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Foreword

It is my immense pleasure to release the Environment Audit Directives of the Office of the Auditor
General of Nepal. This directives will be applicable in undertaking respective financial,
compliance, performance audits of the entities as per the Audit Act, 2075.

This directives provides a clear picture of methods and approaches to audit that the audit staff is
required to comply with in imparting their duties. It has been built around the prevailing Audit
Act, Nepal Government Auditing Standards (NGASS), and office policies that require conducting
a high-quality audit. Since NGASs are based on INTOSAI framework for Professional
Pronouncement (IFPP), this directives seeks to incorporate the Nepal audit practices at par with
the international best practices.

This directives provides guidance and direction in all phases of the audit from pre-panning to
follow-up including Nepal's environment policy, environment audit steps and process, key sectors
of environment audit with necessary annexures which encourages professional judgment where it
requires. The directives does not override the legal requirements and conditions of NGASs. Likely,
it shall not limit the professionalism of the officials entrusted with the responsibility of conducting
audits.

Our knowledge, skill, and experience with auditing practices continue to evolve, and so will this
directives. This directives is expected to be updated for the continuous improvement of audit
practices to meet legal provisions, audit standards, and practices to address emerging risks.

My special thanks to all staffs who prepared the directives and provided their valuable feedback
and comments to make this directives implementable which, I do hope, will be of use to conduct
audits efficiently and effectively.

=
—
May 15, 2023 ’74//&//

Tankamani Sharma, Dangal
Auditor General
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About the Environment Audit Directives and the Structure

To conduct environmental audits, the auditors of OAGN must be familiar with environment related subject matter
and concept of sustainable development and the approach, entomology, techniques on how to conduct EA under
Financial Audit (FA) Compliance Audit (CA) and Performance Audit (PA) based on the benchmarked international
best practices contained in International Standards of Supreme Audit Institutions, principles, guidelines, process and
procedures. EA Guide aims to equip with OAGN auditors with the essential know how on the concepts of EA and
how to conduct EA with FA, CA and PA frameworks.

EA is a specialized audit subject matter distinct. To conduct EA related subject matter, OAGN auditors must know
and adapt the best practices to the national context. The auditor must be familiar with the subject matter,
methodology, techniques and frameworks with international and national legislations and institutional systems on
environment and sustainable development related subject matter. The EA Directives provides guidance for OAGN
auditors on how to perform EA related subject matter with essential knowledge, approach and methodology and
process in selection of the EA topics, audit planning, conducting, reporting and follow up.

The fundamental auditing principles provided in ISSAI 100 are applied to all audit engagements (FA, CA, PA) to
produce quality audit products. In EA, financial audit is limited to provide an opinion on impact of applicable
environmental laws, regulations, rules and standards on the financial statements of the entities audited on its assets,
liabilities contingent liabilities with suitable comments and disclosure, while conducting annual financial audits and
include in the audit opinion.

The Directives has been prepared after studying the existing OAGN’s EA guide and retaining the relevant content
and updating by incorporating the best practices, methodology and principles contained in applicable ISSAls, GUIDs.

Note:

1. The fundamental concepts of EA, methodology, process and techniques, and types of EAs remain the same. There
is no change. However, as in every audit, while undertaking EA of a subject matter, auditor do proper research at the
audit planning stage, must familiarize the subject matter, policy documents, objectives, targets, timeframe, planned
outputs, outcome and the benefits of the project and most importantly applicable legislation, rules, procedures and
standards issued by the government from time to time. This process is part of the audit planning.

2.Audit scope, audit objectives, audit questions and sub-questions, audit criteria should be derived from the
applicable acts, rules, regulations, and procedures. For meeting the emerging environmental issues, the government
may issue guidelines and standards like vehicular pollution standards, air quality and water quality standards,
regulation to deal with issues such as hazardous waste, hospital waste, e-waste, plastic waste etc. Audit planning
and audit checklists must be prepared studying all relevant acts, rules and procedures.

3. EA can be conducted with FA, CA and PA framework, but for EA conducted in FA framework, there will not be
separate audit reports; because while certifying financial statements of an entity as per the annual audit plan of
OAGN, auditor must assess whether any impact is there on the financial statements due to violation or
noncompliance of environmental regulations, what is the impact on assets, liabilities, or contingent liabilities, is there
any disclosures required etc. and suitably commented during the FA.

4. In case of EA conducted under CA or PA framework, there will be separate audit reports. Audit planning, execution,
and reports are explained in case of EA conducted under CA and PA in this Guide. Audit scope, objectives,
methodology, audit criteria, audit design matrix, audit checklists must be prepared during the planning stage based
on the specific audit objectives and questions and sub-questions.



5. Auditor must do research to understand the activities of the entity, collect details of the subject matter, activity
and applicable regulations on the EA subject matter during the audit planning state. Audit execution, reports, follow
up, documentation and quality review and quality assurance will be as per the CA or PA process. There will be
separate audit reports for EA done under CA methodology and PA methodology.

Structure of the EA Directives

The first chapter this EA Directives introduces environment and sustainable development concept and the three
dimensions, nature of environmental auditing (EA), evolution of EA over the years, types of EAs, issues that can be
broadly covered under EA, applicable auditing standards and GUIDs and OAGN’s mandate for EA, need and purpose
of EA Directives. EA issues cover broadly all environment and sustainable development related subject matter such
air, water, waste management, biodiversity including SDGs and disaster management related issues. As per
international benchmarked practices contained in ISSAls and GUIDs, OAGN has also developed separate directives
for auditing SDGs and disaster related subject matter, audit of these specialized subjects is handled in the relevant
directives. The introductory chapter provides ideas on how EAs are to be conducted using financial, compliance,
performance audits.

Note:

Attempting EAs in three distinct types of audits framework viz. FA, CA and PA- is in alignment with OAGN’s
restructuring and segregation frameworks of FA, CA and PA as per the best international practices contained in ISSAls
and GUIDs issued INTOSA/’s International Frameworks of Professional Pronouncements (IFPP).

Chapter 2 focuses on environment and environment change in Nepal. The chapter begins with a note for auditors to
keep abreast with the latest updates on the applicable environment related laws, rules and regulations while doing
EAs as new issues emerge, and new notifications are issued from time to time to address them. The chapter covers
the government of Nepal Environment Policy and Action Plan, sustainable management of natural resources, how
to mitigate adverse environment impacts, land management, forest rangeland management, water resource
management, urban and industrial development, infrastructure development, government of Nepal Sustainable
Development Goals, climate change policy, climate Change budget code. The chapter covers the government of
Nepal Environment Policy and Action Plan, sustainable management of natural resources, how to mitigate adverse
environment impacts, land management, forest rangeland management, water resource management, urban and
industrial development, infrastructure development, government of Nepal Sustainable Development Goals, climate
change policy, climate Change budget code

The third chapter of this EA Directives discusses audit cycle covering planning, selection of subject matter, designing
EA based on the best practices in line with applicable ISSAls and GUIDs. Source references help auditors to refer to
the original documents and EA case studies for further guidance from INTOSAlI WGEA webpage? and the Greenline
Newsletter?. The chapter deals with audit cycle covering planning, conducting, reporting, documentation/working
papers and quality review and follow up with audit objectives, approaches criteria etc. for conducing EA with FA, CA
and PA frameworks.

13 http.//www.environmental-auditing.org/Home/EnvironmentalAudits Worldwide/Auditsbylssue/tabid/125/
Default.asp
2http.//www.environmental-auditing.org/Home/GreenlinesNewsletter/tabid/100/Default.aspx
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In case if FA, the chapter discusses how to deal with cash and accrual accounting while factoring environmental
auditing aspects in FA is detailed.

As EA undertaken along with FA, there will be no separate audit reports as environmental aspects/comments are
merged in FA. While preparing OAGN’s annual audit programme, entities having environmental impacts have to be
identified where FAs are to be undertaken so that environmental related comments and impacts can be factored
while conducting FA. As EA components must be included in FA of the concerned public entities, there will be no
separate audit report of EA with FA framework. The chapter discusses common subject matters of EAs that can be
done with CA and PA methodology.

The chapter covers essential elements in audit planning of EA e.g., audit approach, environmental risks identification
and factors to be considered to maximize value addition by conducting EAs by OAGN. The specific elements in
designing EAs, e.g. methods to obtain knowledge of environmental matters and assesses inherent risks, how laws
and regulations are to be for audit criteria are defined, and how to perform substantive auditing procedures. It
covers audit questions, audit criteria, sample check lists and data collection, environmental performance indicators
and methods for increasing impacts.

Besides, the chapter includes EA with PA methodology on subject matter such as environmental impact systems,
environmental management systems, environment reporting procedures and evaluations of environmental policies
and programmes and performance of cross-cutting environmental issues impacted by multiple government entities
or programmes are explained. It also provides information on governmental reporting on environmental and
sustainability issues.

Chapter 4 deals with key sectors of EA: audit of water pollution; air pollution. waste management; biodiversity.

The Directives also includes 4 annexes.



Chapter-1 Introduction

1.1 Understanding Environment

Environment means the interaction and inter-relationship among the components of natural, cultural, and social
systems, economic and human activities and their components. Guidance on conducting Environment Audit issued
by Asian Organization of Supreme Audit Institutions (ASOSAI) has defined Environment as a complex of physical,
chemical, and biotic factors that act upon an organism or an ecological community and ultimately determine its form
and survival. It is the combination of different external physical conditions that affect and influence the growth,
development, and survival of organisms. Such external conditions include biotic components like plants, animal and
other living beings and abiotic components like soil, weather, water, sunlight etc.

Environmental matters are significant for the government of Nepal and all the public entities and users of OAGN
audit reports and audited financial statements of the public entities. Environmental matters may have material
impacts on the financial statements of some of the public entities. Impact of environmental liabilities on an
organization’s financial statements may include land assets (valued on the same basis as other property),
“environmental assets” - natural assets providing ecosystem services such as habitat or flood and climate control,
and other non-economic functions such as aesthetic or health values. The public bodies are accountable not only to
their shareholders but also to society for the stewardship of environment. The consideration of environmental assets
and environment liabilities is relatively nascent in FA.

1.2 The three dimensions of sustainable development concept

The definition of Sustainable development is described as “development that meets the needs of the present
without compromising the ability of future generations to meet their own needs”.?

Sustainable development is a development concept which calls for a long-term plan for the management of
economic and social needs while preserving the environment. The three aspects of economic, social and
environmental are interlinked, because the development in one domain inevitably affects the other two aspects.
Therefore, the sustainable development decision making, and planning must be based on taking into account these
dimensions of development process and it is based on the following two central principles of sustainable
development:

“Integration of environmental, economic, and social objectives - the “three pillars” of sustainable
development into decision-making

Consideration of a long-term horizon for decision making on development ensuring sustainability and
equity across future generations or “intergenerational equity”.

The 2030 Agenda and SDGs is a plan of action for all countries to achieve the 17 SDGs and 169 targets with 232
indicators to measure and monitor progress. The 2030 Agenda and the SDGs have been designed to integrate the
three dimensions of sustainable development under the 17 SDGs. The SDGs are interconnected in a web-like manner

3http.//www.un-documents.net/our-common-future.pdf
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with crosscutting elements. The SDGs have to be achieved in their entirety with an integrated and balanced approach
of the economic, social and environmental dimensions.

1.3 Understanding Environment Audit (EA)

Environmental audit (EA) is defined “as performance, compliance or financial audit addressing the approach taken
by responsible bodies (e.g., government) to a specific environmental problem, or environmental policies, or
programmes, as well as their performance in managing environmental issues.*

Environment Auditis a systematic audit examination of an environmental issue against applicable
environmental policies and regulations to verify to what extent, they conform to specified audit criteria. The criteria
may be based on local, national or global environmental treaties, policies, acts, rules, standards and best practices®.

EA can be conducted within the framework of all the three types of public sector audits viz. financial audit,
compliance audit and performance audit. How EAs are conducted under the three different types of audits are
discussed elaborately under the heading types of EA in this chapter.

1.4 Evolution of EA

EA has evolved over the years: The first model is like a three-legged stool, where the three pillars of economy, society
and environment support sustainable livelihoods. In this model the economy, society, and the environment are
separated and given equal importance. The second model of sustainable development is depicted by a three-
overlapping-circles where the three pillars are interconnected. The model indicates that economy can exist
independently from environment and society. The third model represents the environment, and its natural resources
limit the other aspects of development. So, in sustainable development, economic development cannot exceed the
finite limits of the resources that society and the environment can sustain levels®.

Figure 2: The illustration of the evolution of three sustainable development models ’
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4 https://www.issai.org/wp-content/uploads/2019/08/GUID-5201-Environmental-Auditing-in-The-Context-of-Financial-and-Compliance-
Audits.pdf
5 https://www.issai.org/wp-content/uploads/2019/08/GUID-5201-Environmental-Auditing-in-The-Context-of-Financial-and-Compliance-
Audits.pdf

6 Giddings, B., Hopwood, B., and O’Brien, G (2002). “Environment, Economy, and Society: Fitting Them Together into Sustainable Development”,
Sustainable Development, 10, 187-196

7https.//www.environmental-auditing.org/media/113691/21h-wgea_sdgs_18-sep-2019.pdf
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ENVIRONMENTAL AUDITS IN THE CONTEXT OF SUSTAINABLE DEVELOPMENT AND THE SDGs

In line with the early models of sustainable development, EA by SAls examined the performance of government
activities aiming to preserve the environment, focusing on environmental outcomes with less attention to social and
economic aspects. The new emphasis on sustainable development and the adoption of the UN SDGs calls for a new
approach for EA, adopting sustainable development as a framework for auditing environmental programs/activities
requires to factor the economic and social aspects that caused the initial environmental problem or impacted by the
environmental program/activity implemented by the government. SAls can make significant contributions in
achieving sustainable development and the SDGs by conducting performance audits on government programmes
that support SDGs. To provide beneficial recommendations, the auditor must factor the components of sustainability
in conducting EA and formulating recommendations. EA with an SDGs perspective must consider environmental,
economic and social aspects. The main challenge of auditing the sustainable development issues referring to ISSAI
5130 2 is that the scope for performance audit of national and local sustainable development strategies is very wide.
The SDGs with targets and indicators allow SAIl to audit 3 broad areas:

‘an audit of target to see if they are realistic and are based on proper understanding and evidence about

what needs to be done,

an audit of indicators to see if they are relevant and reliable,

or an audit on progress revealed by comparing indicators with the associated targets.

EA with SDGs perspective make the audit scope precise and clearer with 17 Goals, 169 targets and 232 indicators
than traditional EA with the perspective of SD in broader context. Those targets and indicators listed on SDGs could
be used to specify the audit scope when SAl conducting the sustainable development audit.

Note:

1 - SDGs are specific, clearly defined, with targets and measuring performance indicators. OAGN has the mandate to
conduct audit of SDGs and a separate guide for audit of SDGs has been prepared for the at purpose. In the strategic
plan and annual audit plan, based on OAGN’s priority and resources, subject matters relating SDGs will be included.
Auditors must identify and know all the programmes and projects having links with 16 SDGs and accordingly select
appropriate subject matter from the SDGs with cross cutting elements for conducting the audit. Though SDGs are a
subset of EA, they assume international and national significance and hence it is appropriate to select related subject
matter related SDGs for audit. The SDGs Guide provides further details about this audit.

2 - Similarly, disaster management audit can be also considered as subject matter broadly under EA because it is
mainly related to global warming, climate change and other anthropogenic consequence. However, as the issue is
significant audit subject needing specialized knowledge and expertise and therefore INTOSAI has issued ISSAls and
GUIDs for auditing disaster management related issues. In line with the international best practices, OAGN has
prepared a separate audit guide for auditing the subject. The subject matter relating to disaster management is
specific as disasters are notified. It may be due to natural causes or manmade. When OAGN prepares the strategic
audit plan and annual audit plan, based on the significance, priority and resources, disaster management related
subject matter is included in the audit.

8 ISSAI 5130 - Sustainable Development: The Role of Supreme Audit Institutions.



The International Organization of Supreme Audit Institutions (INTOSAI) Strategic Plan (2017-2022) included SDGs as
a crosscutting audit priority, focusing on environmental auditing.

Some issues to consider for EA of SDGs at the program level by referring to the ISSAI 5130 are:

1. Selecting audit topic for EA
The approach is like selection of audit topics for performance audit. However, in identifying topics, SAls
may look at the High-Level Political Forum (HLPF)°.

HLPF sets the priority themes to be undertaken at global level annually and hence HLPF theme can be used
as reference in selecting the audit topics. SAl may also select the topics based on the priority of the
respective government.

2. Scoping and designing
The audit will also include more entities because of complex environmental problems require crosscutting
solutions involving multitude stakeholders. OAGN may decide whether to consider several the
organizations as the SDGs involve multi stakeholders with a ‘whole of government approach’.

3. Defining the linkage between economic, environment and social aspects.
As the new SD principle has moved from the principle of balance between economic, environment and
social dimensions into integration and coherence of three dimensions (nested model).

1.5 Types of Environment Audits in the context of FA, CA and PA frameworks

1.5.1 Conducting EAs with FA, CA and PA frameworks

Environmental issues are complex, having specific characteristics and impacts. EAs have to address social, economic
and environmental and sustainable development related future-generation aspects too.

9 The HLPF is the main United Nations platform on sustainable development for the follow-up and review of the 2030 Agenda for Sustainable
Development the Sustainable Development Goals at the global level.



Three Audit types

Financial Compliance Performance

audit audit audit

The reliability of Compliance of a Economy

financial subject matter Efficiency

reporting with criteria Effectiveness
INTOSAI

........

EA can be undertaken as Financial Audit, Compliance Audit and Performance Audit

Note:

EA with FA framework is limited to the extent of including the impact of environmental related compliance issues on
the financial statements while conducting regular FAs of the government entities under the audit jurisdiction of OAGN
as per the strategic audit plan and annual audit planning. When EA is conducted with CA and PA framework on
environment related subject matter, separate EA reports must be made.

As EAs are done in any of the three types of audits viz. FA, CA, and PA, it may also be noted that the methodology,
techniques and processes are based on the approach, principles, methodology and techniques of FA, CA and PA
explained in the relevant ISSAls and adapted and used in the relevant FA, CA, and PA Guides of OAGN are relevant
and current good practices applicable to EA contained in the specific ISAIS and GUIDs applicable to environment
related subject matter adapted and incorporated in this EA Guide as well.

1.5.2. EA undertaken as Financial Audit

The International Auditing Practices Committee (IPAC) defines environmental matters in a financial audit as:
Initiatives to prevent/abate/remedy damage to the environment or to deal with the conservation of
renewable and non-renewable resources. Such initiatives may be required by environmental laws and
regulations or by contract, or they may be undertaken voluntarily.

Consequences of violating environmental laws and regulations.
Consequences of environmental damage done to others or natural resources.
Consequences of vicarious liability



Based on these considerations, an audit opinion can be expressed on adequacy of compliance to the various national
and adopted international financial regulations. imposed by law. An example could be the present owners being
held liable for environmental damage caused by the previous owners.

An audit opinion can be expressed on adequacy of compliance to the various national and adopted international
financial regulations.

Financial accounting systems are not designed to consider the risks associated with the biodiversity and ecosystem
services and the degradation of these services but poses serious risks to societies and the economies and potential
costs. Evaluating impact of ecosystem services might be challenging, but OAGN auditors must take into account the
environmental impact in the annual financial reporting.

Impact of environmental matters on financial statements to be seen during FA

FA provides information on the financial position, performance and cash flow of an entity and helps to make
decisions about allocation of resources and demonstrates an entity’s accountability for its resources.

Generally, financial statements of government entities may avoid environmental issues; but there can be
environmental costs, compliance and performance issues associated with environmental policies and obligations
impacting the financial statements which should be reflected in FA of the financial statements. FA traditionally deals
with financial information and has a direct link with the financial accounting system and is expressed in monetary
units.

Information can be material even if it is not presented in monetary terms. Non-financial information can include
emission units of greenhouse gases, cubic meters of water consumption or share of eco-labelled products. Non-
financial information might not be generally reported as the information might be qualitative in nature. However,
non-financial information can be relevant for any audit dealing with the environment, as the objective of an audit of
financial statements is to express an opinion on whether the financial statements are prepared, in all material
respects, in accordance with an identified financial reporting framework.

Value addition by OAGN during FA by adding impact of environmental matters

The OAGN auditors can add greater transparency and informed decisions about application of resources and
environmental outcomes while certifying financial statements during FA. As the environmental costs, liabilities and
asset impairments affect the financial statements, auditor must assess the completeness and accuracy of the figures
reported. The objective of audit of financial statements is to ‘enable the auditor to express an opinion on whether
the financial statements are prepared, in all material respects, in accordance with an identified financial reporting
framework’. As material respects may relate to environmental costs, obligations, impacts, and outcomes, FA must
look into material impact of applicable environmental regulations® on financial statements as part of FA and
comment suitably.

While conducting FA of financial statements of a public sector entity, the following environmental issues may arise':
initiatives to prevent, abate or remedy damage to the environment,
the conservation of renewable and non-renewable resources,

19SA 250 Consideration of laws and regulations in an audit of financial statements, paragraph 6 (b)
nternational Auditing Practice Statement 1010: The Consideration of Environmental Matters in the Audit of
Financial Statements, March 1998



the consequences of violating environmental laws and regulations; and
the consequences of vicarious liability imposed by the state.

EA with Financial and Compliance Audit framework is concerned with:

attestation of financial accountability of accountable entities, involving examination and evaluation of
financial records and expression of opinions on financial statements,

attestation of financial accountability of the government administration as a whole,

audit of financial systems and transactions including an evaluation of compliance with applicable statutes
and regulations,

audit of internal control and internal audit functions,

audit of the probity and propriety of administrative decisions taken within the audited entity; and
reporting of any other matters arising from or relating to the audit that the SAIl considers should be
disclosed.

Cash versus Accrual Accounting

The government of Nepal follows both cash accounting and accrual accounting. The cash basis of accounting
recognizes transactions and events when cash (including cash equivalents) is received or paid and measures the
overall financial results for the period as the difference between cash received and cash paid. The primary financial
statement in this case is the cash flow statement. The accrual basis of accounting recognizes transactions and other
events when they occur (not just when cash and its equivalent are received or paid). The financial statement shows
assets, liabilities, net assets and equity, revenue and expenses based on accrual accounting principles. OAGN
auditors must report the impact of environmental issues on financial statements prepared using cash and accrual
accounting methods when auditing financial statements.

Environmental matter impact on financial statements:

Cash accounting

Environmental issues can impact on financial statements prepared on a cash basis of accounting though cash basis
focuses on the recognition of impacts during the accounting year in question (through specific payments and, in
statements of losses, through special payments). Environmental impacts are not necessarily restricted to specific
periods and must be projected by developing a methodology to examine the impacts of activities on environmental
issues for periods longer than the accounting year in question. Effective monitoring facilitates an impact examination
but for that the objectives and intermediate indicators must be clearly defined. Issues related to environment in FA
should be relevant if they have a material effect on the financial statements and the decision makers, as:

Whether the assets/liabilities/incomes and expenditure are recognized, measured and presented as

required by the appropriate financial reporting framework,

Whether there is any risk of material financial consequences if laws/regulations relating to environment

are not complied with,

Whether all relevant and material financial or non-financial information has been disclosed which could

affect the decision makers.

There could be impact on financial reporting where compliance reporting is included in a government financial
report.
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Example, where the entity is required to comply with environmental laws and regulations, non-compliance must be
reported with details adhering to the FA and CA principles.

Accrual accounting

Environmental issues can impact financial statements prepared on an accrual basis in many ways. The international
accounting standards address the general principles for recognition, measurement, and disclosure of environmental
matters in a financial report!?. Auditing standards must be developed in line with these accounting standards in
conjunction with the national accounting bodies of Nepal as explained below:
The introduction of environmental laws and regulations may involve an obligation to recognize impairment
of assets and consequently a need to write-down the carrying value.
Failure to comply with legal requirements concerning environmental matters, such as emissions or waste
disposal, may require the accrual of remediation works, compensation, or legal costs, for example a failure
to comply with pollution control laws may lead to fines and penalties for an entity®3.
Some annual operating costs are environmental in nature.
For example, energy costs can be considered an environmental cost as the use of fossil fuels is a source of
carbon dioxide and air pollution.
Some entities may need to recognize environmental obligations as provisional liabilities in the financial
statements. For example, obligations associated with solid waste landfill closure, and aftercare and
restoration obligations associated with mining operations and nuclear decommissioning.
An entity may need to disclose a potential environmental obligation as a contingent liability where:
the possible obligation depends on the possible occurrence of a future event; or the amount of the present
obligation cannot be reasonably estimated; or an outflow of resources to settle the obligation is not
probable.
While meeting the relevant accounting standard requirements, some additional disclosures in the notes to
the financial statements may be required.

Examples include:
the industry in which the entity operates and the associated environmental issues,
the fair value accounting of biological assets and agriculture products when the asset can be measured
reliably,
the accounting treatment adopted for environmental costs (i.e., what is included, when items are expensed
or capitalized, how items are amortized to income, etc.),
fines and penalties which have been incurred under environmental legislation; and
environmental restoration liabilities, including measurement uncertainties, nature, and timing.

The accrual accounting recognizes environmental costs as they occur and environmental liabilities, in the long or the
short term - for instance, by financial provisions in the balance sheet and by disclosing contingent liabilities in the
financial statements. The value of fixed assets may be adjusted - through permanent devaluations to reflect
impairments. The international accounting standards recognize environmental issues. OAGN auditors can use these
standards to assess the inclusion of environmental issues in the financial statements or the internationally accepted

12|AS 37: Provisions, Contingent Liabilities and Contingent Assets provides general considerations that apply to the recognition and disclosure of
provision and contingent losses, including those arising from environmental matters. Examples of environmental liabilities are also provided.

Bhttp.//www.ifac.org/system/files/downloads/b007-2010-iaasb-handbook-iaps-1010.pdf
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auditing standards that cover the above-mentioned situations in the absence of national standards to provide
reasonable assurance that the accounts are free from material misstatement.

1.5.3 EA undertaken as Compliance Audit:

The scope of audit is restricted to checking compliance of the applicable policies/laws/rules/regulations which are
specific to the entity. Compliance audit is an essential part of FA and CA as compliance with mandatory laws,
regulations, standards and procedures are essential for all types of audits. However, CA can be chosen as a separate
audit subject matter when it focuses on compliance of specific issues defined with audit objectives and scope. FA
looks also compliance with applicable accounting and auditing standards in financial statements. PA looks at
compliance of 3Es, viz. economy, efficiency and effectiveness. EAs that can be done with CA framework is discussed
in detail in the subsequent chapter on EA audit planning, conducting, reporting and follow up.

Compliance Audit Process

Initial conciderations

Planning the audit

Performing the audit and gather evidence

Evaluating evidence & forming Conclutic

Reporting

INTOSAI

>

Compliance Audit
Subcommittee

1.5.4 EA undertaken as Performance Audit'*:

The scope of EA conducted as PA encompasses the following:

14 ASSOSAI Research Paper http://iced.cag.gov.in/wp-content/uploads/2013/02/ASOSAI-GUIDANCE-FoR-ENVIRONMENTAL-AUDITING.pdf
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i Audit of Government’s monitoring of compliance with environmental laws: The main aim of such audit is
to offer an opinion on the performance of the audit entity with regard to compliance against already
established environmental laws.

ii. Audit of the performance of Government’s environmental programs:

The main aim of such audit is to offer an opinion on the performance of specific environmental programs/
projects/strategies already formulated and being implemented by the Government.

iii. Audit of the environmental impact of other Government programs:

The main aim of such audit is to offer an opinion on the environmental impact of other programs/projects
formulated and implemented by other Ministries/ departments/agencies other than the
Ministry/Department of Environment. For example, audit of the impact of mining, building roads/dams,
military operations etc., on the environment would fall under this category.

iv. Audit of Environmental Management Systems:

The main aim of such audit is to offer an opinion on the implementation of Environmental Management
Systems (EMS) of the audit entity and/or ISO 14001 Standards.

V. Evaluation of environmental policies and programs:

PA can be undertaken to evaluate environmental policies and programmes with reference to their intended
objectives to evaluate whether the planned objectives, targets, outputs, and outcome have been achieved
as envisaged in the policies and programmes and to conclude whether the intended beneficiaries are
benefited. The main aim of such EA done with PA framework is to offer an opinion on the adequacy or lack
of a policy framework governing environmental issues. International best practices can be a source for such
comparison. However, adaptability to local conditions should be considered before making such
comparisons. The absence of an EMS can also be a source of audit comments

1.6 Issues under Environment Audits (EAs)

OAGN’ Annual Audit Plan includes EA subject matter along with other, types of audits. It also indicates whether a
subject matter must be treated as EA or SDGs or Disaster Management Audits; for, OAGN is mandated to undertake
EAs, audit of SDGs and disaster management issues.

EA is a broader term encompassing all 17 SDGs and disaster management subject matter. However, as OAGN'’s
strategic plan and annual audit plan may include certain topics for EAs, some SDGs related subject matter and some
disaster management issues based on impact, significance, relevance, visibility, auditability, and other criteria

EAs are undertaken in all the 3 types of audits of subject matter related to environment and sustainable development
issues. Sustainable development concept aims at balancing the trade-off between economy, environment and
society issues. Economic growth and social development must be balanced to reduce the impairment on
environment. 2015 Paris treaty on climate change and many international treaties and UN agencies like UNEP and
UNFCC advance the cause of sustainable development and mitigation of adverse impact on climate change due to
global warming and other anthropogenic causes.

Water

Air
Waste

13



Biodiversity

Forest

Climate Change

Disasters®®

Sustainable Development Goals'®
The issues of water, air, waste, land and biodiversity issues are discussed in Chapter 2 with reference to Nepal. Issues
relating SDGs and Disaster management are distinct and specialized subjects. Though technically they are under the
ambit of broader EA framework, due to enormous significance of SDGs and disaster management, INTOSAI considers
them separately for audit purpose. According to the international best practices, OAGN has also prepared separate
guide to audit these highly specialized subject matters. The Guide covers the audit steps and methodology covering
the selection of audit topics, audit planning, audit execution, reporting, audit documentation and quality review in
the subsequent chapters.

As separate Guides for audit of Disasters and Sustainable Development Goals are prepared, these Guides may be
used for audit of these issues.

1.7 Applicable Auditing Standards for Environment Audit

The INTOSAI Auditing Standards reflect a consensus of best practices among SAls. As such, it is clear that the
standards codify generally accepted professional practices which are applied in carrying out an independent external
audit, which may also encompass the audit of activities with an environmental perspective. 102 It follows from what
was agreed at XV INCOSAI that a SAIl should — to the full extent appropriate — take the INTOSAI Auditing Standards
into account when planning, conducting, and reporting on an environmental audit.

International standards and GUIDs applicable to Environment Audit

INTOSAl issued its first document on environmental audit in 2004 as “Environmental Audit and Regularity Audit” and
in 2010 the content was updated and issued as ISSAI 5120. The content of ISSAI 5120 was revised in 2016 with the
establishment of the INTOSAI Framework of Professional Pronouncements (IFPP) and renamed as GUID 5201 -
Environmental Auditing in the Context of Financial and Compliance Audits. It was further modified with editorial
changes in 2019Y7. GUID 5200 Activities with and Environmental Perspective has also been adapted to the context
of OAGN while designing this OAGN’s EA Guide for enabling the auditors to understand the nature of environmental
auditing and related process to conduct effective environmental auditing within the OAGN'’s jurisdiction and
mandate.

Applicable professional standards, ISSAls and GUIDs

Adherence to applicable professional standards and guidelines in conducting environmental audits add credibility,
quality and professionalism to OAGN’s auditing process and products. The applicable International Standards of
Supreme Audit Institutions (ISSAls) issued by the International Organization of Supreme Audit Institutions (INTOSAI)
help independent and effective auditing with professional approach within OAGN’s mandate. The following ISSAls
and GUIDs are relevant for performing EAs:

15 please refer to OAGN’s Guide for Audit of Disasters
16 please refer to OAGN’s Guide for Audit of SDGs
Ywww.issai.org Environmental Auditing in The Context of Financial and Compliance Audits
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I ISSAI 100 - Fundamental Principles of Public Sector Auditing are applicable to all public sector auditing in
general.

I ISSAI 200 Financial Audit Principles deal with audit of financial statements in the public sector.
II. ISSAI 400 Compliance Audit Principles discuss compliance auditing.

[\ ISSAI 2000 to 2899 provide standards for conducting financial audits of public sector entities based on the
International Standards on Auditing (ISAs) issued by the International Auditing and Assurance Standards
Board (IAASB).

V. ISSAI 4000 — Compliance Audit Standard provide guidance on compliance audit.

VI. GUID 5201 - Environmental Auditing in the Context of Financial and Compliance Audits on environmental
auditing has been developed by the INTOSAI Working Group on Environmental Auditing® (WGEA). GUID
5201 contains good practices that can be adapted by OAGN in conducting audits with an environmental

focus.

VII. ISSAI 3000 - Performance Audit Standard, GUID 3910 Central Concepts for Performance Auditing and GUID
3920 The Performance Auditing Process contain the principles of PA and provide the basis for good PA
practices.

VIII. GUID 5200 relates to auditing with an environmental perspective developed by the INTOSAI Working Group

on Environmental Auditing (WGEA) based on the experiences of the SAls and serves as a tool in conducting
EAs.

IX. GUID 5202 Sustainable Development: The Role of Supreme Audit Institutions provides further information
on audit of sustainable development subject matters.

1.8 OAGN’s Mandate for Environmental Audit

The Constitution of Nepal entrusts the Auditor General with the responsibility to conduct audit of the constitutional
bodies and all government entities. The Audit Act of Nepal provides comprehensive mandate to the AG to conduct
the audit of government financial transaction with the perspective of compliance, propriety, economy, efficiency,
and effectiveness. This mandate empowers OAGN to conduct audit with an environmental perspective. Financial
Procedures Rules 2064 (2007) specifies that in preparing the budget for a development project, such a project must
be approved by the Government of Nepal, also considering of the returns from it, on the basis of the feasibility study
and financial, technical, environmental and administrative propriety of the proposed project. This rule provision also
authorizes OAGN to conduct audit of projects with environmental focus.

1.9 Need and purpose of the Environment Audit Guide

Environment Audit can be conducted under the financial audit, performance audit and compliance audit
frameworks. OAGN attempted EA on a few issues such as undertaking the projects without conducting EIAs, poor
sanitation, lack of soil conservation, construction of roads by local authorities without considering the environmental
aspects etc., in course of financial audit. Government of Nepal has initiated various environmental initiatives and
allocating budget for implementation of programs also. Most of the programs are being undertaken under the
Ministry of Science, Technology and Environment, Ministry of Forest and Soil Conservation and other government
sector entities as well. Similarly, revenue/tax exemption such as, expenditure incurred in environment protection is
allowed for exemption by tax laws.

18 http://www.environmental-auditing.org/Home/EnvironmentalAuditsWorldwide/Auditsbylssue/tabid/125/ Default.aspx
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Under the various laws there are many provisions related to protection of environment which require coordination
for collaborative efforts for implementation of such provision. In last few years, OAGN also conducted EA as part of
the performance audit taking various environmental issues such as, water pollution, biodiversity etc., applying
financial/compliance audits.

This EA Guide 2020 for OAGN has thus been developed keeping in line with OAGN’s statutory and legal mandate,
the applicable laws, regulations, and rules while adapting to the context the benchmarked international best
practices contained in the relevant ISSAls and GUID 5200 and GUID 5201. While updating, the contents of the existing
OAGN'’s EA Guide has been reviewed and all the relevant matter has been retained and the content was further
modified and updated incorporating and adapting the relevant ISSAls on public sector auditing and particularly GUID
5200 and GUID 5201 on the subject matter. This EA Guide 2020 has been prepared for OAGN by adapting the
principles of financial and compliance auditing introduced in ISSAI 200 and ISSAI 400 and current good practices on
environmental auditing. The Guide discusses environmental issues in the context of financial and compliance audits.

OAGN being the supreme audit institution (SAl) of Nepal does not need any specific mandate to conduct
environmental audits. OAGN may conduct EA under its present constitutional and legal mandate to do different
types of audits. OAGN can conduct EAs under FA/CA/PA framework. This Guide provides background, concepts and
nature of EA to be conducted under FA, CA and PA frameworks and how to do EAs based on the best current
practices. Auditors can also refer to the case studies given at the INTOSAI WGEA webpage'® and the Greenline
Newsletter?’.

Thus, the purpose of a separate EA Guide is to ensure consistency in EA approaches, harmonizing the audit process
with international best practices, and promoting professional competence of OAGN staffs.

The Guide needs to be updated periodically when knowledge in the field evolves in future.

http://www.environmental-auditing.org/Home/EnvironmentalAuditsWorldwide/Auditsbylssue/tabid/125/
Default.aspx
20http://www.environmental-auditing.org/Home/GreenlinesNewsletter/tabid/100/Default.aspx
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Chapter 2- Nepal’s Environment Policy
Note:

To do environment audit, auditor must be familiar with all the latest government policies, strategies, plan,
the government programs, projects activities, initiatives, and schemes with planned objectives, targets,
milestones, outputs, and outcome relating to the selected subject matter.

As environmental issues are highly sensitive and dynamic, mapping all the acts, rules framed thereunder,
notifications, directives, circulars, bylaws applicable and issued by vrous authorities/government from time-
to-time till the date of audit, is important to prepare proper audit planning. As per the emerging
requirements, the government of Nepal will be formulating new policies, enact legislations, rules and make
needed amendments as per the requirements. In this chapter, some of the significant latest policies and
acts are discussed. These are mainly illustrative and not exhaustive, as auditor is required to update his
knowledge and familiarize the updated applicable acts, rules and regulations on the subject matter to plan
and conduct the audit on a selected subject matter.

While all attempts have been made to incorporate the latest legislation in the EA Guidelines, however, rules,
regulations, government circulars and notifications may be issued by the government of Nepal from time
to time relating to environmental subject matter as and when pressing issues emerge like management of
plastic waste, electronic and electrical waste, or hospital waste management. Hence while taking audit of
EA subject matter, it is important for the auditor to be familiar with the latest applicable laws, regulations,
rules, circulars, and notifications issued by the concerned ministry from time to time while planning the
audit.

Nepal is sensitive and vulnerable to changes in environment, ecosystem, and climate change. Climate
change has wider range of devastating effects to the nation and its people. The Inter-governmental Panel
on climate change (IPCC) defines climate change as any change in climate for a long term caused by human
activities or natural imbalance. Sustainable livelihood and health are important issues affected by climate
change. To mitigate the adverse impact of climate change, the nation must prepare appropriate strategies
and plan of action. Fragile topography, the climate-sensitive livelihoods of the people make Nepal highly
vulnerable to climate change.

Nepal is member to the United Nations Framework on Convention of Climate Change (UNFCCC) and ratified
the Paris Agreement, 2015 to mitigate the impacts of climate change. Nepal's greenhouse gas (GHG)
emission is about 0.027 percent of total global emissions. Based on the Second National Communication
(2015), GHG emissions from the energy sector has been increasing. As an agricultural economy, larger
portion of GHGs emissions is from the agricultural sector. Nepal, as a Party to the United Nations Framework
Convention on Climate Change (UNFCCC), pursues efforts to limit temperature rise to well below 2°Cleading
to 1.5°C above pre-industrial levels.

The Paris Agreement is legally binding global climate change agreement. According to Article 3 of the Paris
Agreement, Nepal made Nationally Determined Contribution (NDC) commitments for the use of renewable
sources of energy. The Government of Nepal presented its enhanced NDC for 2021-2030.

Nepal's Long-Term Low Greenhouse Gas Emission Development Strategy
Nepal is determined to achieve soc