Audited Project Financial Statements

Project Number: 35173-013
Loan Number: 3157
Period covered: 17 July 2014 to 16 July 2015

NEP: Third Small Towns Water Supply and
Sanitation Sector Project

Prepared by Ministry of Water Supply and Sanitation

For the Asian Development Bank
Date received by ADB: 15 April 2016

The audited project financial statements are documents owned by the borrower. The views expressed
herein do not necessarily represent those of ADB’s Board of Directors, Management, or staff. These
documents are made publicly available in accordance with ADB’s Public Communications Policy 2011
and as agreed between ADB and the Economic and Reconstruction Agency.
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April 15,2016

. Kenichi Yokoyama o
Country Director
Nepal Resident Mission
Asian Development Bank
Metro Park Building, Lazimpat, Kathmandu

Subject: Loan 3157: TSTWSSSP/Submission of Audited Project Financial Statement
2014/15.

Dear Mr.Yokoyama

We are Pleased to submit herewith a copy of the Audited Project Financial Statement
of the Fiscal Year 2014/15 ( 2071/72 B5.) of Third Small Towns Water Supply and
Sanitation Sector Project, Loan 3157 (NEP)- SF.

Regards,

-----------------------------

(Diwfakar Prasad Dhakal)
Deputy Project Dircctor

c¢c: 1. Ministry of Water Supply and Sanitation. Singh Duwrbar, Kathmandu- ©One Copy of APFS is attached.
2. Ministry of Finance, Singh Durbar, Kathmandu- One copy of APFS is attached
3. Financial Comptroller General Office, /\namnagar, Kathmandu- One Copy of APFS is attached.
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Date: 15 April, 2016
INDEPENDENT AUDITOR'S REFORT

The Secretary
Ministry of Finance
Singh Durbar, Kathmandu

Report on the Financial Statements

We have audited the accompanying Project Financial Statements including Statement Imprest Account (and Statements of
Expenditures SOEs) of the " Third Small Towns Water Supply and Sanitation Sector Project " financed by ADB Loan
No.3157 as at 16 July 2015 (31 Ashad, 2072) and for the year then ended and a summary of accounting policies and other
explanatory notes.

Management's Responsibility for Financial Statements

Management is responsible for the preparation and fair presentation of the Financial Statements in accordance with the
Government of Nepal (GON) accounting policies and relevant practices. This responsibility includes: designing,
implementing and maintaining internal control relevant to preparation and fair presentation of financial statements that are
free from material misstatement, whether due to fraud and error.

Auditor's Responsibility

Our responsibility is to express an opinion on these Project Financial Statements based on our audit. We conducted our
audit in accordance with the INTOSAI (International Organisation of Supreme Audit Institutions) Fundamental Auditing
Principles. Those Principles 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 that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion,

Opinion
Management letter highlighting areas for improving financial management including compliance with financial covenant is
attached herewith.

In our opinion, the Project Financial Statements including Statement of Imprest Account, in all material respects, give a
true and fair view of the financial position of the " Third Small Towns Water Supply and Sanitation Sector Project " as of
16 July 2015 (31 Ashad, 2072), and of the results of its operations and its cash flows for the year then ended in accordance
with GON accounting policies.We also report that funds provided under ADB Loan no 3157 have been utilized for
intended purposes.

In addition, with respect to SOEs, a) adeSquate supporting documentation has been maintained to support claims to donors
for reimbursement of expenditures incurred; and b) expenditures are eligible for financing under the above mentioned
Loan.

(Mohodatta Timisina)
Deputy Auditor General
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April 15,2016

Subject: Management letter for the audit of Third Small Towns Water Supply and

Sanitation Sector Project
Finance under ADE Loan No.3157-NEP (SF)

The Secg tary
Ministry Water Supply and Sanitation
Singh Darbar, Kathmandu.

I wish to draw your attention towards the enclosed audit findings regarding audit of "Third
Small Towns Water Supply and Sanitation Sector Project” under your Ministry for the fiscal
year 2014/15 (2071/72). These findings have been selected from the Preliminary Audit Report
sent to you through our letter diffrent dates.

I also state that none of the contents of this enclosure will have any material effect on the Audit
Report and opinion of this office sent to you on April 15, 2016 or on the contents of the
Preliminary Audit Report.

{Gopi Chandra Shahi)
Assistant Auditor General
cc: The Financial Comptroller General
Financial Comptroller General Office
Anam Nagar, Kathmandu.

The Project Manager
Third Small Towns Water Supply and Sanitation Sector Project
Panipokhari, Kathmandu



Third Small Town Water Supply and Sanitation Sector Project
ADB Loan Number 3157-NEP(SF)

Fiscal Year 2014-15

Third Small Town Water Supply and Sanitation Sector Project has been implemented since 2016 under
Loan of Asian Development Bank. The Project has been implementing twenty six town projects with cost
sharing by user committees and Government of Nepal.

Audit Observations

1. Vehicle owenership: projects implementation office Sunsari procured vehicle worth of Rs. 6.22
million during the year. Such vehicle has not recorded in its goods register & not obtained of its
owenership till our review penod.

2. Vehicle purchage: Project Management Office has procured worth of Rs. 6.32 million Mahindra
Axcuvi 500 without following the procurement method of procurement Act.

3. Compliance with Financial Covenants: The project is responsible to comply with financial
covenants as specified in Loan Agreement. In this connection, the project has made representation
on the compliance with all most paras of financial covenants. Out of which we have made audit
comments on two paras specifying the right of ADB to audit and examine the account of
implementing agency, Para as given below. We have no further comment on the rest of paras of
financial covenants.

SN

Description

Complied/Partially
complied/Not
Complied

Audit comment

Loan3157

The Borrower shall cause TDF to implement adequate
loan monitoring, recovery and collection mechanisms
to ensure that its aggregate recovery rate of the
subloans under subproject Financial Agreements for
any financial year does not fall below 70%,where
recovery rate is calculated as:(the total collection
fromWUAS or Local Bodies during the year under the
subproject Financing Agreements)\ ( current and arrear
demands raised to WUAS or Local Bodies during the

year).

Not complied

to be
vehicle

Activities
started
procured.

yet
only

Loan 3157

The Borrower shall ensure that TDF maintains its
own financial sustainability by{a) making adequate
provision for non performing loans, (b} maintaining a
debt- equity ratio of 80 : 20 (i. e., TDF shall not incur
any debt, if after the incurrence of such debt the debt -
equity ratio shall be grater than 80:20)and {c)instituting
and observing such other due diligence and pgood
banking practices as required for a prudent financial
institution. For purposes of this paragraph, the term
‘debt’ means any indebtedness of TDF maturing by its
terms more than one year after the date on which it is
originally incurred and ‘equity’ means the sum of the
total impaired paid- up capital, retained earning and
reserves of TDF not allocated to cover specific
liabilities.

Not complied

to be
vehicle

Activities
started
procured.

yet
only

4. Follow up of audit observation of previous audit report: NO previous audit report.

<4
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Third Small Town Water Supply and Sanitation Sector Project
ADB Loan No.3157- NEP(SF), Grant No. 0405- NEP(EF)

Notes to the Project financial statements—Accounting policies and explanatory notes

1. Project Background

Third Small Town Water Supply and Sanitation Sector Project (TSTWSSSP)(the Project)
was approved on 25 November 2014, The Project is estimated to cost $109 million with
$60 million loan financed by the Asian Development Bank (ADB), $20 million loan
financed by OPEC Fund for International Development (OFID), $1.3 million grant
financed by Sanitation Financing Partnership Trust Fund under the Water Financing
Partnership Facility,$23.1 million financed by Government of Nepal and $4.6 million
financed by Beneficiaries (Local Bodies and Users).

The Loan, grant and project agreements were signed on 25 November 2014 and the
loan were declared effective on 23February 2015. The impact of the project is improved
living conditions in project towns and expected outcome is an inclusive, gender-focused,
and sustainable water supply and sanitation service delivery in project towns.

The Project has three outputs. Output 1 is finance for improved water supply and
sanitation infrastructure. Output 2 is finance for strengthened sector policy, regulatory
and institutional capacity and service delivery, and Output 3 is finance for improved
project implementation.

2. Project Management Arrangement

The Ministry of Water Supply and Sanitation is the executing agency (EA). The
implementing agencyis the Department of Water Supply and Sewerage. A Project
Management Office (PMO) led by a Joint Secretary of Engineering Services is established
to implement the Project. The Project is scheduled to be closed by 31July 2021.

3. Statement of Compliance

Project Financial Statements have been prepared in accordance within the Government
Auditing Standards Part 3, Audit Guideline — Project Financjal Statements, issued by the
office of the Auditor General, Nepal in October 2005.

Cie
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4. Significant Accounting Policies

4,1, Basic of Accounting
The project has maintained accounts according to the Government of Nepal Accounting
policies on a cash basis of accounting and double entry accounting systems.

5. Fund Flow Mechanism

After the annual budget is approved by the parliament, the MOF issues authorization
letter to the Ministry of Water Supply and Sanitation (MOWSS} and MOWSS releases
the budget to DWSS, and DWSS then issues authorization letter to PMO and RPMOs for
GON Fund and ADB Fund. GON Fund and GON reimbursable fund is received from the
GON through Treasury Single Account (TSA) system.

Imprest fund has been established at Nepal Rastra Bank in USD. Imprest Account is
managed in accordance with ADB's Loan Disbursement Handbook and as per the
provision specified in the loan agreement. The Project submits withdrawal applications
to ADB for eligible expenditure for reimbursement, replenishment and Direct Payment.

6. Advances and other Receivables
Advances are treated as expenditure. There is NRs 106,131,124.00 unsettled advances

as of 16 July 2015.

5. Fund Received from the Government
5.1 Budget at a glance

Description of Source-wise Budget
Budget GoN ADB Loan Total
. 105,910,000.00 614,552,000.00 720,462,000.00
Allocation
45,020,406.36 135,511,801.09 180,532,207.45
Released

Expenditure 45,020,406.36 135,511,801.09 180,532,207.45

% of expenditure
over budget 43% 22% 25%

allocation
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6. Reporting Currency

The reporting currency is in Nepalese Rupees - NRs. {currency of Nepal). Financial
statements for projects financed under external grants are separately reported showing
currencies of financed.

7. Intended Purpose
The Loan has been used exclusively for the intended purpose of the project.

8. Date of Authorization
These financial statements have been authorized for issue by the Third Small Town
Water Supply and Sanitation Sector Project (TSTWSSSP}, Pani Pokhari, Kathmandu on 23

February, 2016.

(.2

{Umesh Dhungana})
Under Secretary-Account




Ministry of Water Supply and Sanitation
Department of Water Supply and Sewerage

THIRD SMALL TOWN WATER SUPPLY AND SANITATION SECTOR PROJECT
ADB Loan No. 3157-NEP , ADB Grant No 0405 NEP and OFID Loan No.1674P
Project Financlal Statement

FY 2014115 (NFY 2071/72)

Amount In Nrs.

Note Previous Year Current Year R
year
Sources
GON Fund 2 - 45,020,406.36 45,020,406.36
GON Reimbursable Fund (ADE Loan) 2 - 99,204,262.09 §9,204,262.09
GON Reimbursable Fund (ADB Grant) 2 - - -
GON Reimbursable Fund (OFID Loan) 2 - - -
TODF Internal Fund (to be reimbursed) 2 14,038,117.00 14,038,117.00
ADB Loan 41 - - -
ADB Grant 4.2 - - -
OFID loan 4.3 - - -
WUSC's Contribution - 6,382,237.12 6,382,237 .12
Imprest A/C Replenishable 3 - 36,307,539.00 36,307,539.00
Total - 200,952,561.57 200,952,561.57
Initial Deposit Imp. Account 3 - 304,020,000.00 304,020,000.00
Exchange gain 3 - (489,055.09) (489,055.09
Total - 303,530,944.81 303,530,944.91
Grand Total - 504,483,506.48 504,483,506.48
Application

Consultancy Services 1 - 43,144,232.00 43,141,232.00
Civil Woarks 1 - 111,661,037.12 111,661,037.12
Vehicle & Equipment 1 - 29,735,240.00 29,735,240.00
Incremental and Recurrent Cost 1 - 16,415,052.45 16,415,0562.45
Total - 200,852,561.57 200,952 561.57
Imprest A/C Balance - 267,223,405.91 267,223,405.91
Quistanding Replenishment - 36,307,539.00 36,307,639.00
Total - 303,530,944.91 303,530,844.91
Grand Total - 504,483,506.48 504,483,506.48

Umesh Dhungana

Under Secretary, Account
TSTWSSF

\-@/

..... TALLAATI
Udehav Prasad Pokharel
Account Officer
MWSS

am Chandra Devkota

Diractor General

DWSS

Rajendra Prasad Nej

N\

Financial Comptroller General
FCGO

=

Deputy Auditor General
Cffice of the Auditor General



Note :

Third Small Town Water Supply and Sanitation Sector Project

ADB Loan Ne. 3157-NEP (SF)

FY 2014115 (NFY2071772 )

1

Acccounting Policy
The Project has maintained the accounts as per the GON accounting system i.e, on Cash basis. In the GON accounting system, all

the disbursements including advances are treated as expenditure.

Project Account

Amount in NRs.

O B B I e

[&5)

Cumulative up to Current
_ Previgus Year Current Year Year
|Consulting Services & Capacify Development
{3101}
29711_|Consulting Service 42,973,367.00 42,973,367.00
22511 |Training Programme . - - =
22522 |Programme Expenditure 167,865.00 167,865.00
_ Sub-Total 43,141,232.00 43,141,232.00
Civil Works and Goods (3201} =
20611 |Other Civit Works 91,240,683.00 91,240,6683.00
_ Sub-Total 91,240,683.00 91,240,683.00
Other Equipment & Vehicles (3601} &
29411 |Vehicles 27,153,888.00 27,153,888.00
29511 |Equipments _ 2,581,352.00 2 ,581,352.00
1 Sub-Total 29,735,240.00 29,735,240.00
Incremental and Recurrent Cost {3901}
21111 |Salary 2.,832,618.00 2,832,618.00
21112 |Local Allowance 36,000.00 36,000,00
24113 |Deamess Allowance 122,000.00 122,000.00
21119 |Other Allowance 60,000.00 60,000.00
21121 |jDress 67,500.00 67,500.00
22%11 |Water & Electricity 198,322.10 198,322.10
22121 |Telephone 244 178.58 244.178.58
22311 |Office Supplies 4,242 978.42 4,242 978.42
22213 |Insurance - &
22121 |Rent 892,293.00 892,293.00
22212 |Repairs and Maintehance 584,919.00 584,919.00
22211 |Fuel 509,080.00 509,080.00
22411 |Consultancy and Other Services 173,473.00 473,473.00
22412 |Service Other 3,328,301.35 3,328,301.35
22711 |Miscellaneous Expenses 463,450.00 463,450.00
22611_[Programme TADA 6086,927.00 606,927.00
22612 |Civil Servant Transfer TADA, 270,535.00 270,5635.00
25211 |Nonfinancial Current Grant - &
29712 |Software Purchase - &
29311 |Furniture 1,782,477.00 1,782,477.00
' Sub-Total 16,415,052.45 16,415,052.45
Total 180,532,207.45 180,532,207.45
20611 |Civil Works and Goods (3201
TDF Loan to WUSC 14,038,117.00 14,038,117.00
User's Cash Contribution 6,382,237.12 6,382,237.12
Sub-Total 20,420,354.12 20,420,354.12
Grand Total 200,952,561.57 700,952,561.57

Civil Works and Goods (3201)

91,240,683.00

Civil Works and Goods (3201)

20,420,354.12

111,661,037.12

Sub total
~
@}g}'ﬂ?-’.'

Umesh Dhungana
Under Secretary, Account
TSTWSSFP
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Third Small Town Water Supply and Sanitation Sector Project

Statement of GON Fund & GON Reimbursabte Fund

G BN O

=

Umesh Dhungana
Under Secretary, Account
TSTWSSP

FY 201415 (NFY2071/72)
Note : 2
Amount in NRs
. Cumulative up 1o
Particulars Previous Year Current Year Current Year
A.[Budget Release
A.1 GON Fund - 45 020,406.36 45 020,406.36
A.2 GON Reimbursable Fund - §0,204,262.08 99,204,262.09
A.3 TDF Intemal Fund* 14,038,117.C0 14,038,117.00
A.4 TDF Loan GON S - -
A.5 TDF Loan Reimbursable Fund s - -
Sub Total {A) - 158,262,785.45 158,262,785.45
B.|Less :
B.1 Unspent Balance GON Fund - - -
B.2 Unspent Balance GON Reimbursabla Fund - - -
B.3 TDF Loan Closing Balance GON Fund - - -
B.4 TDF Loan Closing Balance Reimbursable Fund -
B.5 Deposited to Central Treasury {(18111) GON - - -
8.6 Deposited to Central Treasury (15111) Reimbursable - - -
B7. Reimbursed to GON Central Account - - -
B.8 Imprest Fund Transfer to GON Cental Account - - -
Sub Total {(B) - - -

[ l Total (A-B) - 158,262,785.45 l 158,262,785.45
C.}JGON Fund involved {A.1+A.4-B.1-B.3-B.5) - 45,020,406.36 45,020,406.36
0.1GON Reimbursable Fund involved (A.2+A.5-B.2-B.4-B.6-B.7-B.8) - 99,204,262.09 09,204,262.09

Total - 144,224.668.45 144,224,668.45

E. GON Reimbursable Fund

Up to Previous Year - - -

This Year (Project) 99,204,262.09 99,204,262.09

This Year {TDF} 14,038,117.00 14,038,117.00

Total - 113,242,379.09 113,242,379.09
F.IWUSC Contributiion 6,382,237.12 6,382,237.12
G.|TDF Loan to WUSC 14,038,117.00 14,038,117.00
*Nate : The amount NRs14,038,117.00 was not released from FCGO to TOF in this FY from reimbursable fund. However, TDF utilized the fund from its own
source for this project. This amoumnt witl be adjusted in the next FY.

Reimbursabte Expenditure [this year) WUSC contribution

3473593 5,000,687.69 |Salyan 3,388,546.12

3473504 94,194,574.40 |Rukum 2,993,691.00

Sub Total 99,204,262.09

5011045 (TDF Loan Reimbursable Exp) 14,038,117.00

Total 113,242,379.09

Less: Disbursement ADB loan -1

To be reimbursed from ADB 113,242,379.0p [Sub total 6,382,237.12

(‘ L)
’('
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Third Small Town Water Supply and Sanitation Sector Project

Loan No. 3157 NEP

FY 2014/15 (NFY2071/72)
Note:3
Memorandom Statement of Imprest Account
Nrs. Us$
A. Balance of Account as at 16 July 2015 267,223,405.91 2,642,113.96
Exchange rate US$ 1= NRs 101,14

B. Outstanding Replenishment FY 2013/14
Payment from Imprest account (DP)
Ka-7-15 Transfer
C. Disbursement during 2014/2015
Payment from Imprest account (DP) 36,307,539.00 357,886.04
Ka-7-15 Transfer

36,307,539.00 357,886.04
D. Replenishment{Liquidation) during 201 412015
Payment from Imprest account (DP) -
Ka-7-15 Transfer -
E, Qutstanding Replenishment FY 2014/15
Payment from Imprest account (DP} 36,307,538.00 357,886.04
Ka-7-15 Transfer - -

36,307,539.00 357,886.04
F. Exchange Gain (A+E)}-G {(489,055.09) -
G. IMPREST Account Initial Deposit

304,020,000.00 3,000,000.00

(US $3,000,000 @USDA = 101.34, dated 25 May, 2015)

Umesh Dhungana
Under Secretary, Account
TSTWSSP
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Third Small Towns Water Supply and Sanitation Sector Project

Imprest Dollar Account

Bank Reconciliation Statement
(FY : 2014/2015)

Name of Operating bank : Nepal Rastra Bank
AJC No.: 1204648/001

Particulars Amount 1
Uss$s

Bank Balance as per Bank Statement (dated 16-07-2015) 2,642,1 13.96"
Add: Withdrawl App No. replenished by ADB but not yet deposited
To be deduct.
Payment Advice issued but not presented in Bank 0.00]|
Issued Date RefNo. Amount ($)

Bank Balance after add and deduct 2,642,113.96“

Bank Balance as per Project Ledger 2,642,113.96

Certified that the above statement is correct.

Submitted by: r Approved py:
/’.
Date: Date:
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THIRD SMALL TOWH WATER SU

STATEMENT o F ACCOUNT

AS AT 31.03.72

CURRENT ACCOUNT

NUMBER : 1204648/001.004.840

KHA 4 SPECIAL DEBT ACCOUNT

IH UNITED STATES DOLLARS

DATE DESCRIPTION VALUE DATE DEBIT
OPENING BALANCE PER : 01.04.71

110272 TIRMT/255/371ADEM LOAN3I157TWAQDOL 1102372

130372 TRANSFER ACCOUNT TQ ACCOUNT NEPFAL I 130372 178.689,01

130372 TRANSFER ACCOUNT TO ACCOUNT HIMALAY 130372 17%.197,03

BALANCE IN YOUR FAVOUR

THIRD SMALL TOWN WATER SUPPLY AND
SANITATICN SECTOR PROJECT
4006630,4422231

ISSUED ON : 24.07.72 PAGE 1

CREDIT BALANCE REF.

0,00

100-0000196B5586
100-00002062277
100-00002062216

3.000.000,00 3.,000.000,00
2.821.310,59

2,642.113,96

2,642.113,96
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