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1. Report on the Financial Statements

We have audited the accompanying Project Financial Statement including Statement of
Designated Account of Kabeli Corridor 132 KV Transmission Line Project implemented by
Nepal Electricity Authority (NEA) financed under the International Development Association
(IDA) - Credit: 49320 NP & Grant H6760NP as of 16™ July 2015 (31 Ashad 2072) and
accounting policies and explanatory notes..

2. Management's Responsibility

Management of NEA is responsible for the preparation and fair presentation of these Financial
Statement in accordance with Nepal Accounting Standards and relevant practices. This
responsibility includes designing, implementing and maintaining internal controls relevant to the
preparation and fair presentation of project accounts that are free from material misstatements,
whether due to fraud or error.

Public Disclosure Authorized

3. Auditor's Responsibility

Our responsibility is to express an opinion on these project. financial statements accounts based
on our audit. We conducted our audit in accordance with Nepal Standards on Auditing (NSA).
Those standards require that we comply with ethical requirements and plan and perform the audit
to obtain reasonable assurance whether the financial statements are free from material
misstatements.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the Financial Statements. The procedures selected depend in the auditor’s
judgment, including the assessment of risk of material misstatements of the project Financial
Statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control, relevant to management’s preparation and fair presentation of the
project financial statements 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. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of accounting estimates made by management, as well as
evaluating the overall presentation of project financial statements.

e-mail Oagneb@ntc,net.np, info@oag.gov.np Web Page: www.oagnep.gov.np



We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our opinion.

4. Basis for Qualified Opinion

L.

IL.

1L

The effects of foreign exchange gain / loss as per NAS 21 “The effects of changes in
foreign exchange rates” have not been accounted for security deposit of
contractors/suppliers in foreign currency during the year and in the previous years’ thus
overstating or understating the account balances.

Credit balance amounting NPR 4,803,010.14 appearing as advance to contractors could
not be verified due to unavailability of reconciliation/balance confirmation.

The accompanying Financial Statement are special purpose Financial Statements
prepared to meet the requirement of finance agreement signed between Government of
Nepal and World Bank/IDA, which has not complied the all reporting requirements of
Nepal Accounting Standard(NAS), such as Statement of Financial Position, Statement of
Comprehensive Income, Statement of change in Equity and Statement of Cash Flow

5. Management Letter

Management Letter highlighting area for improving Financial Management is attached herewith.

6. Qualified Opinion

In our opinion except for the possible effects of matter discussed in the ‘Basis for Qualified
paragraphs’ Project Financial Statement including the Statement of Designated Account give
true and fair view of the financial position of Kabeli Corridor 132 KV Transmission Line Project
as of 16" July 2015 (31 Ashad 2072), results of its operations and Sources and Application of the
Fund for the year then ended in accordance the Nepal Accounting Standard, financing
agreement with World Bank & NEA’s relevant practices. We also report that funds provided
under the International Development Association (IDA) - Credit: 49320 NP & Grant H6760NP,
have been utilized for intended purposes.

Deputy Auditor General
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Nepal Electricity Authority
Kabeli Corridor 132 kv Transmission Line Project
IDA Credit -49320NP IDA Grant -6760 NP

SIGNIFICANT ACCOUNTING POLICIES and EXPLANATORY NOTES

Significant Accounting Policies

1

P

6.

8.

9.

The financial statements are presented on the basis of historical cost convention.

All project income received in the form of loan, share investment and contributions are
accounted for on cash basis.

NEA contribution includes contribution made both in cash and kinds.

Nominal expenses are transferred to Capital work in progress (CWIP) on trimester's basis
and will be capitalised when the assets are ready to use.

Depreciation on project property plant and equipment, that are ready to use, has been
shown as deduction from the cost of the fixed assets.

The amount of expenditure from IDA source is classified and accounted as per NEA
Chart of Accounts.

Project expenditure recorded under the expenditure head as per NEA Chart of Account is
updated at the moment any amount is withdrawn from Special Account.

The amount withdrawn from special account pending replenishment from the World
Bank at the year end, is shown as 'Outstanding Replenishment' in the Project Account.

According to the Subsidiary Financing Agreement between government of Nepal (GoN)
and Nepal Electricity Authority (NEA), the interest on government loan is to be
capitalised for the period of construction.

Explanatory Notes

10.

I1. According to the Subsidiary Financing Agreement between Government of Nepal (GoN)
and Nepal Electricity Authority (NEA), the interest on government loan to be charged
during the period of construction of the project shall be deemed to be the local currency
expenditure and shall be treated as GoN Share. The amount of IDC (Interest During

Previous years figures have been rearranged/regrouped wherever necessary.

Construction Period) is presented as GoN Share Investment (100% IDC Payable) .

. According to the Subsidiary Financing Agreement between Government of Nepal (GoN)
and Nepal Electricity Authority (NEA), Payment made from Special Account is to be

treated as GoN Share Investment.



