Audited Project Financial Statements

Project Number: 38254-063
Loan Number: 3088
Period covered: 1 April 2014 to 31 March 2015

IND: North Karnataka Urban Sector Investment
Program — Project 4

Prepared by: Karnataka Urban Infrastructure Development and Finance Corporation Limited
(KUIDFC)

For the Asian Development Bank
Date received by ADB: 30 September 2015

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 Government of Karnataka
acting through the KUIDFC.






INDEPENDENT AUDITOR’S REPORT

To

Managing Director,

Karnataka Urban Infrastructure Development and Finance Corporation Limited,
Bangalore.

We have audited the accompanying Project Financial Statements of NORTH KARNATAKA
URBAN SECTOR INVESTMENT PROGRAM (“NKUSIP”) (“Project”) assisted by Asian Development
Bank (“ADB") under Mulli tranche Financing Facility and Loan No 3088-IND(“Loan”)
implemented by KARNATAKA URBAN INFRASTRUCTURE DEVELOPMENT AND FINANCE
CORPORATION LIMITED(“the company”) which comprise of Project Balance Sheet as of March
31,2015, Statement of Receipt and Payments, and Statement of Expenditure for the yvear ended
and other explanatory information.

Project Management’s Responsibility for the Project Financial Statements

Project Management is responsible for the preparation and fair preseniation of the
accompanying statements in format agreed between ADB and GOI/GOK as noted in the
minutes of negotiations for the loan, in accordance with the accounting principles generally
accepted in India including Accounting Standards specified under Section133 of the Companies
Act 2013 (“the Act”), read with Rule 7 of the Companies (Accounts) Rules,2014, This
responsibility also inchudes maintenance of adequate accounting records in accordance with the
provisions of the act safeguarding the assets of the company and for preventing and detecting
frauds and irregularities; selection and application of appropriale accounting policies; making
judgments and estimates that are reasonable and prudent; and design, implementation and
maintenance of adequate internal financial control, that were operating effectively for ensuring
the accuracy and completeness of accounting record, relevant to the preparation and
presentation of these Project financial statements that give true and fair view and are free from
material misstatement, whether due to fraud or error,

Auditor’s Responsibility

Our responsibility is to express an opinion on these Project financial statements based on our
audit,

We have taken into account the provisions of the Act, the accounting and auditing standards
and matters which are required to be included in the audit report under the provisions of the
Act and the rules made thereunder.
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We conducted our audit in accordance with the Standards on Auditing specified under Section
143(10) of the Act. Those Standards require that we comply with ethical requirements and plan
and perform the audit to obtain reasonable assurance about whether the Project financial
statements are free from material misstatement.

An audit involves examining, on a test basis, performing procedures to obtain audit evidence
supporting the amounts, internal checks 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 financial control relevani to the entity’s
preparation of the Project financial statements that give true and fair view in order to design
audit procedures that ar¢e appropriate in the circumstances but not for the purpose of
expressing an opinion on whether the company has in place and adequate internal financial
controls system over financial reporting and the operating cffectiveness of such controls, An
audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimatcs made by management, as well as evatuating the overall
presentation of the financial statements. There are inherent limitations of audit whereby
malerial misstatermnent arising due to fraud and error may not be detected.

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

Opinion

In our opinion, and to the best of our information and according to the explanations given to us,
the aforcmentioned project financial statements and appended notes that are subject of audit
give a true and fair view, in all material aspects to the financial pesilion of the Project as at 31
March 2015, and are in accordance with Accounting Standards prescribed in India.

The proceeds of funds under the project loan have been utilized for the purposes for which they
have been provided as agrecd in loan agreement between the ADB and Gol, and that no
proceeds of the loan have been utilized for other purposes.

The Company has generally complied with covenants of the loan agreement as at the date of
balance sheetand major deviations having significant impact on the project are not observed.

With respect to staternent of Expenditure, adequate supporting documentation has been
maintained to support claims to the ADB for reimbursements of expenditure eligible and
incurred for financing under Loan agreement.

The Company has not availed any Imprest Account under this loan and as a result the use and
procedure of Imprest Account are not applicable,

The Project financial statements of the NKUSIP for theloan for the vear ended March 31, 2015
are prepared, in all material respects, in accordance with the financial reporting provisions of
Multi-tranche Financing Facility implemented by the company under ADB Loan.
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Basis of Accounting

Without meodifying our opinion, the Project financial statcments are prepared to provide
information to ADB under Multi-tranche Financing Facility under ADB Loan. As a result, the
statement may not be suitable for other purpose,

forSNR & Company
Chartered Accountants
ICAI Firm's Registration No, 014401

s

Ritesh Sharma

Partner

ICAl Membership No.210900
Bangalore: 23th September, 2015


















North Karnataka Urban Sector Investment Program - Project 4 - 3088 IND

Date of Loan Agreement : 16 September 2014
Date of Loan Effectiveness 04 December 2014
Date of Physical Closure ; 05 December 2016
Date of Financial Closure ; 30 June 2017

KEY TERMS & CONDITIONS; INTEREST AND DISBURSEMENT

Section 2.01.

{a) ADB agrees to lend to the Borrower from ADB's ordinary capital resources an amount of
sixty three million three hundred thousand Dollar ($63,300,000), as such amount may be
converted from time to time through a Currency Conversion in accordance with the
provisions of Section 2.08 of this Loan Agreement.

(b) The Loan has a term of 25 years, including a grace period of 5 years, as provided in
Schedule 2 in the Loan Agreement

Section 2.02. The Borrower shall pay to ADB interest on the principal amount of the Loan
withdrawn and outstanding from time to time at a rate for each Interest Period
equal to the sum of;

(a) LIBOR;

(b) 0.60% as provided by Section 3.02 of the Loan Regulations less a credit of
0.20% as provided by Section 3.03 of the Loan Regulations; and

(c) a maturity premium of 0.10% as provided by Section 3.03 of the Loan
Regulations.

Section 2,03. The Borrower shall pay a commitment charge of 0.15% per annum. Such charge
shall accrue on the full amount of the L.oan (less amounts withdrawn from time
to time), commencing 60 days after the date of this L.oan Agreement.

Section 2.04. Interest and other charges on the Loan shall be payable semiannually on 1%
June and 1% December in each year.

Disbursement Procedures

Except as ADB may otherwise agree, all Goods, Works and Consulting Services to be financied
out of the Loan proceeds shall be disbursed in accordance with the Loan Disbursement
Handbook ag ~=emmsdndd fenma dinea {g time.






Name of EA 1 KARNATAKA URBAN INFRASTRUCTURE DEVELOPMENT AND FINANCE CORPORATION LIMITED
Narne of IA : Respective ULBs / KSFES / KUIDFC
Name of the project ; NORTH KARNATAKA URBAN SECTOR INVESTMENT PROGRAMME - PROJECT

Loan / Grant No : 3D88 IND

NQTES TO THE FINANCIAL STATEMENTS

6.6 Detaijls of disbursement clalmed under the Staternent of Expenditure (S0E) Procedure are given below

6.6

DISBURSEMENT CLAIMED UNDER STATEMENT OF EXPENEITURE {SOE) PROCEDURE
REPORT FOR THE YEAR / PERIOD ENDED  31st March 2015

Total
Aplication | W/App), | SOE sheat Total amount |, o Financing|  Net Eligible amoune | MAPrEsERund 1 rsament | Disbursement
Category | poid Eligible Replenished /
No, Na., Na % Expenses Reimbursed o Using $0E Procedure
Amount Liguidated
Procedure
1 2 u 4 3 6=4x5 7 ] 9= 7+8
T4-0001 WA 001 001 01 28,059 100% 28,059 28 neg 28,059 | 30E ]
28,058 28,059 28,02 28,059

The financing percentages within the table for ADB lunds are as per loan agreement schedule 3

DIZBURSEMEMT CLAIMS (REIMB & S0E) PROCEDURE SUBMITTED FO

REPORT FOR THE YEAR/ PERIOD ENDED 31ist March 2014 - 2013 - 2014

NQ CLAIMS DURING 2013-14

IE DURING 2013-2014



















NOTES ON FINANCIAL STATEMENTS

6. PROJECT DESCRIPTION
The North Karnataka Urban Sector Project - Project 4 - Loan 3088 IND

A, Imp: ~ and Outcome

The impact of the proposcd Project 4 is improved quality of life in 14 ULBs in North
Karnataka. The expected outcome will be improved urban scrvice delivery in 14 ULBs in North
Karnataka.

B. Outputs _

Project 4 will have five outputs: (1) upgraded water supply network: (2) cxpanded
sewerage infrastructure, (3) improved municipal infrastructure, (4) strengthened service delivery
management capacity, and (5) enhanced projcct management and implementation capacity.

Project 4 will support the following

(i) Oulput 1: will upgrade and expand potable water systems to provide continuous water
supply (24/7) ir 2 ULBs (Basavakalyan, Bellary, Bidar, Gadag-Betegeri,Gokak, Haveri, Hospet,
Nipanni, Raichur, Shahabad, Sindhanur and Yadgir). 15 The scope includes rchabililatéd and ncw
reservoirs (29 MI. capacity), 1800 km of new/rehabilitated water network, 128,000 connections
and the installation of 289,000 new houschold meters,

{(ii) Output 2: will complete sewcrage schemes initiated under Project ! (including
(reatment) in threc ULBs (Haveri, Ilospet and Raichur). The scope of sewerage works includes the
construction of three scwage trealment plants with a total treatment capacity of 51 MLDs,16 and
295 kilometers (km) ¢ verage network.

(iti} Output 3: will (a) provide improvements to one urban water body in onc ULB
(Raichur), consisting of 1.6 km of cleaning/improvements to intcrcepting drains; and (b)
rehabilitate urban roads in Badami and Ilkal (6 km) through surface improvements and addition of
road drains.

(iv) Output 4: will provide capacity development programs on public-private partnership
and performance based contracting, for ULB and project staff, consultants and contractors; as well

as praciical training for plumbers to provide sewcrage connections.



(v) Output 5: will (a) continue consultancy assistance to the program management unit
(PMU) and program implementation units (PIUs) throughout tranche 4, and (b) provide training to
strengthen safeguards implementation.

Loan Amount and Terms

The loan is of § 63.3 million {rom the Ordinary Capital Resources of the Asian Development Bank

Period of Loan Utilization
The project is expected to be completed by 5 December 2016 and disbursements {rom the loan
account will be up to 30 June 2017

Cost Etimates

The total cost of the Sector Loan is estimated at US$440 million. The Government of
India will onlend the proceeds of the loans under the MFF (0 GoK on the same terms and
conditions as the ADD loans. The financing plan for the Investment Program and the first PFR arc

presented in Table
Table : Financing Plan of the Investment Program and First PFR

(% miltion)
Investment Share PFR Share
Souree Program (%) (¥ Mn) (%)
($ Mn)
ADR 270.0 6l 633 69,5
GoK and other
agencles 170,0 39 27.8 30.5
Total 4400 100 911 100

Additional Notes:

7. The Department of company affairs vide Notification No. 8.0.1355 (F) Dt 10.6.2011,
notificd KUIDFC as Public Financial Institution (PFI) under sub - section (2) of section
4A of Companies Acl’1956 so0 repealed under section 465 of Companies Act’2013.

8. Intercst is calculated on the loan component of project releases as per Govt. orders
subject to applicable moratorium on all projects handled by the Company. The interest
receivable is credited to GoK and debited to the respective Implementing Agencies.

9, There was no direct inflow of foreign currency during the year. Ilowever, during the
year Govt. of India has rcecived in respect of NKUSI Project under Loan No, 2312-
IND a sum of US§H 1 715 ARR 1A 1 TTSE 5.701.148 ). Loan No. 2638-IND a sum of



USS 12,294,524 (USY 18,118,813), under Loan No. 2882- IND a sum of US$
13,612,165 (US$ 2,398,314) and under Loan No. 3088 IND a sum of US$ Nil (US$
49,64,181) from Asian Development Bank. (Source: Asian Dcvclopment Bank -Loan
Financial Information Services (LFIS) and World Bank-Client conncction)

10. As on March 31, 2015, the Company has no outstanding dues to Units covered by
Micro, Small and Medium Industries Development Aet, 2006,

11.  Advances under projeet including EAP are released as per contractual terms against BG
and adjustments arc made in the running bill/monthly  bills  for
contractor/consultants/NGO’s. Advances given to [As are adjusted against utilization
certificates furnished as per the funding agencies guidelines.

12, IGNIFICANT ACCOL . TING POLICHS:
12,1 General
i. The Financial Statements are preparcd under the historical cost convention on an accrual
basis and in accordance with the mandatory accounting standards as prescribed undcr
section 133 of Companies Act’2013 read with Rulec 7 of the Companies (Accounts)
Rules,2014 (to the extent notified).
ii. All items of Income and expenditure having a material bearing on the Company’s Financial
Statements are recoghized on accrual basis cxcept as stated otherwise.
iif. Use of Estimates: The preparation of financial statements in conformity with the Principles in
India requires management to make estimates and assumptions that affect the application
of accounting policies and reported amounts of Assets, Liabilities, Income, Expenses and
disclosures of contingent liabilily on the date of financial statcments, Actual results could
defer from those estimates and underlying assumptions are reviewed on an ongoing basis.
Any revision to the accounting estimates is recognized prospectively in Current and future

Period.

F2.2 Treatment of grants @

1. The Company receives project specific grants both under cxternally aided projects and
centrally sponsored schemes, To the extenl granis are utilised for acquisition of fixed
assets, equivalent amount is transferred from project granl account to capital reserve.

ii  To the extent grants arc utilised for release as loan to the Implementing Agencics,

equivalent amount is transferred from DProject grant account ‘due to’ respective



scheme/project accounts. To the extent amounts are relcased as grant to the implementing

agencies, the same is charged off against the grants reccived from the Government.

12.3 Revolving Fuvo s
i, As per relevant Government Order, Mega City Revolving Fund (MCRF) under the centrally
sponsored Mega Cily scheme and Urban Infrastructure Development Fund (UIDF) under
Externally Aided Projects and Centrally Sponsored Schemes are maintained to which loan
repayments by the Implementing Agencics, inlerest on loan ¢component recovered from
Implementing Agencies and earnings on deployment of unutilised project grants arc

¢redited on realisation basis.

12,4 Revenne Recognition:

i. In accordance with GoK. letter No. UDD 13 PRJ 06 dated 3.5.2006, in lieu of Management
fce, the administrative expenses of the Company will be provided by the Government
through the Budget.

11. Management Fee payable by GOK is recognized as income to the extent of administrative
expenscs of the respective financial year.

12,5 Fixed Assets ;

i. Fixed assets are stated at cost, less accumulated depreciation.

ii. The depreciation is charged on non projeci assets over the useful lives of assets at the rates
and manner stipulated under schedule 1T of the Companies Act, 2013 on Writlen Down Value
mcthod, commencing from the date the assct is available in the company for its use.

iii. Leaschold Fand is Amortized over the leasc period,

iv. Intangible Assets are amortized over their respective individual estimated uscful lives on
Written Down Value method, commencing from the date the asset is available in the
company for its use,

v.  No depreciation is charged on the assets acquired under projects as the same are acquired out
of the granis received under the specific projccts. Residual cost il any, after sctting off the
value realised on disposal of such assets on completion of the project, shall be set off against

the specific project grant.

12.6 | ' ST s



1. Assets belonging to the Company (not project Assels)are treated as impaired when the
carrying cost of such assets exceed their rccoverable value. Impairment loss is charged to the
profil and loss account in the year in which an asset is identified as impaired,

12,7 Investments :

i, Investments arc classified as long term investments and stated at cost. No provision is made
for temporary decline/increase in value of Investments.

12.8 Taxation :

i.  The provision for Income Tax is calculated in accordance with the relevant tax regulations
applicable Lo the Company.

ii. Deferred tax assets and liabilitics are recognised for future tax consequences attributable to
the timing differences that result between the profit offered for income tax and the profit as
per the financial statements. Deferred 1ax assets and liabilily are measured as per the tax
ratcs/ laws that have been cnacted or subsiantively enacted by the balance sheet date and are

reviewcd for appropriateness of their respective carrying values at each balance sheet date.

12.9 Retivemeni Beneliis:
Provisions for/ Contributions to retirement bencfits schemes are made as follows:
i. Provident fund on actual liability basis.
ii.  Gratuity based on actuarial valuation through Group Gratuity Policy of 1.IC.

iii. Leave Encashment bencfits 1 actual liability basis,

12,10 Prelininary Fxpenses
i.  Prcliminary cxpenses arc accounted as per Accounting Standard 26 of The Institute of

Chartcred Accountants of India.

Place : Bangalore As per our report of even date
Date : 23-09-2015 for SNR & Compa
Chartered Account:

N: 014401N
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(Ritesh Sharma
*artner M.No: 210900
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General Manager - Project |



