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RAA/RTICD/MoAF(WB-WMD)/05/2020-21/ (/] 76 Dated: 2 / [ // g

The Director General

Department of Macroeconomic Affairs
Ministry of Finance

Thimphu.

Subject: Financial Audit Report of World Bank funded Project, ‘Bhutan REDD+
Readiness’ implemented by Watershed Management Division, Department of
Forest and Park Services, MoAF, Thimphu for the period 01/07/2019 to 30/6/2020

Sir,

Enclosed herewith, please find three sets of the audited financial statements and auditors’ report
thereon in respect of the World Bank funded Project, ‘Bhutan REDD+ Readiness’ implemented
by Watershed Management Division, Department of Forest and Park Services, Ministry of
Agriculture and Forests for the financial year ended 30 June 2020. The audit was conducted as
required under the Audit Act of Bhutan 2018, and in accordance with International Standards of
Supreme Audit Institutions (ISSAIs).

Two sets of the audited Financial Statements and Auditors’ Report may please be forwarded
to the World Bank, Country Office, Thimphu.

Auditor’s Report on the Financial Statement

As may be noted from the auditors’ report, the financial statements are prepared by the project, in
all material respects, in accordance with Financial Rules and Regulation 2016 and the Project
Agreement. Accordingly, the RAA has expressed unmodified (unqualified) opinion on the
financial statements.

The Royal Audit Authority acknowledges the kind co-operation and assistance extended to the
audit team by the officials of the project management, which facilitated the completion of the audit.

Yours sincerely,

/é’
(Rinzin Lhanﬁ

Asstt. Auditor General
Resource, Trade, Industry & Commerce Division

“Every individual must strive to be principled. And individuals in positions of responsibility must even strive farder.”
- His Majesty the King Jigme Khesar Namgyel Wangchuck,
P.0. Box: 191 | Kawangjangsa | Thimphu | Bhutan | Tel: $975-2-322111/328729/328730/324961 | Fax: +975-2-323491
Website: www.bhutanaudit.gov.bt | Email: info@bhutanaudit.gov.bt and and auditogeneral@bhutanaudit.gov.bt
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< opy to:

The Project Director, Bhutan REDD+, WMD, DoFPS, MoAF, Thimphu

The Director, Directorate Services, MoAF, Thimphu

The AAG, PPAARD, Royal Audit Authority, Thimphu

The AAG, Follow-Up & Clearance Division, Royal Audit Authority, Thimphu
Office copy
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“Every individual must strive to be principled. And individuals in positions of responsibility must even strive harder.”
- His Majesty the King Jigme Kfiesar Namgyel Wangchuck,

P.0. Box: 191 | Kawangjangsa | Thimphu | Bhutan | Tel: +975-2-322111/328729/328730/324961 | Fax: +975-2-323491
Website: www.bhutanaudit.gov.bt | Email: info@bhutanaudit.gov.bt and tkezang@bhutanaudit.gov.bt
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AUDITORS’ REPORT ON FINANCIAL STATEMENTS OF THE WORLD BANK
FUNDED BHUTAN REDD+ READINESS FOR THE YEAR ENDED 30 JUNE
2020.

EXHIBIT:

1. Summary of Sources and Application of funds

2. Statement of Annual expenditures by project component wise
3. Fund Reconciliation Statement

4 Reconciliation of Claims & Application of Funds

5. Detail of release from DPA to PMU

6. Details of fund lapsed by PMU

ANNEXURES:
ANNEXURE - A: PROFILE........... ITET————— L L
ANNEXURE - B: ACHIEVEMENTS....cccuueemeeeennnaeeees ST
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ROYAL AUDIT AUTHORITY
Bhutan Integrity House

Reporting on Economy, Efficiency & Effectiveness in the use of Public Resources

AUDITORS’ REPORT ON FINANCIAL STATEMENTS OF THE WORLD BANK
FUNDED BHUTAN REDD+ READINESS FOR THE FINANCIAL YEAR
ENDED 30 JUNE 2020

Opinion

We have audited the accompanying financial statements of World Bank funded BHUTAN
REDD+ READINESS (TF Credit No. 19030 & A6108/-BT/PLC No. 204.01/2042)) which
comprise the Summary of Sources & Application of Fund, Statement of Annual expenditure,
Reconciliation of Claims & Applications of Funds, including summary of significant accounting
policies for the financial year ended 30 June 2020.

In our opinion, the financial statements are prepared, in all material respects, in accordance with
Standard Conditions of the Grant Agreement.

Basis for Opinion

We conducted our audit in accordance with International Standards of Supreme Audit
Institutions (ISSAIs). Our responsibilities under those standards are further described in the
Auditor’s Responsibilities for the Audit of Financial Statement section of our report. We are
independent of BHUTAN REDD+ READINESS, in accordance with RAA’s Oath of Good
Conduct, Ethics and Secrecy of Auditors, and we have fulfilled our responsibilities in accordance
with the requirements outlined in this Code. We believe that the audit evidence we have obtained
is sufficient and appropriate to provide a basis for our opinion.

Empbhasis of Matter — Basis of Accounting

We draw attention to Note 1 to the special purpose project financial statement, which describes
the basis of accounting. The special purpose project financial statements are prepared to assist
the project’s management to comply with the financial reporting provisions of the Project
Agreement, which requires the special purpose project financial statements to comply with the
Standard Conditions of the Grant Agreement. As a result, the special purpose project financial
statements may not be suitable for another purpose. Our opinion is not modified in respect of
this matter.

Responsibilities of Management and Those Charged with Governance for the Financial
Statements

Management is responsible for preparation of the financial statements in accordance with the in
accordance with Standard Conditions of the Grant Agreement and for such internal control as
management determines is necessary 1o enable the preparation of financial statements that are
free from material misstatement, whether due to fraud or error. those charged with governance
are responsible for overseeing the project’s financial reporting process.

Auditor’s Responsibilities for the Audit of the Financial Statements



Our objectives are to obtain reasonable assurance about whether the financial statements as a
whole is free from material misstatement, whether due to fraud or error, and to issue an auditor’s
report that includes our opinion. Reasonable assurance is a high level of assurance, but is not a
guarantee that an audit conducted in accordance with ISSAIs will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered
material if, individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these financial statements.

As part of audit in accordance with ISSATs, we exercise professional judgement and maintain
professional skepticism throughout the audit. We also:

o Identify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion.
The risk of not detecting a material misstatement resulting from fraud is higher than for
one resulting from error, as fraud may involve collusion, forgery, intentional omission,
misrepresentations, or the override of internal control.

e Obtain an understanding of internal control relevant to the audit 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 BHUTAN REDD+ READINESS’s internal

control.

We communicate with the management, among others, the planned scope and timing of the audit
and significant audit findings, including any significant deficiencies in internal control that we

identify during the audit.
Other Requirements
We report that:

e The flow of funds from the Designated Account and balance thereon could be fairly relied
upon. The control mechanism put in place for the operation of the account could also be
fairly relied upon;

e The funds provided under Grant No. TF Credit No. 19030 BT and A6108 BT have been
utilized for the purpose for which they were provided;

e All expenditures incurred and reported are eligible for financing under the Grant

Agreements;

e With respect to Statement of Expenditures (SoEs), adequate supporting documents has
been maintained to support claims to the World Bank for reimbursements of expenditures

incurred; and



e The overall reconciled fund balance of the Project as at 30 June 2020 stand at Nu.
68,340,037.28 (TF Credit No.19030 Nu. 2,340,330.72) and (TF Credit No. A6108 Nu.
65,999,706.53 ) (Refer Exhibit — III Fund Reconciliation Statement)

(Pema Tshering)
Sr. Auditor

Date: 3.11.2020
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ROYAL GOVERNMENT OF BHUTAN
Ministry of Agriculture and Forests
Department of Forests and Park Services
@'qqqm'qqm'ng'grgéq‘
~ WATERSHED MANAGEMENT DIVISION
WMD/47/2020-2021/ 6 6& 7th August, 2020

Royal Audit Authority
Kawanjangsa

P.O. Box. No. 191
Thimphu

Sub: Management Representation Letter

Madam/Sir,
This assertion letter is provided in connection with your audit of the financial statements of the “World
Bank funded BHUTAN REDD+ READINESS” Project for the period 1 July 2019 to 30 June 2020. We
acknowledge our responsibility for the preparation of the financial statements in accordance with the cash
basis of accounting followed by the Royal Government of Bhutan, and we confirm, to the best of our
knowledge and belief, the following representations made to you during your audit:

> The project financial statements are free of material misstatements, including omissions.

» Projects funds have been used for the purpose for which they were provided.

> Projects expenditures are eligible for financing under the Grant agreement.

> There have been no irregularities involving management or employees who have a significant role
in internal control or that could have a material effect on the project financial statements.

» We have made available to you all books of account and supporting documentation relating to the
project.

> The project has compiled with the conditions of all relevant legal agreements, including the

Financing Agreement, the Project Agreement, the Project Appraisal Document, the Minutes of
Negotiations, and the Borrower’s Project Implementation Plan.

Significant Accounting Policies:

Basis of accounting- These special purpose project financial statements for “World Bank Project BHUTAN
REDD+ READINESS” have been prepared on the cash-basis accounting as per the Financial Rules and
Regulations 2016 and the Special Conditions of the Project Agreement.

Receipts:

Project financing is recognized as sources of funds in the period when the cash is received.

P.O. BOX # 130, Thimphu Tel No. 975-2-323568/321193/338897 Fax No. 975-2-321462
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ROYAL GOVERNMENT OF BHUTAN
Ministry of Agriculture and Forests
Department of Forests and Park Services

@qqq"\"ﬂaﬂwqgﬁg’:gﬁﬂ
WATERSHED MANAGEMENT DIVISION

Payments:

Expenditures are recognized as and when the cash are disbursed.

Functional Currency:

These special purposed project financial statements are expressed in Bhutanese Ngultrum (Nu.)

e

(Jigme Tenzin, PhD)

Project Director

BHUTAN REDD+ READINESS
Watershed Management Division
Department of Forest & Park Services
Ministry of Agriculture & Forests

P.O. BOX # 130, Thimphu Tel No. 975-2-323568/321193/338897 Fax No. 975-2-321462



Annexure — A: Profile

REDD- is a mechanism under the UNFCCC to reduce emission and enhance carbon removals
from the forestry sector. REDD+ program was institutionalized in Bhutan from 2010.
Currently, Bhutan is implementing REDD+ Readiness activities with main support from FCPF,
World Bank and other financial and technical support from ICIMOD GIZ and UN-REDD. The
main goal of REDD+ readiness program is to strengthen the existing forest policy and
management systems through enhanced information generation, institutional capacity and
stakeholder engagement.

Bhutan expects to have the REDD+ architecture (as per the Warsaw REDD+ framework)
including the National REDD+ Strategy, National Forest Monitoring System, Forest Reference
Emission Level and Safeguards framework in place by December 2018. As part of the
readiness process, the DoFPS has been able to build its capacity for forest management and
particularly for the analysis of NFI data, land use land cover mapping and for establishing and
institutionalizing the national forest monitoring system including the forest resource
information management system. Through the process, we are also able to build the capacity
of relevant stakeholders including CSOs, NGOs, local government and communities through
targeted capacity building programs, continued consultations and engagement on various
components of the REDD+ readiness program. Based on the substantial progress made by
Bhutan, the mid-term report of its R-PP with proposal for additional funding for USD 4.8
million was approved by the FCPF in March 2017.

The expected final outcome of the readiness process besides having the REDD+ framework
and strengthened institutional capacity, is to streamline forest information management system
including forestry clearance procedure, contribute to having a national land use plan,
institutionalize the forest monitoring system at the field level, economic valuation baseline for
major forestry ecosystem services, framework for hydropower PES, and improved forest
management through establishing heritage forests and preparation of local forest management
plans.

Project Goal and Objective:

The overall goal of the project is to increase awareness and strengthen capacity building of
forest managers, local communities and other stakeholders in managing the forests and its
resources. Countries eligible for REDD activities require additional capacity support in forest
governance in order to implement REDD activities and to manage REDD financing equitably.
In the process, capacity is enhanced at all levels to better manage the forests.

The specific project objective is to establish necessary mechanisms, as per the CANCUN
agreements, to enable Bhutan to participate and benefit from long term financing under
REDD+ and climate change mechanism. REDD Readiness is a national strategy to reduce
emissions through local stakeholder consultations, capacity building, designing monitoring,
reporting and verification (MRV) and national carbon accounting system, developing reference
emission levels, and benefit sharing, safeguard and grievance mechanisms. Through this
project, Bhutan expects to become ready for REDD+ by undertaking REDD+ Readiness
activities.



Annexure — B: Achievements

The Royal Audit Authority while reviewing the accounting records and operations of the PLC
Account of BHUTAN REDD+ READINESS implemented by Watershed Management Division,
Department of Forest & Park Services had also reviewed the plans and programs implemented
during the period under audit and noted the following accomplishments:

1. REDD+ Strategy & Action plan along with REDD+ Fund mobilization Strategy,
Feasibility, Cost & Benefit Analysis for the REDD+ Strategy implementation and Benefit
sharing framework for REDD+ Strategy implementation launched

2. Forest Reference Emission Level (FREL) submitted to UNFCCC and first round of
technical assessment completed and modified FREL submitted to UNFCCC

3. National Land Use Zonning initiated ‘

4. Safeguard frameworks: Strategic Environmental and Social Impact Assessment (SESA),
Environmental & Social Management Framework and Safeguard Information System (SIS)
completed and sent to World Bank for review

5. Completed the development of 31 biomass equations for estimating tree carbon

6. Local volume equations developed for 11 species by Mongar Forest Division office with
technical support from FRMD

7. More than 40 Local Forest Management Plans developed by field offices

8. Initiated the development of Spatial Decision Support System (SDSS) for forest clearance

9. Satellite & Land Monitoring System (SLMS) developed and ready
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