest account, the 15t signatory shall be an authorized
official from the Ministry of Finance and the 2™ signatory shall be the direct governor of the
project implementing organization or the Director of the project, as authorized by”:

b/ The first section for disbursement of funds by giving the right to sign of the decree
No.89 of the Minister of Finance issued on 15 April 2015 "Project transactions financed by
foreign loans and grant aid ... for transactions below 150.0 million togrog the 15t signatory
shall be the head of Financial Development, Debt Management Division”.

2. The fact that the project unit was not established, project director and coordinator,
financial officer was not delegated is in breach of relevant section of decree No.196 of the
Minister of Finance issued in 2015.

Resolutions:

1/ As the Ministry of Finance, the Executing Agency of the project or the higher
governing organization, it should comply with the decree No0.196 of the Minister issued in
2015;

2/ In the first section of the Decree No.89 of the Minister of Finance issued in 2015 for
disbursement of funds by authorizing the right to sign, the name of the person in that position
was stated. As that person was changed, the name in that decree needs to be replaced.
Those issues were noted in the management letter.

12.Notes on un-adjusted errors:

There were no un-adjusted errors in the annual financial statement of the project for
the year ended 2016.

13.0ther important matters:




There were no other important matters noted with respect to the project. However, as
the Ministry of Finance is the highest governing organization for some of the projects
implemented, the State Secretary should take necessary actions in order to comply with the
laws and regulation that are relevant to the project implementation.

14.Notes for next audit:

There were no issued noted for next audit.

15.Summary of identified misstatements

The issues noted on the financial statements have qualitative character rather than
quantitative. For example: there were no project implementing unit established, project
director, coordinator and financial officer were not delegated which are in breach of decree
No.196 of the Minister of Finance issued in 2015.

16.Implementation of the prior year recommendations:

“Dzud Disaster Response Project” was commenced and completed in the current
year.

17.Auditor’s opinion

From the result of the audit of the financial statements of “Dzud Emergency Response
Project” financed by the Asian Development Bank grant for the year ended 2016, it was
noted that the project has used the grant financing for its intended purpose as stated.

Audited financial statements and management letter are attached.

18.Unqualified opinion

In our opinion, the accompanying financial statements of “Dzud Emergency Response
Project”, which comprise the statement of financial position, performance statement,
statement of cash flows and statement of changes in equity have been prepared in
accordance with International Public Sector Accounting Standards (IPSAS), guidelines and
procedures approved by the Minister of Finance in conformity with those standards.

Audited financial statements and the management letter are attached.

19.Notes to the financial statement

1. Project background

The Government of Mongolia (GoM) entered into a grant agreement with Asian
Development Bank (ADB) on 11 April 2016 for the purpose of implementing the “Dzud
Disaster Response Project” through grant financing in the amount of 2,000,000 US$.



For implementation of the project, no project unit has been established. According to Decree
No.163 of the Minister of Finance dated on 29 April 2016, a working group was established.
That consisted of 6 staff including working group leader 1, member 3 and secretary 1, to
implement the dzud disaster response project in Mongolia and monitor the project activities.

The project objective: The project aims to address the most urgent survival a livelihood needs
of people affected by the harsh dzud winter weather conditions that have been prevalent in
numerous districts across the country since early December 2015.

2. Summary of significant accounting policies
a) Basis of preparation

The financial statements have been prepared on a cash basis. On this basis, cash receipts
are recognized when received and cash expenditures are recognized when paid rather than
incurred.

b) Basis of measurement

The financial statements have been presented in U.S. Dollar (US$). Financial statements
prepared in accordance with the ADB’s Loan Disbursement Handbook presented in US
dollars, were converted using the closing rate of the Bank of Mongolia. Foreign exchange
gains and losses are reported in the statement project of sources and use of funds.

c) Basis of presentation

The balances of accounts in the financial statements as of December 31, 2016 have been
compared with such balances as of December 31, 2015.

d) Imprest Account and Statement of Expenditures

The project has opened one US dollar imprest account in accordance with the Grant
Agreement. The borrower manages and conducts the liquidation and replenishment of the
imprest accounts accordance with ADB’s Loan Disbursement Handbook. The SOE
procedure may be used for reimbursement of eligible expenditures or liquidation of advances
in the imprest accounts.

e) Procurement

The selection and engagement of contractors for goods and services are carried out in
accordance Public Procurement Law of Mongolia and the Government Resolution No. 68
dated March 2, 2013, “Regulation for procurement of goods and services by the state and
local governments”.

3. Project implementation

The project has received financing of 2.0 million US dollars /or 4,020.0 million togrog/ from
the Asian Development Bank. The interests earned on imprest and sub-accounts were a/
5.3 thousand US dollar /or 10.5 million togrog/ on imprest account No. 16000038545, b/ 59.6
million togrog or 28.1thousand US dollar on sub-accounts No. 102100553316 and c/ 0.1



million togrogs or 0.5 thousand US dollar on sub account No. 1060000044588, which were
totaled to 70.3 million togrog or 33.4 thousand US dollars.

From the special and the sub accounts, the following expenses were incurred: for cash
grants to families affected by the dzud-946.9 milion togrog or 470.9 thousand US dollar,
translation cost-11.0 million togrog or 4.8 thousand US dollar, advertising cost-0.1 million
togrog or 0.084 thousand US dollar, bank charge-0.024 million togrog or 0.019 thousand US
dollar. Based on consultations with ADB, the remainning fund for the total amount of 3,132.3
million togrog or 1,557.6 thousand US dollar was used to reimburse the expenditures
incurred by the Mongolian Government to provide emergency support to people affected by
the dzud during the project implementation period. It consisted of the following expenditures:
purchase of vehicles 1,018.9 million togrog or 506.7 thousand US dollar, purchase of gers
98.9 million togrogs or 49.2 thousand US dollar, removal of carcass and search for missing
people 1,059.7 million togrog or 527.0 thousand US dollar, transportation expenses of hay
and fodder 496.8 million togrog or 247.1 thousand US dollar, hay and fodder distribution
expenses to herders 249.1 million togrog or 123.9 thousand US dollar, fuel expenses 73.5
million togrog or 36.6 thousand US dollar, disaster prevention fund 15.0 million togrog or 7.5
thousand US dollar, herder families healthcare 75.0 million togrog or 37.3 thousand US
dollar, purchase of search and rescue equipment 45.0 million togrog or 22.4 thousand US
dollar.

The balance of sub account for 0.024 million togrog or 0.01 thousand US dollar was refunded
to ADB.

4. ltems of the statement of financial position
a) Cash and cash equivalents

Balances of cash and cash equivalents as at December 31, 2016 are as follows.

2016.12.31 2015.12.31
(inUSD)  (in USD)

Cash and cash equivalents

Cash in bank
Imprest account (USD) 10.00 -
Sub-account (togrog)
Total (USD) 10.00 -

In accordance with the "Agreement on depositing project funds implemented by the
Government of Mongolia through foreign loans and grants financing in the State Bank”
entered into between the Ministry of Finance and the State bank on 13 June 2013, one USD
imprest account number 16000038545 and one togrog sub-account number 102100553316
were opened in the State bank on 12 April 2016.



Grant financing received in the imprest account were transferred into sub-account and all
expenditures were disbursed in togrog.

On 6 October 2016, a temporary togrog account number 106000044558 was opened in the
State bank. Through this account, cash grants were distributed to 2473 households from 8
provinces that were more affected by dzud disaster. Cash grants were transferred to private
account of the citizens.

According to official letter No.9-2/6258 of the Minister of Finance issued on 10 October 2016
the project sub-account number 102100553316 and the temporary account number
106000044558 were closed on 11 October 2017.

The imprest account of the project was closed on 23 February 2017 and balance of USD 10
was transferred to ADB.

Accounting records of the project are maintained manually /on excel/. During audit, we traced
all transactions that incurred on imprest, sub-account and transactions incurred from the
State treasury account (costs reimbursed from ADB fund) to its primary documents,
accounting journal, statement of expenditure which is a part of withdrawal application form.
There was no expenditure that was not approved and supported by primary document. All
transactions were supported by the primary documents, accurately recorded in the
accounting records and financed by the amount that was reported in the statement of
expenditure.

b) Expenditure

2016.12.31

(in USD) (in togrog)
Vehicles 506,685.10 1,018,888,000.00
Ger 49,227.01 98,990,100.00
Removal of carcass, search for missing people  527,006.58 1,059,752,254.96
Transport cost of hay and fodder 247,083.96  496,858,656.10
Hay and fodder to herder families 123,905.97  249,161,004.00
Cash grant distribution 470,907.91 946,944,000.00
Fuel 36,551.54 73,507,532.10
Disaster prevention 7,459.38 15,000,000.00
Emergency public health and social welfare 37,296.92 75,000,000.00
service
Search and rescue equipment 22,378.15 45,000,000.00
Translation 4,838.16 11,000,000.00
Advertisement 83.73 170,182.00
Correspondent bank fee 10.00 20,100.00
Commercial bank fee 1.87 4,000.00

Total (USD) 2,033,436.14 4,090,295,829.16




All expenditures were incurred for the intended purpose stated in the grant agreement with
the ADB approval and by the resolution of State Emergency Commission, or the
Government, or Deputy Prime Minister or the Minister of Finance.

Vehicles purchased under the grant aid were handed over to Emergency Management
Department of provinces. The Emergency Management Departments of provinces have
registered them in their property registration document.

Delivery of gers, hay and fodder, medical care and other services to the families, affected by
disaster were effectively organized in collaboration with the State Emergency Commission,
Deputy Prime Minister, Ministry of Finance, National Emergency Management Agency,
Emergency Management Department of provinces Emergency Management Department
and Governor’s office of provinces.

Beneficiaries of the grant funding were around 9892 citizens of 2473 households in 237
soums of 15 provinces.

c) ADB financing

Financing received from ADB is USD 2,000,000 and if deduct the cash of USD 10 that
remained from the financing and returned then the actual financing received is USD
1,999,990.00 which represents 99.99 percent of total financing under the grant agreement.

Withdrawal Application table

WA No. Application | Claimed date Credited Amount Amount Difference
type date claimed credited /US$/
/US$/
WAO00001 Initial 2016.04.11 2016.04.19 2,000,000.00 | 2,000,000.,00
advance
WAO00002 Liquidation 2017.01.27 (1,999,990.00) -
WAs up to 31 December 2017 (WA00001-WA00002) 10.00 - 10.00*

*Amount refunded to ADB
d) Interest income

The total interest income generated on imprest and sub-account of the project is amounted
to USD 33,446.14. Interest income is shown by account in the below table.

Account number Currency Interest accumulated | Interest
(MNT) accumulated
(US dollar)
106000038545 US dollar 10,573,082.42 5,260.24
102100553316 togrog 59,614,340.38 28,129.38
106000044558 togrog 128,506.36 56.52
Total 70,315,929.16 33,446.14




LETTER OF MANAGEMENT

Background

From the National Audit Office has prepared the letter of management which
generalized items disclosed in the period of auditing for the head of the annual financial
statement of the year of 2016 of the “Dzud Disaster Response Project” financed by the Asian
Development Bank technical assistance and has given the recommendation to improving
the monitoring by changing of disadvantage of monitoring and procedures to it.

The content of this letter of management was arisen from the audit procedures of the
National Audit Office have to be carried out due to the International Standard of Audit (ISA).

The implemented procedures and experiment what had done by us were devoted to audit
judgement and opinion of the financial statement.

Therefore, the audit recommendation is being shown our judgement and opinion regarding
the situation of period of re-auditing.

This recommendation has the purpose to improving the bookkeeping, financial statement
and monitoring activity and accepting and implementing are the responsibility of your part.

We are thankful to the Director General and specialists of the Development Financing
Department of the Ministry of Finance who collaborated with us in the period of audit.






ISSUE No.1

Priority No.1

Implementation of the Regulation approved by the Minister for Finance

Observation
The Director General, Development
Financing and Debt Management

Department, Ministry of Finance was
authorized to be the first signatory and be
in charge of project expenditure. The
remittance of the special and sub-
accounts of the project and was not
signed by the second signatory.
Therefore, it was observed that the
Executing Agency did not follow the
regulation No. 196.

In section 20.4 of the regulation,
approved by the resolution No.196, 2016
of the Minister for Finance stipulated that
“The authorized personnel of the Ministry
of Finance shall be authorized to be the
first signatory for bank remittance and
the direct head of project implementation
agencies shall be authorized as the
second signatory, or the project director
as authorized by the above personnel.

The section 1 of above regulation
specified that “The Director, Debt
Management Division, Development
Financing and Debt Management
Department, Ministry of Finance shall be
authorized to be the first signatory for
remittances of less than 150.0 million
togrogs for projects funded by foreign
loan and grants implemented by the
Government of Mongolia”.

Risk

Weak internal monitoring, irresponsibility
of work

Recommendation

1. As the project executing agency of
projects implemented, the Ministry of
Finance should follow the Regulation No.
196 approved by the Minister of Finance
in 2015;

2. To re-issue the Resolution No. 89 of
the Minister for Finance, dated in 2015 by

changing the names of authorized
personnel, as these officials were
changed.

Response by Client

letter is received on
recommendations provided and it
informed that follow up action to
implement the recommendations will be
taken.

A response



ISSUE No.2

Priority No.2

Implementation of the Regulation approved by Minister for Finance

Observation

The project unit were not established. The
project coordinator and financial officer
were not appointed. Therefore, it was
observed that the Resolution No.196,
2015 of the Minister for Finance was not
followed.

Risk

Not establishment of the project

unit will cause weak internal monitoring of
project fund use and hinder smooth
project implementation.

Recommendation

The Ministry of Finance is being become
as the Implementing agency or the
administrative  organization for the
projects are being implemented must be
adhered the resolution No.196 of the year
of 2015 approved by the Minister of
Finance.

Response by Client

A response letter is received on
recommendations provided and it
informed that follow up action to

implement the recommendations will be
taken.



Monroa YiaceiH 3acruiin razap
A3HITH XOIKJIHIH 0aHK

Tycnamx G0475 MOH
MoHnroJ yjicaa TOXHOCOH 3yIbIH FTAMUIHIT TYCJAMIK Y3YY.I3X TOCO

AYJIUT XUNTACOH BAJAHC
2016 onsbr 12 ayraap capein 31-ubl oxpeep avycragap 00JICOH %KHJI

2016.12.31 2015.12.31
Terper Terper
XOPOHI'O
Monre, TYyHT# aJHATrax XopoHre 24,895.30 -
bank naxe mMeHre:
Tycrak nanc (am.nonnap) 24,895.30
Jaa nanc (am.gonnap)
Tecaniin XypumTiaricad 3apaa 4,090,295,829.16 \/ 0.00
AXB-HbI TyCcIamK
T33BpHiiH X3parcan 1,018,888,000.00
IMp 98,990,100.00
Cor 3oM 3aiinyynax, anra O0J1COH UPraHAT Xaix 1,059,752,254.96
OBc, T3:K33]1 XYPrax TI3BPHIH 3apaana 496,858,656.10
©OBc, T3 /ManyuH epxen/ 249,161,004.00
byuanrryit tyenamk /mManuun epxen/ 946,944,000.00
IlaTaxyyH 73.507,532.10
["aMuiraac ypeauuiiaH caprumnmgx 15,000,000.00
ManuuH epxyyauiH 3pyya MOHI HUHCMHAH acyyibIr
LUHHBIPIIX3] 75,000,000.00
Xaiix aBpax TOHOI TOXO8POMIK 45.000,000.00
Opuyynrei 3apaan 11,000,000.00
3apbiH TenGep 170,182.00
Hamxyynard 6aHKHBI LIHMTIAII 20,100.00
JoTooabiH 6aHKHBI LIHMTT3] 4,000.00
HUHT XOPOHT O 4,090,320,724.46 -
39X YYCBDP
AXDB tycnamix 4,020,000,000.00
XYYrukH opioro 70.315,929.16
XaHIIHIAH 30pYYHHH 0713 4,795.30
HUWT X YYCBOP 4,090,320,724.46 0.00
Baarrcon:
CaHruit saMHbl XOr#JIMiH CaHXYYTHHH razpbid Mapra}xunEH /{__ C.Marmapxag Zon ?/01/‘{9
/
Baranraaxyyncan: i/ ‘
Y HI2CHMIH ayAHTBIH ra3pbiH [3p33T ayAUTOp Q///(f/) | W %[.Baﬂpaa
8545 3
XsiHacaH: (7 § ' Sff
YHA3CHHHA ayAUThIH ra3pbid CaHXyYTuiiH ayIMThIH ra3p 3axupan 5
bereen Tapryynax ayaurop & ‘ ﬁ =

]
-4
i)

- Q. B
= - |
. % }7{—/ L.Hapanunmor



Momnron ¥Yacein 3acruiin razap
A3HAH XOrKJIHAH 0aHK
Tycnamx G0475 MOH
MonroJ yJica TOXHOCOH 3YAbIH FTAMIIHTT TYCJAMIK Y3YY/I9X TOCO

AYJIUT XHUTACOH X YYCBOP 3APILYVJIAJITBHIH TAHJIAH
2016 onsl 12 ayraap capbin 31-ubl oapoep ayycragap GoJICOH KHJ

2016.12.31-33px

2015.12.31-33px

XypHMTJaArAcaH
XYPHMTJIATACAH AYH
AYH
TOrpPor TOrper
IXYYCBIP
AXDB Tycnamxk 4,020,000.000.00
Xyyruiin opnoro 70,31.5929.16
XaHIIUHH 36pYYHHHA 0113 4,795.30
HUNT 3X YYCBOP 4,090,320,724.46 =
93X YYCBIPHIH 3APIY YJIAJT
AXB-HbI TyCcnamKk
Ta3BpHitH x3parcan 1,018.888.000.00
['ap 98.990,100.00
Csr 33M 3aiinyynax, anra O0JICOH HPraauMir xaix 1,059.,752,254.96
OBc, TIIKIIN XYProxX TIIBPUHH 3apaan 496,858,656.10
OBC, TN /ManTuuH epxen/ 249,161,004.00
ByuanTry# Tycnams /ManuuH epxen/ 946,944.000.00
[llaraxyyH 73,507,532.10
["amiuraac ypbauuiaH copruiisx 15,000,000.00
Manuyun epxyyauiH 3pyyn M3HA HUHTMHIH acyyaneir
LWIMHAIB3PISXA] 75,000,000.00
Xaiix aBpax TOHOT TOXOOPOMIK 45,000,000.00
OpuyynreiH 3apaan 11,000,000.00
3apbiH Tenbep 170,182.00
Jamoxyynard GaHKHbI LIKUMTEA)] 20,100.00
JoToo kit GaHKHBI LIKMTIA1 4,000.00
HUWT 3APIIYYJIAJT 4,090,295,829.16 0.00
IX YYCBIPHIHH YIAITA30 24,895.30 -
bankuH naxe MeHre:
Tycrai nanc (am.nonnap) 24,895.30
Han nanc (am.nonnap)
MeHre, TYYHT3# aqHATraxX XepOHTHilH YA TA30 24,895.30 0.00

Baarracan:

Canruiin saMmHpl Xer#JIHHH CaHXYYTHHH ra3pblH MOPraKHITIH W C.Msrmapxas Z2QA% /04/49

Baranraaxyyncan:
YHA3CHUI ayIMTbIH ra3pblH M3p33T ayIUTOP

Q{" )

3pbIH 3aXHUpa

XaHacaH:
YHACHHH avauTbIH ra3pbii CaHXyYyruiH ayauThbl
Oereen Tapryynsx ayaurop

%

S5 _‘7%,—-"%H.Hapaﬂqnmar

! H.bagpaa



Monroa ¥Yiacein 3acruiin razap
A3HAH XOr#IHiiH 0aHK
Tyenamx G0475 MOH
MoHros yjacaa TOXHOCOH 3YAbIH FAMIIHTT TYCJIAMIK Y3YYJI9X Tece

AYIAT XUHUTACOH TYCT'AH TJAHCHBI TAWJIAH
2016 onn1 12 gyraap capbii 31-npl oapoep AyycraBap 00JICOH KK

2016.04.30 2015.12.31
(Terper) (Terper)
Xacsr A - JlaHcHBI X016/1T06H
DXHHUIH YN0
H3M3X Hb
TakinanT kM XY133H aBCAH MOHIO 4,020,000,000.00
Jpn naHcHaac ops:k HPCOH MOHI®
Xyyruiid opnoro 10,573,082.40
Xacax Hb
3apuyyncaH
Terperuiid 131 naHCAH[ LUHKYYJICIH 4,030,528.087.10
Jamxyynary OaHKHBI LLIUMTI3 20,100.00
DuCHHH YOI 24,895.30 0.00
Xnacor b - lancubl Toxupyyara
AXDB-ubI YpBAYMATAAHBI IYH 4,020,000,000.00
Tycraii faHCHBI TAHJAHT JKHIHIHH YAI3rA31 24,895.30 0.00
Hoamax:
Tycraii qaHcHBI YIJI3rAN33C XacanT XHHCIH AYH 4,090,271,729.16
3apuyyiacaH O00BY H3XIMMIIIAIYH AYH
HaxaMakuicsH 600BY caHXYYaKYYA33ryid IyH
Jlamekyynary OaHKHBI LIUMTT30
OMHOX KUN
TainanT xun 20,100.00
HoTooibiH GaHKHBI LUIMMTIJI
OMHOX KM
TainanT »xun 4,000.00
XaHLuMiiH 3epyyHHH rap3
Terperuiin a3a naHcHe! 2016.12.3 1-Hb1 yna3rasn -
Xacax:
XyyruiiH opnoro
OMHBOX KK
TaitnanT xun 70,315,929.16
XaHuwuiH 30pyyHHH 013 4,795.30
Tycraii nancHbl HHIT YPLAYKRITaanbl IYH 4,020,000,000.00 0.00
Baarracou:

CaHruiH saMHbl XOr:#JIMHH CAaHXYYTHHH ra3pbiH M3PrasKHIATIH C.Msrmap:kas

2048(ot[g

BaranraaxyyJican: ~ j
Y HA3CHUIH ayAUTBIH ra3pblH IIPI3T ayUTOP N H.basgpaa
XstHACAH:

YHA3cHUI ayauThiH ra3peid CaHXYYTHHH ayIMThIH ra3pbiH 3axvpa

tereen Tapryynax ayaurtop ﬂg’ { &) —11.Hapanuumsr

oy

-



Mouroa Y.cein 3acruiin razap
A3HIH XOIK/IHIH OaHK
Tyeaamax G0475 MOH
MoHron yiiea/l TOXHOCOH 3Y/IbIH FAMINHIT TYCJIAMIK Y3YY/I9X TOceJ

AVJIAT XHUUTJICOH AM.JAOJIAPBIH I9J{ JAHCHBI TAWJIAH
TOPUIMH BAHK 10210055316
2016 onn1 12 qyraap capbin 31-Hbl 6peop AyycraBap GoJICOH KHJI

2016.12.31 2015.12.31
(Torper) (Terper)
Jlanennl xon0/1reen
IXuui yarana
Hoamax Hb
Tycraii naHcHaac TaTaH aBcaH 4.030,528.087.10
XYYruiin opnoro 59.614.340.38
XaHLWHH 36pyYHHIH o3 4,795.30
Xacax Hb
3apuyyncat 3.140,511,222.78
Terporui a3 1aHc 2 pyy WIHDKYYACIH 949,632.,000.00
BaHKHbI IIKWMTEN 4.000.00
DueHiin yaaraa 0.00 0.00

Brarmeon:

CaHrvin samHbl XOrianiH CaHXYYIHIH razpblH MIprHKUITIH C.Msrmapan

ZO!K/O'\/{?

baranraaxyyacan:
Y HIBCHWIA ayIMTbIH Fa3pbid IIpI3T ayAMTOP

/l.baspaa

Xsanacau:

Y HAOCHHUI ayAMTBIH razpeiH CaHXYYTHHH ay/IUTBIH ra3phiH % | 7
SE )')/ L{.Hapanuumsr

3axupai bereen Tapryynsx ayaurop



Mouroa Y.icein 3acruiin razap
A3niitH XorKIAHIH DaHK
Tyeaamx G0475 MOH
MouroJi yjicaa TOXHOCOH 3V/AbIH FAMIIHIT TYCJAAMK Y3YYJ/I3X TOCO

AVJIUT XUATJICOH AM.JIOJUIAPBIH 131 JAHCHBI TAWJIAH
TOPUIH BAHK 106000044588
2016 onbi 12 nyraap capbin 31-ub1 oapoop Ayycrasap 00JICOH HXHJI

2016.12.31 2015.12.31
(Terper) (Terper)
JlancHbI X0/10/ITOOH
DXHHIT YOI
Hamax Hb
Jlon nancHaac TaTaH aBcad 949,632,000.00
Xyyruiit opnoro 128,506.36
Xacax Hb
3apuyysicaH 949,760,506.36
baHKHbBI LIMMTrN
DuCHITH YT 0.00 0.00

Baarrmeon:

CaHruiin saMHbl XOrKIMHH CAHXYYTHHH ra3pbiH MOPIKHITIH C.Marmapxas

98 [0 45

BbaranraaxyyJ/ican:

Y HA3CHHUH ayIUTBIH Fa3pbiH MIPIIT AYJAHTOP Jl.baspaa
Xsauacan: ;
YHA2CHUHA ayauTbIH raspblH CaHXyYruiiH ay AMTBIH ra3pbliH g

”
3axupan Sereen Topryynax ayaurop /_/5) . /ﬁj/ [1.Hapanyumor



