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Tanahu Hydropower Limited (2072/73)
Report on Annual Financial Statements
We have audited the accompanying Statement of Financia Position of Tanahu
Hydropower Limited as of 31st Ashadh, 2073 (15" July, 2016), the related Statement
of Comprehensive Income, Statement of Cash Flows and Statement of Changes in
Equity for the year then ended and a summary of significant accounting policies and
other explanatory notes forming part of the financial statements.

Management’s Responsibility for the Financial Statements.

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with Nepal Accounting Standards and for such internal
control systems as management determines necessary to enable the preparation of
financia statements that are free from material misstatements, whether due to fraud or
error.

Auditors Responsibility

Our responsibility isto express our 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 Financia 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
financial statements, whether due to fraud or error. In making those risk assessment,
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 evauating the overall presentation of the
financial statements.

We believe the audit evidence that we obtained is sufficient and appropriate to
provide abasis for our unqualified audit opinion.

Management L etter

Management should take necessary action to improve issues raised in management
letter.

Auditor'sopinion

In our opinion, the financia statements give a true and fair view of the financial
position of Tanahu Hydropower Limited as of 31st Ashadh, 2073 (15" July, 2016)
and its financia performance, its cash flows and changes in the equity for the year
then ended in accordance with Nepal Accounting Standards, relevant practices and
prevailing laws.

Reporting as per provision of Company Act, 2063

In the course of audit we aso report that:

All information and explanations have been made available as were required for the
completion of audit;

The books of account as required by this Act have been properly maintained by the
company in amanner to reflect the real affairs of its business,
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The balance sheet, profit and loss account and cash flow statements received have
been prepared in compliance with the accounting standards prescribed under the
prevailing law and whether such statements are in agreement with the books of
account maintained by the company;

In the opinion of the auditor, based on the explanations and information made
available in the course of auditing, the present balance sheet properly reflects the
financial situation of the company, and the profit and loss account and cash flow
statement for the year ended on the same date properly reflect the profit and loss,
cash flow of the company, respectively;

The board of directors or any representative or any employee has not acted contrary
to law or misappropriated any property of the company or caused any loss or damage
to the company;

Accounting fraud has not been committed in the company.
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Nepal Rastra Bank (2072/73)
Report on Annual Financial Statements
We have audited the accompanying Statement of Financial Position of Nepal
RastraBank (NRB) as of Ashad 31, 2073 (July 15, 2016), the related Statement of
Comprehensive Income, Statement of Cash Flows and Statement of Changes in
Equity for the year then ended and a summary of significant accounting policies
and other explanatory notes forming the part of the financial statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these
financial statements in accordance with International Financial Reporting
Standards (IFRS), International Accounting Standards (IAS) and for such internal
control systems as management determines necessary to enable the preparation of
financial statements that are free from material misstatements, whether due to
fraud or error.
Auditors Responsibility
Our responsibility is to express our opinion on these financial statements based on
our audit. We conducted our audit in accordance with the Nepal Standards on
Auditing (NSA) & Relevant practices and International Standards on Auditing
(ISA), wherever applicable, and the audit guidelines issued by the Office of
Auditor General of Nepal (OAGN). 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
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b)
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4.2

4.3

4.4

depend on the auditor's judgment, including the assessment of the risks of material
misstatement of financial statements, whether due to fraud or error. In making
those risk assessment, 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
evauating the overall presentation of the financial statements. We believe the
audit evidence that we obtained is sufficient and appropriate to provide a basis for
our qualified audit opinion.

Basisfor Qualified Opinion

The following are issues those have impact on financial position and operating
results of NRB and provide the bases for issue of qualified audit opinion:

NRB did not comply with the various provisions of the Nepal Rastra Bank Act
2058 as listed below:

Non-compliance with IFRS — Whereas Section 40 & 90 of the Act require NRB
to prepare financial statements as per internationally recognized standards and
practices and whereas NRB declares to be compliant with International Financial
Reporting Standards (IFRS), there were the following deviations:

Liability for staff retirement benefit

Whereas IAS 19 does not permit deferring of provision for defined benefit plans
for employees and does require actuarial loss or gain to be taken as other
comprehensive income, there was short provision of NPR 685.25 million and the
actuarial loss was taken to profit or loss.

Summarized financial information of associates

Whereas IAS 28.37 requires summarized financial information including the
amounts of total assets, total liabilities, revenues and profit or loss of associates,
either individually or in groups that are not accounted for using the equity method
to be disclosed, such a disclosure was not presented.

Financial information of Subsidiaries

Whereas |AS 27.9 requires presentation of consolidated financial statements upon
consolidating the accounts of subsidiaries, such statement was not presented.
Investments - 'Held to maturity'

Whereas IAS 39.46 requires the investment held to maturity to be amortized
using effective interest rate method, investments in Government Treasury Bills
with the total value of NPR 16.099 hillion has not been classified as Investment
under 'Held to maturity' and not amortized accordingly.”

Investment in Share — Whereas Section 7 of the Act sets statutory limit for
investment in shares of 10% of paid- up capital of respective company, the
investment in shares was in excess of the limit in the case of six companies which
exceeded the statutory limit.

Appropriation of Profit - Whereas Section 41 of the Act requires appropriation
of profit to be based on Net Profit, however, profit was appropriated on the basis
of the balance of profit after transferring certain items to related Reserve Funds,
which included exchange gain, gain on sale of gold and silver and gain on
revaluation of investments.

Coins-in-Circulation - Whereas Section 59 of the Act requires coins-in-
circulation to be treated as monetary liability, the same was instead treated as
income.
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Financial Assistance - Whereas Section 75.1 of the Act does not permit providing
any kind of financial assistance to government owned institutions, seed capital
money amounting to NPR 253.40 million was invested in the Rural Self Reliance
Fund.

Credit to the government - Whereas Section 75.2 of the Act does not permit
granting of credit to the government for a period exceeding 180 days, no interest
was charged on the unreimbursed balance of pension paid on behaf of the
government which was outstanding for alonger period.

Contribution to IMF - Whereas Section 75. 4 of the Act requires the government
to issue bonds at prevalent rate of interest against the credit extended by the Bank,
interest- free government bonds amounting to NPR 4.87 billion were issued
against Nepal's quota of contribution to IMF.

Deposit Liability - The balance in the account of the Government of Nepal NPR
127.38 billion as Deposit liability was pending confirmation from the Office of
Financial Comptroller General. as of Ashad end 2073 (July 15, 2016)

Equity of the transactions - We were not able to quantify the impact on the
Equity of the transactions not reconciled with branches amounting to NPR 186.61
million which was included in Other Sundry Liabilities.

Physical Verification of Gold & Silver- Though physical verification of gold and
silver with currency management department was carried out during FY 2072-73,
quantity and quality of gold was not tested during the course of verification and
guantity of gold was taken on the basis of available records. Thus, anount shown
as Gold and Silver stock of NPR 1.66 billion (Gold 2,615,138 gm and Silver
126,172,309 gm) does not represent the true value.

Management L etter

Management should take necessary action to improve issues raised in management
letter.

Qualified opinion

In our opinion, except for the effects of the matters described in above paragraphs-
point no 4.1 to 4.10, the financial statements give true and fair view of the
financial position of Nepa Rastra Bank as of Ashad 31, and its financia
performance, its cash flows and changes in the equity for the year then ended in
accordance with IAS/ IFRS, relevant practice and prevailing Laws.
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4.1.1

4.1.2

Ffraa afeder d@MTHETT T SR T SATTHT TIHT STHT AT, AIHT QT |,
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foraurel qUTe AEEr (AHGT R09R HAME HATAR! fadE e T g fHiqan
AT TR qUB o AlqaT ¥ A8 JaTgdhl "9 A@rE JHTH ol T
Fa1e FoA ey |

Nepal Electricity Authority (2071/72)
Report on the Annual Financial Statement
We have audited the accompanying Statement of Financial Position of Nepal
Electricity Authority, as at Ashad 31 2072 (July 16, 2015) and the Income
Statement, Statement of Changes in Equity and Statement of Cash Flow for the
year then ended, and a summary of significant accounting policies and
explanatory notes.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these
financial Statements in accordance with Nepal Accounting Standards. This
responsibility includes: designing, implementing and maintaining internal control
relevant to the preparation and 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.
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 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
depended 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
entity’s preparation and fair presentation of the financial statements in order to
design audit procedures that were appropriate in the circumstances, but not for
the purpose of expressing an opinion on 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 the management, as well as
evaluating the overall presentation of the financial statements.
We believe that audit evidence we obtained is sufficient and appropriate to
provide a basis for our qualified opinion.
Basis for Qualified Opinion
The following are issues those have impact on financial position and operating

results of NEA and provide the bases for issue of qualified audit opinion:
Property Plant and Equipment (PPE)

Verification of PPE: NEA has not provided complete schedule of assets owned
detailing cost, location and condition. Total area of the land, cost thereof and
ownership certificates are not verifiable.

NEA has not carried out complete physical verification of Property, Plant and
Equipment to identify the existence and condition of the assets. Hence, it could
not be verified whether the amount recognized in financial statements
corresponds to the actual existence and condition of PPE. The total PPE
recognized in financial statements is NRs. 86,439.05 million.

Transfer & Adjustment: Net-position/effect of transfer/adjustment column of
PPE schedule should be nil balance as such transfers/adjustments were between
inter-budget centers/heads. Whereas, transfer/adjustment column of PPE and
Depreciation reports net debit balance of NRs. 1,976.25 and NRs. 344.61 million
respectively. This has resulted in net overstatement of PPE by Nrs. 1,631.64
million, out of which NRs. 1,617.40 million pertains to Hydrolic Works of
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4.1.3

4.1.4

4.1.5

4.1.6

4.2
4.2.1

4.2.2

4.2.3

4.2.4

4.2.5

Kaligandaki A HEP adjusted during the reporting period, remaining balance of
NRs. 14.24 million is overstatement of total PPE that would impact depreciation
for the year, which cannot be commented upon.

Capitalization of Unidentified Assets: In the financial year 2003/04 (BS
2060/61) assets of NRs. 316.11 million was capitalized as Property, Plant and
Equipment under various class in bulk without identifying individual asset. Hence,
we cannot comment upon existence and correctness of such assets and the
capitalization.

Impairment of PPE: In prior years, NEA has made provision of NRs. 479.02
million against PPE on ad-hoc basis. Detail of such provision was not made
available for our verification. Moreover, NEA has not done assessment of
impairment as required by NAS-18 “Impairment of Assets”. Hence, we are
unable to comment upon on compliance of NAS- 18 “Impairment of Assets”.
Capitalization of Consumer Service: Meter provided to Dalit Community
amounting to NRs. 193.94 million as part of Government incentive capitalized
under Consumer Service instead of charging it to revenue as expenses.
Earthquake damage Assessment: NEA has not identified the assets damaged
by the earthquake for derecognizing such assets. Furthermore, NEA has received
assets from external source to replace assets so damaged to resume supply of
electricity to consumers but these assets are not recognized in the books. This
has direct impact on depreciation charged by NEA.

Capital Work in Progress (CWIP)

Physical Verification of CWIP: NEA has not carried out physical verification of
CWIP to identify the existence, location, condition as per the financial
administration by laws 2068. Thus, we could not verify the total amount of NRs.
58,052.39 million net of provision recongnised in the financial statement as CWIP.
Impairment of CWIP: Out of total CWIP of NRs. 58,340.30 million, NEA has
carried forward 154 projects with NRs. 548.70 million since long without any
physical progress. Further, ageing detail of projects with balance amount of NRs.
349.46 million was not made available.

NEA has provided NRs. 287.91 million as provision for possible losses of CWIP on
ad-hoc basis.

However, NEA has not done assessment for impairment in compliance with NAS-
18 “Impairment of Assets”, in absence such impairment assessment, we are not
able to provide our comment on compliance of NAS-18 “Impairment of Assets”.
Capitalization of CWIP: NEA capitalized CWIP of NRs. 6,136.80 million as PPE.
This amount has been taken as balance figure from the PPE schedule instead of
individually identifying them from CWIP consolidated schedule for capitalization.
Hence, the total amount capitalized during the year and the amount shown under
CWIP for the current year cannot be commented upon. We have observed that
the various assets reported under CWIP amounting to Rs.673.25 million already
been put to intended use but remains to be capitalized.

Capitalization of Administrative cost to CWIP: Based on adopted accounting
policy, at the end of the financial year 2071/2072, NEA has charged
administrative and central office overhead cost of NRs. 4,716.06 million to CWIP.
Out of which NRs. 349.95 million of administrative and central office overhead
cost is charged to the projects without any physical progress.

NAS-6 “Property, Plant & Equipment” allows capitalization of cost directly
attributable to bringing assets to the location and condition necessary for it to be
capable of operating in the manner intended by management but this NAS-6 also
excludes administration and other general overhead costs from capitalization.
Thus charging administrative and central office overhead cost to CWIP based on
adopted accounting policy is not in line with NAS-6 “Property, Plant &
Equipment”.

Interest Capitalization: NEA has capitalized completed parts of the project
assets amounting to NRs. 4,585.74 million while construction continues on other
parts and completed parts are put to intended use. However, interest is charged
to both sets of assets, that is Capital Assets and CWIP. Thus, continually
capitalization of interest costs on completed part of assets after put to intended
use is not in line with NAS-8 “Borrowing Cost”.
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4.5
4.5.1

4.5.2

4.6

Further, NEA could not provide detail of interest so capitalized segregating
between CWIP and capital assets, thus impact of interest capitalised on Profit and
Loss cannot be commented upon.

CWIP booked for feasibility study only: Feasibility study done by engineering
directorate amounting to NRs. 322.34 million and Transmission directorate
amounting to NRs. 472.27 million have been booked as CWIP even though there
is no further progress since study report. Present recognition practice adopted by
NEA is not in line with Nepal Accounting Standards 16 and 38. Such expenditure
should be charged to Profit or Loss Account.

Interest expense charged as CWIP: Entire loan amount obtained for
implementing the different projects not fully disbursed to intended projects.
However, entire interest expenses on loan obtained is charged to the projects
including NRs. 298.76 million interest pertaining to undisbursed portion of loan
that should be charged to Profit or Loss account.

Inventory

Valuation of Inventory: NEA has valued inventory at cost and made provision
of NRs. 331.38 million for loss and obsolescence of inventory since long period on
ad-hoc basis. Inventory identified as obsolete/damaged, slow/non-moving and
shortage since long amounting to NRs. 362.27 million has been included under
inventory items. Thus, inventory valuation policy adopted by NEA is not in line
with NAS—4 “Inventory”.

Under booking of Inventory: Inventory balances as per store records is excess
by NRs. 108.84 million over accounting records. Hence, the inventory amount
reported during the year cannot be commented upon.

Trade Receivables

Receivable Outstanding: Receivable of NRs. 9,927.45 million outstanding at
the year-end is not analyzed for its recoverability. Quantification of the doubtful
receivables that have been netted off lacks specific basis. Advance revenue of
NRs. 62.40 million received from customers has been netted-off against
receivable outstanding. Credit balance amounting to NRs. 11.20 million in
rechargeable works has been netted off against the receivables.

Further, NEA has provided NRs. 567.00 million in addition for doubtful receivables
on ad-hoc basis. In absence of proper analysis of recoverability, the adequacy
and reasonableness of such provisions could not be ascertained.

Reconciliation of Receivable: Trade debtors as per accounting records (CAIS)
is excess by NRs. 266.65 million over revenue records. Complete reconciliation of
the consumer ledger and general ledger has not been carried out by NEA. Hence
the accuracy of debtor’s balance as recognised in financials could not be
ascertained.

Impairment of Trade Debtors: NEA has receivable of NRs. 469.32 million from
blacklisted customer with doubtful recoverability. Moreover, NEA has not done
assessment of impairment as required by applicable NAS/IAS. Hence, we are
unable to comment upon on compliance of applicable NAS/IAS.

Prepaid, Advances, Loans and Deposits

Provision for Loans & Advances Out of total Prepaid, Advances, Loans and
Deposits NRs. 3,782.99 million, NEA has made provision of NRs. 88.65 million on
ad-hoc basis. This provision has been carried forward from previous year without
reassessment of recoverability of the said accounts. Therefore, we could not
comment upon the adequacy, reasonableness of such ad-hoc provisions and fair
presentation of loans and advances, which is also not in line with applicable
NAS/IAS.

Netting of Advances: Loans and Advances have been netted off with credit
balances of NRs.339.99 million resulting in understatement of loans and advances
by the same amount which is not in line with NAS-1.

Cash and Cash Equivalent : Out of total bank balance of NRs. 10,350.23 million
as per financial statements, the bank reconciliation and balance statement of
NRs. 734.77 million (ledger balance) were not available for review. Even on the
reconciliation statement, there are long pending balances, which are
unidentifiable and unadjusted. Furthermore, provision for loss in lieu of shortage
amounting to NRs. 35.39 million is provided without any basis. Hence, in absence
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4.7

4.8

4.9

4.10

4.11

4.12

4.13

4.14

4.15

4.16

of complete bank reconciliation of all the bank accounts, we cannot comment
upon reported bank balance.

Share Capital: The government confirmation for the amount of Share Capital of
NRs. 37,364.91 million shown by NEA, has not been obtained. Further, share
capital reported under Share Allotment Suspense of NRs. 11,910.16 million is not
reconciled with Financial Comptroller General Office (FCGO). Hence, we could not
confirm the share capital as shown in the financial statements.

General Reserve: Reserves and surplus has been netted off against debit
balances of NRs. 13.57 million under Capital Reserve, which has understated the
reserve by the said amount. Furthermore, we were not provided with the
documents relating to Grant-in-Aid-Reserve amounting to NRs. 220.47 million of
DMD Generation for our verification.

Capital Reserve: 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, no such effect has been given in the financial statements
and the details of assets acquired out of grant/consumer contribution are also not
available. Hence, we could not quantify the impact of such practice.
Confirmation of Borrowings: The total outstanding non-current borrowings
amounting to NRs. 98,253.08 million cannot be confirmed in the absence of loan
documents, reconciliation and confirmation from lending agencies upon request.
As a result, we cannot comment upon existence and accuracy of loan amount
reported in the financial statements. Moreover, financials reported borrowing is
less by NRs. 298.28 million from records maintained at Central Account
Department.

Interest Expenses: NEA has recognised interest expenses on reduced principal
amount based on repayment schedule agreed with the Government of Nepal,
whereas repayment of government loan has ceased from 2008 and earlier. Thus,
interest expenses are understated and we cannot comment upon extent of
understatement of interest expenses in the absence of reconciliation of loan
amount and computation of interest expenses on accrual basis. Interest expenses
of NRs. 73.19 million was capitalized even though it related to interest of
extended suspended period which needs to be re-classified as expense.

Creditors and Payables: NEA has not ascertained the true status of sundry
creditors and other payables amounting to NRs. 45,742.90 million. The impact on
the financial statements for any adjustments that may be required could not be
quantified. Further, sundry creditors include inter-unit transactions amounting to
NRs. 59.23 million credit balance (previous year NRs. 1,034.05 million debit
balance) resulting overstatement of sundry creditors and other payables by the
same amount. Furthermore, Debit balances in creditors, liabilities to employees
and deposit liabilities amounting to NRs. 8.38 million, NRs. 22.97 million and NRs.
33.75 million respectively has been netted off against creditors further
understating creditors and payables.

Inter — Unit Account : Inter-unit account has net credit balance of NRs. 59.23
million (net of debit balance of NRs. 6,598.42 million and credit balance of NRs.
6,657.65 million) at the year-end. Amounts in this account have been
accumulated since many years and various departments appear to be using this
account as residual account for parking items pending reconciliation.

Income tax liabilities: NEA reported substantial loss for the period under audit,
thus has no income tax liability under Section 3 of Income Tax Act. However, NEA
has not calculated fee under sec 117, which is NRs. 33.73 million up to Ashad-
end 2073. This has resulted in understatement of loss by NRs. 33.73 million in
the income statement.

Property Tax : NEA has not made accrual provision for property tax since the
financial year 2066/67 and provision of NRs. 46.81 million made prior to financial
year 2065/66 has not been deposited up to the audit period. Thus, we cannot
comment upon Property Tax impact on income statement.

Revenue
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4.16.1Cash basis of accounting: Miscellaneous income is recognized on cash basis,

which is not in line with NAS-1 and also as per Income Tax Act 2058, accrual
system should be followed.

4.16.2Sales Revenue: Accounting records shows excess revenue of NRs. 22.79 million

4.17

4.18

over revenue records. Complete reconciliations of the accounting records and
revenue records have not been carried out.

Furthermore, Miscellaneous Income is overstated by NRs. 5.88 million in
accounting records.

Government Grant: During the Financial Year, NEA has purchased energy of
NRs. 10,453.84 million from India (except through Tanakpur), and sold that
energy for NRs. 7,728.91 million by incurring loss of NRs. 2,724.93 million. Nepal
Government has provided subsidy of NRs. 2,724.93 million to cover for that loss
but the subsidy was made available as Share Capital. Accordingly, NEA has
recognised this as Share Capital, which has overstated the loss for the year, thus
not in line with the NAS 10 “Government Grant”.

Others: In the absence of complete details received from the units not visited by
us, it is not possible for us 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 accounts on the basis of
management representation.

Management Letter

Management should take necessary action to improve issues raised in management
letter.

Opinion

In our opinion, except for the effects of the matter described in the Basis for
Qualified Opinion paragraph, the financial statements present fairly, in all
material respects, the financial position of Nepal Electricity Authority (NEA) as at
Ashadh 31, 2072 (July 16, 2015), and the results of operations and its cash flows
for the year then ended in accordance with the attached Notes to Accounts.
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