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JATNAM ETEQT qrax FHAT fafaee (R09319Y)

1. Reports on the Financial Statements
We have audited the attached Statement of Financial Positionof Uttarganga Power Company
Ltd., as at 31%'Ashadh, 2074(corresponding to 15™July 2017), Statement of Profit and Loss
and Cash Flow Statement for the fiscal year then ended on 31 Ashadh, 2074 (Corresponding
to 15" July, 2017) and a summary of significant accounting policies and other explanatory
notes.

2. Management's Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial
statements in accordance with Nepal Financial Reporting Standard (NFRS). This includes
designing, implementing and maintaining internal control relevant to the preparation and fair
presentation of financial statement that are free from material misstatement, whether due to
fraud or error; selecting and applying appropriate accounting policies; and making
accounting estimates that are reasonable in the circumstances.

3. Auditor's Responsibility
Our responsibility is to express an opinion on these financial statements based on our audit.
We conducted our audit in accordance with the Nepal Standards on Auditing (NSA) and
relevant practices wherever applicable, and the audit guidelines issued by the Office of the
Auditor General of Nepal. Those standards or relevant practices require that we plan and
perform the audit to obtain reasonable assurance about whether the Financial Statements are
free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity's preparation and fair presentation of the
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
entity'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 the financial statements.

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

4. Auditor’s Opinion
In our opinion and to the best of our Knowledge and according to the explanations given to
us, the Statement of Financial Position and Statement of Profit and Loss and Cash Flow
Statement read with Notes to Account thereon give, in all material respects, a true and fair
view of the state of affairs of the organization as at 31st Ashadh, 2074 (Corresponding to
15th July, 2017) and of the operational result for the fiscal year then ended.



5. Emphasis of matter

5.1. The applicable financial framework for the Public Company was changed to Nepal
Financial Reporting Standard from Nepal Accounting Standards effective from fiscal year
beginning from 16™ July, 2016 onward. However, the financial statements have not been
prepared in accordance with Nepal Financial Reporting Standard. Our opinion is not
modified in respect of the matter emphasized regarding the non-compliance of NFRS.

5.2. Company has not appointed an independent director which is required as per section 86 of
the Companies Act, 2063 and company secretary has not been appointed which is required as
per section 185.

6. Reporting as per provision of Company Act, 2063
In the course of audit we also report that:

I.  We have obtained all the information and explanations, which were considered necessary
for the purpose of our audit.

ii. Except for the matters described in paragraph no.5 the company has kept proper books of
accounts as required by law, in so far as it appears from our examination of those books.

iii. The Statement of Financial Position, Statement of Profit or Loss, Cash Flow Statement,
Statement of Changes in Equity dealt with by this report is in agreement with the books
of account maintained by the Company.

iv. During our examination of the books of account of the company, we have not come
across the cases where the Board of Directors or any member of there or any
representative or any office holder or any employee of the Company has acted contrary to
the provisions of law or caused loss or damage to the Company, and

v. We have not come across any fraudulence on the accounts.

7. Report on the Requirements of the Electricity Act, 2049

The company has obtained the license of survey for production of hydroelectricity through the
letter issued by Department of Electricity Development and authorized by Engineering Service
Directorate under Nepal Electricity Authority.The company has not obtained license for
generation, license of transmission and license for distribution of electricity as at 31 Ashadh,
2074.
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Report on the financial statements

We have audited the accompanying financial statements of Tanahu Hydropower Ltd, Trade
Tower, Thapathali, which comprise the balance sheet as at 32nd.Asadh, 2075 (16".July 2018)
and the Income statement, the statement of changes in equity and cash flow statement for the
year then ended, and significant accounting policies and other explanatory notes.

Management responsibility for the financial statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with Nepal Accounting Standards (NAS). This responsibility includes: designing,
implementing and maintaining internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or error;
selecting and applying appropriate accounting policies; and making accounting estimates that are
reasonable in the circumstances.
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Auditor’s responsibility

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

An Audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation and fair presentation of the 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 entity’s internal control. An
audit also includes evaluating the appropriateness of the accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our qualified opinion.

Basis for Qualified Opinion

4.1  According to the provisions of section 4,5, 12 and 13 etc. of the Land Acquisition Act
2034, the decision of the Government of Nepal has to be obtained for the acquisition of
approximately 1828 Ropani Land and according to that decision a committee consisting
of the Chief District Officer and other specified members has to acquire land and also
make disbursement of the payment; despite those provisions the said decision was
made by the Cabinet minister and the land acquisition rate was determined by the
committee headed by the Chief District Officer and thereby; upto 074/075 total
Rs.1,12,30,22,164.95 were paid for land acquisition expenses of 1213-4-02-02 Ropani
land; which was found not in conformity with the provisions of Land acquisition Act
2034 and Public Procurement Act 2063.

4.2  Following goods and services have been procured as per  ADB's guidelines instead of
the provision of Public Procurement Act 2063 and Rules 2064. For the procurement of
those goods and services, the entity has followed the threshold amounts of shopping for
works and goods as mentioned in the Guidelines.

Descriptions Amounts Rs
Purchase of two Ford automobiles 49,50,000.00
Paid to an NGO for submitting the report on land acquisition 19,71,675.00
Construction of community water facilities 21,55,783.44
Construction of building 1,62,10,00,000.00

4.3 Rs.59.50 lakhs were paid for expense for fisheries and environment consultancy without
having certification by the management of its impact assessment on people and
environment of project area and therefore, the propriety of such expenses could not be
ascertained.

4.4 Rs. 39,15,680.00 were paid in FY 074/075 for providing technical training to the
residents affected by land acquisition of the project area. Payment has been made without
the report with facts as to how many families and people were given such training.

45  Nepal Electricity Authority the sole shareholder has not paid adequate paid up capital out
of the issued capital for project construction works and overhead expenses, that caused to
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4.6

4.7

4.8

4.9

4.10

411

4.12

4.13

4.14

incur Rs.114 lakhs up to FY 074/075 for interest during construction period which
appears not appropriate and need to be recovered from Nepal Electricity Authority.

At the time of the formation of the company the contract in between the promoters and
Tanahu Hydropower Ltd. for bearing the pre-incorporation expenses was not registered
with the Registrar of Company, payment of Rs.42,28,590 made in past to Nepal
Electricity Authority as reimbursement have not yet been recovered.

For completing its own hydropower project within specified period, Tanahu hydropower
Ltd. took loan and paid interest because of not having adequate paid up and working
capital, despite this situation Rs. 2,08,56,272 were paid for survey of developing another
hydropower at the downstream which from the point of view of economy and propriety
did not appear appropriate.

Confirmations of balances at the end of FY 074/075 for outstanding amounts of
employees’ loan Rs.24.80 lakh, Advance to Nepal Electricity Authority Tanahu Sales
Centre, of Rs.3.39 lakhs, Deposit with Nepal Rastra Bank Rs.10 lakhs total Rs.38.19
lakhs were not obtained from the concerned and therefore, the status of their recovery
could not be ascertained.

At the end of FY 074/075, age wise details and confirmations of balances payable to
government of Nepal, Nepal Electricity and contractors etc. were not obtained and
therefore, the status of liability could not be ascertained.

Besides the payment of retirement benefit to the employees of Nepal Electricity
Authority on deputation, Rs.108.74 lakhs were paid without having appropriately
calculated the amount of retirement benefits, as “overhead expenses” and additional
provision of Rs.102.98 lakhs total Rs.210.92 lakhs have been provided for this year
retirement benefit expenses. In accordance with the provisions of Nepal Accounting
Standards -NAS 19 “Employee Benefits”, the amount of the said retirement benefits was
not appropriately calculated and not kept in a separate retirement benefit fund beyond the
control of the employer.

Rs.118.04 lakhs were paid as wage expenses to daily wage employees. These employees
have been appointed without creation and approval of the positions of staff to be required
in this Tanahu hydropower Limited.

Contrary to the provisions of the “Articles of Association” and “Employees Service
Rules”, employees and drivers were paid at the rate of Rs. 200 to 2000 each total
Rs.76,100, as board meeting allowance besides tiffin expenses and found not economical
and appropriate.

According to Section 3.2 of the Company Act 2063 at least seven shareholders are
required for the formation of a company despite that Nepal Electricity Authority the sole
shareholder is operating the Tanahu hydropower Limited since the date of formation of
this limited; which appeared not appropriate.

According to the provisions of section 108 and 109 of the Company Act 2063, Tanahu
hydropower Limited has to prepare its financial statements for FY 074/075 in conformity
with the provisions of Nepal Accounting Standards (NAS) however, provisions of NAS-
1,2,5,6,9,12,13,14,16,18 and 27 were found not appropriately complied with.

Management Letter
A separate management letter consisting of detailed audit observations and recommendations on
issues related to financial statements, weaknesses in accounting and internal control system, and
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compliances with laws and regulations has been issued to the management along with this report
for improving financial management.

Quialified Opinion

In our opinion, except for the possible effects of the matters described in the bases for qualified
opinion paragraphs 4.1 to 4.10, the financial statements give true and fair view of financial
position of Tanahu Hydropower Ltd, Trade Tower, Thapathali, Kathmandu, as at 32" Asadh,
2075 (16™. July, 2018) and its financial performance and its Cash flows for the year then ended
in accordance with Nepal Accounting Standards and relevant provisions of Company Act 2063.

Report on the compliance with the provisions of the company Act 2063

a) We have obtained prompt replies to our queries and explanations asked for;

b) The company maintained its books of accounts and records in accordance with the
prevailing laws;

c) The enclosed balance sheet, Income statement and cash flow statement are prepared
in accordance with the provisions of the Company Act 2063 and the books of
accounts and records are complete;

d) On the basis of information and explanations given to us the board of directors or any
employee of the company has not acted contrary to the legal provisions nor done any
irregularity that came to our notice.
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1. Report on the Financial Statements
We have examined the accompanying financial statements of Nepal Rastra Bank (NRB) which
comprises the Statement of Financial Position at Ashad 329, 2075 (July 16, 2018), Statement
of Net Income and Other Comprehensive Income, Statement of Cash Flows, Statement of
Changes in Equity for the period then ended and Notes comprising of significant accounting
policies and explanatory information.

2. Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial
statements in accordance with Nepal Financial Reporting Standard (NFRS) and International
Financial Reporting Standard (IFRS) wherever applicable NFRS has not been
pronounced/updated and for such internal control as management determines is necessary to
enable the preparation of financial statements that are free from material misstatement, whether
due to fraud or error.

3. Auditor’s Responsibility
Our responsibility is to express an opinion in these financial statements based on our audit.
We conducted our audit in accordance with Nepal Standards on Auditing (NSA). Those
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 a test basis, evidence supporting the amounts and disclosures in the financial
statements. The procedures selected depend on our judgment including assessment of the
risks of material misstatement of financial statements, whether due to fraud or error. In
making those risk assessments, we consider internal control relevant to the entity’s
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preparation and fair presentation of the 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 entity’s internal control. An audit also includes
assessing the accounting polices used and significant estimates made by management, as well
as evaluating the overall financial statements presentation.

We believe that our audit provides a reasonable basis for our unqualified opinion.

4. Management Letter
A separate Management Letter consisting of additional audit observations has been issued to
the management for improvement.

5. Audit Opinion: In our opinion, financial statements, read with notes, give in all material
aspects, true and fair view of the financial position of NRB as at Ashad 32nd 2075
(corresponding to July 16, 2018), its financial performance, cash flow and changes in equity
for the year then ended in accordance with NFRSs and IFRSs where applicable.

6. Without qualifying our opinion, we draw attention to followings matters:
a. that testing of purity /quality and quantity of physical gold, silver including gold/silver
coins etc. held at NRB premises has not been carried out,
b. that there exists inconsistency in accounting and valuation of financial assets on initial
recognition, and
c. that interest receivable of Rs. 1010 million from Government of Nepal pending recovery
for long.

AqTer T miereeor (R09¥19Y)

1. Report on the Financial Statements
We have audited the accompanying Financial Statements of Nepal Electricity Authority (NEA), which

comprise Statement of Financial Position as at 32" Ashad 2075 (July 16, 2018), Statement of Profit
or Loss, Statement of Cash Flow sand Statement of Changes in Equity for the year then ended, and
Significant Accounting Policies and Explanatory Notes.

2. Management's Responsibility for the Financial Statements
NEA management is responsible for the preparation and fair presentation of these financial
statements, in accordance with Nepal Financial Reporting Standards (NFRS) and for such internal
control as NEA management determines is necessary to enable the preparation of the financial
statements that are free from material misstatement, whether due to fraud or error.

3. Auditors' Responsibility
Our responsibility is to express an opinion on these financial statements based on our audit. We

conducted our audit in accordance with Nepal Standards on Auditing, “Directives to the Auditors for
the Audit of Public Sector Enterprises” and International Organization of Supreme Audit Institution
(INTOSAI) Standards. Those Standards require that we comply with ethical requirements and plan
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4.1.

4.2,

4.3.

and perform the audit to obtain reasonable assurance about whether the financial statements are
free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on our professional
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, we considered

the internal control relevant to NEA’s preparation and fair presentation of the financial statements
in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on NEA’s internal control. An audit also includes evaluating the
appropriateness of the accounting policies used and the reasonableness of accounting estimates
made by NEA management, as well as evaluating the overall presentation of the financial
statements.

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

Basis for Qualified Opinion

Legality of Subsidiaries/Associates Companies
NEA has incorporated public limited subsidiaries companies having single ownership or promoters

having less than seven. As per the requirement of Companies Act, 2063 (Including Amendments),
minimum number of promoters to incorporate a public company is seven. Provision of the
Companies Act, 2063 has not been fulfilled at the time of incorporation of such subsidiary
companies and legality of such companies has not been verified during the fiscal year 2074/75 by
NEA.

Functions of Board of Directors

Standard operating procedures of Board of Directors meeting have not been formulated as
delegated by Section 15 (5) of the Nepal Electricity Authority Act, 2041. Similarly, some of the
decisions to be made by Board of Directors have been decided by Managing Director and only the
ratification was made by Board of Directors.

Financial Statements not prepared according to applicable Reporting Framework

The accompanying financial statements have not been prepared based on provisions of Nepal
Financial Reporting Standards (NFRSs) and provisions of 16 different applicable NFRSs and Nepal
Accounting Standards (NASs) have not been fully complied with while recognizing, measuring and
disclosing financial transactions in the financial statements, including preparation of Consolidated
Financial Statements.
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4.4.Property Plant and Equipment (PPE)

i) Status and Carrying Amount of PPE
Physical verification of PPE has not been conducted since long. NEA has not maintained and updated

consolidated statements of assets owned by it detailing cost, location and condition. Further,
various assets under Hydraulic Plant and Machinery of NPR. 49,304.95 Million has capitalized
cumulatively since fiscal year 2060/61 without further details and various damaged assets including
vehicles were not derecognized.

Various items capitalized earlier under distribution or transmission lines were replaced and costs of
replacement were charged off to revenue based on budget allocation without assessing the life or
capacity of such items and costs of replaced items were not decapitalized. Also, NEA has incurred
expenses for various repairs/maintenance activities to rectify damages caused by the massive
earthquake of 2072 and has booked such expenses as revenue expenses. A comprehensive
assessment of damages caused by the earthquake and cost estimate to rebuild/repair of damaged
assets has not been done.

Land records are updated only up-to fiscal year 2069/70. Status of land acquired/ disposed/
encroached etc. after fiscal year 2069/70 is not verifiable. Out of 31,707-11-03-00 Ropanies of land
recorded in NEA central records, 1,881-15-2-2 land area (almost 6%) does not have ownership
document in the name of NEA. Similarly, land of 1,474-3-1-0 has been encroached by government
organizations, public roads, semi government organizations, private organizations and general
public.

NEA has made a provision of NPR. 479.02 million against loss on fixed assets in earlier years without
details available and re-assessment of adequacy of provisions made has not been done based on
current status.

Credit balance of the carrying amount of NPR 583.71 Million observed in distribution line. Status of
the said assets under distribution line and reason for the credit balance unidentified.

ii) Comprehensive Insurance of PPE
NEA has owned gross PPE of NPR. 168,233.83 Million against which an insurance reserve fund of

NPR. 400 Million has been created; however, there was no separate insurance made for PPE and
only vehicles were insured for third party liability.

iii) Depreciation of PPE
NEA has a policy to charge depreciation on assets procured during the year at a flat 50% of the rate
of the specified assets prescribed in its Accounts Manual, irrespective of the date of capitalization.
Also, same rate of depreciation as fixed has been charged without assessing the remaining useful life
of assets. Further, the categories of assets specified by NEA have various separable items that are
significant to the total assets and may have variable useful life-span, but depreciated as one single
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item, for example, Hydel Power Plant, Transmission and Distribution Lines, Sub-stations, Vehicles,
Heavy Equipment, Solar Power Plant.

There is an unexplained difference in depreciation amount accounted for in the statement of profit
or loss and difference between provision for depreciation of current and previous year shown in
Schedule 1 of the Financial Statements by NPR. 345.92 Million (short charged in the statement of
profit or loss).

4.5.Capital Work in Progress (CWIP)

i) Status and Carrying Amount of PPE

NEA has not carried out physical verification of CWIP to identify the existence, location, condition as
per the Financial Administration By laws, 2068 (Including Amendments). Further, no impairment
testing for old, damaged and obsolete CWIP has been performed and accounted.

NEA has made a provision of NPR. 287.91 Million against obsolescence on CWIP in fiscal year
2070/71 without details of items against which such provision was made and re-assessment of
adequacy of provisions made has not been done based on current status. Further, schedule 2 of
Financial Statements of NEA shows opening balance of CWIP, addition and capitalized during the
year; however, individual details of CWIP has not been provided.

i) Completed Projects Capitalization

NEA has capitalized CWIP of NPR. 27,199.54 Million as PPE during the fiscal year 2074/75; however,
there is no details maintained at central office showing individual projects/items capitalized.
Further, there are various sub projects with total CWIP of NPR. 975.73 Million which have been
completed but pending for capitalization. This has resulted in under reporting of fixed assets and
under charging of depreciation to Statement of Profit or Loss. Also, Hetauda Diesel Plant
Rehabilitation Project that started in fiscal year 2066/67 and completed in fiscal year 2068/69;
however, it has not yet capitalized.

CWIP of NPR 1,623.13 Million have been carried over since long period of time. No progress has
been made on such capital works during fiscal year 2074/75.

iiii) Excess Interest included in CWIP

In various projects, interest on total loans outstanding from Asian Development Bank (ADB)
and Government of Nepal (GoN) is being charged to CWIP although sub-projects have
purchased such funded fixed assets of NPR. 2,403.86 Million and put to use for project
implementation. This has inflated CWIP and short charging of interest expenses on
statement of profit or loss, the amount of which is not quantifiable on want of detailed
information.

iv) Capitalization of Administrative and General Expenses to CWIP

NEA has continued to book administrative and other general expenses in CWIP, without segregating
expenses that are directly attributable to qualifying assets against the provision of NAS 16:
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"Property, Plant and Equipment". Total of such amount as at the reporting date is NPR. 574.47
Million, net of Interest during construction (IDC), depreciation and miscellaneous income. Further,
NEA has stopped charging off head-office expenses to CWIP from fiscal year 2072/73; however, such
expenses charged to CWIP till fiscal year 2072/73 were not reversed. Total expenses of head office
charged to CWIP till fiscal year 2074/75 is NPR. 5.18 Million.

V) Interest Charged on Government of Nepal Loan and Booked under IDC
The loan principal and interest on Government of Nepal loan is not accounted for by projects based

on actual amount received by the projects for use in project activities but on the basis of allocation
made by NEA head office. This has resulted in receivable balance from central office implying that
such funds are held and used by NEA for other purposes.

vi) Interest Booking

Interest payable to Government of Nepal and Asian Development Bank combined worth of
NPR 72.43 Million has not been booked by 6 Sub-Project under Energy Access and Efficiency
Improvement Project (EAEIP) Funded by Asian Development Bank (ADB).

vii) CWIP with Credit Balance
CWIP with credit balance of NPR. 27.87 Million has been noticed under various Distribution and

Consumer Services (DCSs) and the same has been netted off from debit balance of CWIP and
understated CWIP balance.

4.6.Investment
i) Approval from Government of Nepal for Investment
Section 5A of Nepal Electricity Authority Act, 2041 states that NEA may purchase share of industries

connected with electricity in accordance with the approval of Government of Nepal. NEA has neither
obtained prior approval from Government of Nepal nor obtained ratification of investment made in
associates/subsidiaries companies from Government of Nepal.

Further, Section 24 of Nepal Electricity Authority Act, 2041 states that NEA shall not sell or otherwise
transfer any immovable assets and any movable assets worth more than NPR. 100,000 to any other
person without the prior approval of Government of Nepal. NEA has incorporated
associates/subsidiaries companies and transferred NEA assets to various associates/subsidiaries
companies without prior approval of Government of Nepal indicating legal ownership of assets in the
name of NEA despite possession of the assets in the name of associates/subsidiaries companies
incorporated by NEA.

ii) Valuation of Investment
NEA Investment includes investment in shares of subsidiaries, associates and other corporate bodies,

loans to subsidiary and Joint Venture Companies and loans/deposits for special purpose. Although,
accounting policies on investment states that all investments in the form of shares and long-term
loans are carried at cost and write downs are made for impairment. However, there was no evidence
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of assessing impairment of the investments in shares (e.g. calculation of net assets from audited
financial statements of investee) and calculation of amortized costs for debt instruments. Amount
lent to its subsidiaries as loan payable in fixed installments (NPR. 17,778.97 Million) and in the nature
of deposits (NPR. 1,815.84 Million) are also included in investment.

iiii) Loans Provided to Subsidiaries against Bank and Financial Institutions Act, 2073
NEA has provided loan of NPR. 14,535.73 Million to Upper Tamakoshi Hydropower Co. Ltd. and NPR.

956.96 Million in Power Transmission Company Nepal Ltd. against the provision of Section 31 of
Banking and Financial Institutions Act, 2073 which states that "no one other than a bank or financial
institution shall carry on the financial transactions."

iv) Share Certificates
Share certificates from 18 investee companies worth NPR.994.04 Million have not been obtained.

4.7. Inventory
i) Valuation of inventory
NEA has valued its inventory at cost and none of the offices has carried out assessment of net
realizable value of its inventory, on account of obsolescence and usefulness.

NEA has made a provision of NPR. 331.38 Million (4.21 % of total inventory) against provision for loss
and obsolescence many years ago, without details available. Inventories shortage pending inquiry of
NPR. 19.72 Million has been observed, no any effort has been made to settle pending inquiry and
make provision for such items of inventories.

4.8. Trade Receivables
i) Recoverability Status
Against total receivables of NPR. 16,113.99 Million, NEA has made a provision for doubtful debts of
NPR. 567 Million few years ago without further details. Although there has been increase in debtors
outstanding, NEA has not assessed the recoverability status and adequacy of the provision made.

ii) Reconciliation and Confirmation

There are huge differences in balances of debtors between accounting software (CAIS) and Revenue
Software (M-Power). Differences could not be quantified as the figures in M-Power kept on changing
due to adjustment made in subsequent period. There was excess balance in M-power in some units
and vice versa. Also, advance collected from customer of NPR. 124.86 Million has been netted off
against receivables. The accuracy of debtor’s balance as recognized in financial statements could not
be commented upon.Net credit balance of NPR. 15.57 Million reported under rechargeable works
have been carried forward since long period of time and due to absence of adequate supporting
documents, the given account balances could not be verified.
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4.9. Cash and Cash Equivalents

i) Exact Cash/Bank Balance

Balance of NPR. 34,530.02 Million under cash and cash equivalents as at the reporting date includes
cash in transit balance of NPR.262.43Million being carried forward since long period of time detail of
which was not available. In the absence of bank confirmation certificate/bank statement and timely
reconciliation, bank balance of NPR. 112.05 Million could not be verified and reconciled. Unknown
deposit of NPR 18.84 Million was noted in bank reconciliation statement as at year end, adjustment
of which has not been made It was not possible to comment on the accuracy of the balances
reported.

Furthermore, a provision for loss in lieu of shortage of NPR. 35.39 Million has provided in earlier
years without details. There were also instances where bank reconciliation statements were not
prepared and bank confirmations were not obtained. It was not possible to comment on the accuracy
of the balances reported.

4.10. Prepaid Advance, Loan and Deposits
i) Balance under Payroll and Account Reconciliation
There is a huge difference of NPR. 270.89 Million in staff loan balance as per accounting
software (CAIS) and payroll software and such huge differences has not been verified and
reconciled till 32"¢ Ashad 2075.

i) Recoverability Status

Recovery of “Index Loan” of outstanding balance of NPR.60 Million is not assessed. Advance to staff
in the various budget center of NPR. 42.44 Million has been remained unsettled. Further, NPR.
281.12 Million under other claim receivable and NPR. 344.52 Million under Claim Recoverable from
GON are pending since long period. Claim Recoverable from other included Shortage on collection
NPR. 5.71 Million. There is no confirmation of balances from the parties with respect to deposits and
receivables.

NEA has not prepared aging analysis of loan and advances to determine recover ability status and
adequacy of the provision made in earlier year of NPR. 88.65 Million.

iiii) Disclosure of Outstanding Balances

In the absence of adequate details of reasonable judgments based on the latest available reliable
information, the reasonableness and adequacy of the accounting estimate for the provision so made
could not be confirmed. Term loan provided to staffs are not segregated to current and non-current
portion but included in current liability.
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4.11. Share Capital
i) Balances under Share Capital
The government confirmation for amount of Share Capital of NPR. 102,437.63 Million which includes
share allotment of NPR. 65,072.72 Million has been transferred to Share Capital during the Fiscal Year
2074/75. Neither confirmation nor reconciliation of the share capital amount of GoN has been made.

i) Updated Share Capital Status as per Financial Comptroller General Office (FCGO)

Share amount provided by GoN during the year is NPR. 20,342.83 Million and the additional share
capital as per financial statements is NPR 19, 182.39 Million (including share suspense allotment and
grant in ad-reserve). Share amount of NPR. 1,160.44 Million is not reconciled with GoN.

4.12. Reserves and Accumulated Profit: Capital Reserve
i) Adjustment in Consumer Contribution
Consumer contribution balances have been increased by NPR. 106.46 Million. However, there has no
details regarding the adjustment made.

As per NEA accounting policy, contributions received from consumers for installation/commissioning
of PPE are to be shown as Capital Reserve and subsequently adjusted to income in the same
proportion as the depreciation charged on the assets acquired out of said grants/consumer
contribution. However, details of assets acquired out of grant/consumer contribution and
depreciation thereof are not available to comment on the accuracy of the capital reserve and
compliance with its own policy.

ii) Adjustment in Grant-in-Aid Reserve Account

There was a balance of NPR. 1.67 Million carried over in grant-in-aid reserve account since fiscal year
2068/69 without further details. Further, documents relating to Grant-in-Aid-Reserve amounting to
NPR. 4,328.28 Million appearing in financial statements were not verifiable.

4.13.  Non-current Liabilities
i) Loans Obtained by NEA
NEA has obtained loans from Government/Funding Agencies for construction of hydroelectricity
projects against the provision of Section 7 of Nepal Electricity Authority Act, 2041, that states that
NEA may obtain necessary loans in cash or in kind or accept grants for use as working capital with the
approval of Government of Nepal.

ii) Confirmation of Long-Term Borrowings

NEA has not reconciled and obtained conformation for long term borrowings (loans) from GoN of
NPR. 120,261.15 Million outstanding as at 32" Ashad 2075 under the subsidiary loan agreement for
various projects financed by funding agencies.
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iii) Presentation of Current and Non-Current Portion of Loans

The loan deeds (Tamasukha) with GoN loans for the projects have repayment schedule with bi-
annual payment of principal and interest for 20 years and also for other loans after the
commencement of projects. However, NEA has not prepared a statement with the loans and interest
payable within 12 months and/or overdue amounts and whole of the loans and interest amounts are
shown under non-current borrowings and current liabilities/Provisions/IDC, respectively.

iv) Calculation of Deferred Tax Assets/Liabilities

Balance in deferred tax liabilities of NPR. 693.2 Million has been carried forward since fiscal year
2065/66 and re-calculation of deferred tax assets/liabilities not done on account of losses during the
periods without assessing certainty of realization of unused tax losses in future.

4.14. Sundry Creditor and Other Payable
i) Liability to be Booked
NEA has not booked liability for claims made by Independent Power Producers (IPPs) for posted rate
on account that they have not received amount from GoN related to this claim made by NEA. There is
balance of NPR. 1,116.14 Million payables to various IPPs by NEA.

ii) Assessment of Payable Status

There was no practice of preparing ageing analysis of payables and initiate the process of adjusting
the balances. There were long pending payables outstanding of NPR. 143.10 Million in respect of
employees as at the reporting date.

iiii) Reconciliation of Inter-Unit Account

There were huge balances remain unreconciled for previous years. Out of net debit balance of NPR.
791.115 Million, NPR. 56,532.14 Million in Debit balances and NPR. 55,741.02 Million in Credit
balances remained unreconciled. In the absence of reconciliation, it is not possible to ascertain
impact on assets, liabilities, income and expenses reported in the financial statements.

4.15. Provisions
i) Provision for Employee Benefits
NEA has made provisions for retirement benefit plans such as gratuity, pension, leave encashment
and medical benefits based on actuary valuation. However, actuary valuation for last four fiscal years
has not been done and NPR. 2,500 Million has been provisioned on ad-hoc basis during this fiscal
year.

i) Late Submission of Income Tax Returns

NEA has reported net Profit of NPR. 2,848.11 Million for fiscal year 2074/75. Since, NEA has
accumulated losses of NPR. 26,334.85 Million up to fiscal year 2073/74, there is no income tax
liability under Section 3 of Income Tax Act, 2058 and hence provision for income tax is not required.
However, NEA has not calculated fee of NPR. 31.39 Million under Section 117 for late submission of
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income tax returns as per Income Tax Act 2058 up to Chaitra end 2075. This has resulted in
overstatement of profit for the year.

4.16. Revenue
i) Netting off of Cost Against Revenue
Sale of electricity goods of NPR. 166.34 Million has been accounted on net basis i.e. sale
price less cost, resulting understatement of revenue and cost. Complete lists of cost price
and selling price of electricity goods are not provided by NEA management and hence impact
on Statement of Profit or Loss is not quantifiable.

i) VAT on Sale of Taxable Transactions

Under group 11 of schedule 1, Value Added Tax Act, 2052 has provided exemption for electricity
supply only. However, NEA has not collected VAT on sale of electricity goods, rental income, meter
sales, rechargeable works, consultancy service, feasibility study, tender of other inventories etc.

iii) Reconciliation of incomes

In most of the Distribution and Consumer Services (DCSs) visited, income recorded in revenue
software (M-Power) and accounting software (CAIS) were not reconciled and huge differences were
noted. It was not possible to assess the impact of reconciliation on revenue recognized.

iv) Accrual of Rental Income

The entity shall present its financial statements using the accrual basis of accounting except
cash flow information whereas NEA has booked rental income from pole rent on cash basis
in all Distribution Consumer Services (DCSs). Further, joint verification of pole used by cable
network provider has not been done to date.

4.17. Expenses
i) Confirmation of Interest Expenses
Interest expenses are calculated on the loan outstanding stated in NEA record which is pending
reconciliation and confirmation with GON. Thus, appropriateness of interest expenses booked cannot
be confirmed.

ii) Property Tax

Majority offices have not paid/made provision for property taxes since fiscal year 2065/66 and only
few offices have paid/made provision for this fiscal year. NPR. 46.81 Million provision made till fiscal
year 2065/66 has not been deposited till the end of fiscal year 2073/2074. Further, additional
provision made by few offices of NPR. 15.66 Million made during fiscal year 2073/74 which has been
increased in fiscal year 2074/75 by NPR. 0.97 Million whereas same has also not been deposited.

iii) Prior Period Income/Expenses
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Income/expenses related to previous year (Expenses of NPR. 570.30 Million and income of NPR.
66.42 Million) were booked in current year and adjusted directly with Accumulated Profits/(Losses)
under Reserve and Accumulated Profits. Previous year figures in the statement of profit or loss are
not restated.

iv) Other

In the absence of complete details from the units not visited during the audit, it is not possible to
ensure that the information in respect of these units, included in the financial statements, are
complete and accurate. Information in respect of such is incorporated in the financial statements on
the basis of management representation.

Qualified Opinion

In our opinion, except for the possible effects of the matter described in Basis for Qualified
Opinion, the financial statements present fairly, in all material respects, the financial position
of Nepal Electricity Authority (NEA) as at 32"Ashad 2075 (Corresponding July 16, 2018) and
financial performance and its cash flows for the year then ended are in accordance with
Nepal Financial Reporting Standards.

Management Letter

A separate management letter consisting of detailed audit observations and recommendations on
issues related to financial statements, internal control and compliances with applicable laws and
regulations has been issued to the management along with this report for improving financial
management of NEA.
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