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Vision
We strive to be a credible institution in promoting

accountability, transpancy and integrity for the benefit of the
people

Mission
Provide independent and quality audit service to assure our
stakeholders that the public funds are efficiently used

Core Values
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Independence
Professionalism
Transparency
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Preface

The Article 241 of the Constitution of Nepal mandates the Auditor
General to conduct the statutory audit of all government offices of federation,
provinces & local levels and Section 10 of Audit Act 2075 (2018) empowers the |
Auditor General to conduct the statutory audit of wholly governrosvited b
corporate bodies in consideration with regularity, economy, efficiency,
effectiveness and propriety thereof. This year, the financial transactions |of 6 ;%
thousand 644 entities inclusive of thegular fiscal year and audit backlogs ofg#e
prior fiscal yearshave been audited. In the course of this auytfigvailling ;
practices of the officeinternational practices, and auditing standards adopted by
International Organization of Supreme Audit Inditn (INTOSAI) and Asian Organization of
Supreme Audit Institution (ASOSAI) have bemymplied The 56th Annual Report has been prepared
incorporating the major audit findingghis Summary Report has been prepared by including the
significant issues ofhie Annual Report with an objective to acknowledge the stakeholders by making
an independent and impartial analysistioe works performed by the public entities. It is hopied it
will contribute in financial good governance throughithpact of audit.

This year, total amount of NRs. 5 trillion 160.92 billion has been audited comprising of the
transactions of government entities & local levels, corporate bodies, boards & other institutions and
District Coordination Committees. Out of thdich, the amount of NRs. 2 trillion 8.84 billion of 4
thousand 841 federal government entities have been audited, in which total irregularity of NRs.
106.34 billion or 5.29 percemtentified Likewise, total amount of NRs. 2.62 billion of 7 provinces
have been auditedyhich has the total irregularity of NRs. 195 million or 7.25 percent and total
amount of NRs. 571.51 billion of 747 local levels have been audited, which has the total irregularity
of NRs. 24.14 billion or 4.22 percent. Similarly, total amount of NRsillbn 577.95 billion has
been audited pursuant to public enterprises, District Coordination Committees and other institutions.
In addition, with respect to theecommendation to appoint auditdéotal amount of NRs. 739.80
billion of 30 corporate bodiefor 41 fiscal yeardias been audited. Thus, altogether total of NRs. 5
trillion 900.72 billion has been audited in this year.

In comparison to previous year's outstanding irregularities amount NRs. 290.52 billion, the
total of outstanding irregularity kastood NRs. 377.48 billion up to this year after subtracting the
amount of this year's adjustment and settlement made amountschagihgthis year's irregularities
of NRs. 141 billion 50 million. This year, total of NRs. 9.7 billion has been rectrreourse of
audits and followup audits. The total amount that require taking action for settlement has reached to
NRs. 683.66 billion up tthis year in comparison to corresponding figure of NRs. 500.08 billion up to
last year. In course of audits, omemendations have been provided for the improvement of the lacuna
& weaknesses witnessed in respect to subject mattebsidget discipline, service delivery
management, public procurement management, project management, revenue administration, public
enteprises operation, province & local level management, and internal control responsibility &
accountability. It is believed that implementation of these recommendations will contribute in
maintaining the financial discipline in public administration.

This year's audit program was initiated by conducting an interaction and deliberation with
Accounts Responsible Officers of federal government in the presence of Rt. Honorable Prime
Minister. Accordingly, discussions had been undertaken with the high leveladigsiinclusive of
Honorable Chief Justice, Honorable Speaker of House of Representative, and Chairperson of National
Assembly.While identifying andresolving problems, | myself visited 15 districts of all 7 states, and
conducted discussions and interawti with Honorable Chief of Provinces, Chief Ministers, Speakers,
Officials of Provincial Parliament Committees as well as with responsible officials & staffe
issues relating to policy formulation, budget implementation and audits. In course of the



implementation of fiscal federalism, if the available means & resources are mobilized economically,
efficiently and effectively by projectingesources irplanned and coordinated manner, the national
motto of "Prosperous Nepal & Happy Nepali (Samridha N&pkhi Nepali)* will be materialized.

For this, in formulating projects from very beginning of local levels, it is essential to select projects of
sustainable nature and manage them properly and control in existing system of making distributive
and unprodctive expenditure.

| would like to express my sincere gratitude to Rt. Honorable the President for providing the
valuable guidance and express gratitude towards all concerned inclusive of Federal Parliament,
Provincial Assemblies, Constitutional Bodied| level of Governments, public enterprises, Audit
Advisory Committee, development partners, civil society, media persons, general public for providing
suggestions in course of preparation of the report by accomplishing the audits as per of constitutional
responsibility. In addition, | would like to extend special thanks to all staffs of my office for their
valuable contributions in preparation of this report by timely completion of audit works through their
engagements throughout the day and night.

(Tarka Mani Sharma, Dangal)
Auditor General
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Auditor General's Annual Report, 2019
Summary Report

1. Background

Legal Provisioni Under the Article 241 of the Constitution of Nepal, the Auditor General
(AG) has been mandated to maput the audits of all government offices of the federation
and provinces, local levels and other institutions as specified by laws in accordance with the
methods as prescribed in law with due regard to, inter alia, the regularity, economy,
efficiency, dfectiveness and the propriety thereof; and all Constitutional Bodies are required
to submit their annual reportsot the President in accordance with the Article 294 of the
Constitution. The Audit Act, 2019 stipulates the methodology, scope and thenaattts
pertaining to theFederal Provincial and Local Government as well vasolly and
substantially owned corporate bodies of Government of Namalto be determined by
Auditor General Audits have been carried out in conformity with the legal mandate a
conferred by the Constitution and the Audit Act.

Objectives i The objective of our audit has been to provide appropriate conclusions &
recommendationdy ensuring the following mattewith due consideration to regularity,
economy, efficiency, effectivess and propriety thereof pursuant to acquisition and
utilization of public resources, and to give reasonable assuramci® presentation of
financial statements:

1 The accounts of Consolidated Funds of all three tiers consisting of federation, provinces
and local levels, Contingent Funds of federation and provinces, and other government
funds present real picture,

1 Financial statement has been prepared in the prescribed formats and transactions are
presented in true and fair manner,

1 Expenditure has tem incurred only for the very purpose and specified task within the

limit approved for as set by Appropriation Act,

All receipts including revenue are properly collected and deposited,

Adequate arrangements have been made for maintaining records ofrgentproperty,

its usage and safeguarding,

T Financial transactions are conducted complying with laws and supporting evidences have

been sufficiently maintained,

Services have delivered by the public entities as specified,

1 The progress and achievement hbheen attained as programed within the specified time
frame,

1 Accountability and responsibility have been assumed and economy has been maintained
while incurring expenditure,

1 The objective & policy have been clearly identified and works are being pedonm
conformity,

= =

=
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Scope- In this year, audits have
been carried out to the financig Quality = Understanding
transactions of fiscal year 2017/1 ﬁ PERUIEES Sl Eh
(2074/75) of constitutional bodies|,

all  Government Offices of e
Federation and Provinces, Local| Felowup
Levels, Corporate Bodies
Committees, Bards, Trust/Funds, 1r agn
Authorities and Universities, ang e
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Assessment

Audit Process

. Reportin Collection & Plannin
law, and the audit backlogs o poriing J

Analysis
prior fiscal years to the extent th
accounts of which submitted. The
financial audit as well as the performance, environmental, disastnagement & sustainable
development, information &technology and special auditsave been carried out in
conformity with the approvednnual audit plan. While assesstogservice delivery and other
necessary subject matters by tngdit, cata and information havieeen obtained up to the
auditperiod.

Methodology - Audits have been completed in compliance with Audit Act, 2019,
Government Auditing Standard, Founding Principles adopted by the International
Organization of Supreme Audinstitution (INTOSAI), audit guidelines and good audit
practices. The audit methodology also incli#formingrisk assessment in accordance with
audit planand theuse of test of controls & analydistheissuesdentified and the application

of samplirg techniques and detailed examination procedures, as deemed necessary, to collect
sufficient and appropriate evidences. The apiditess has been depicted in the chart.

Audit Criteria - In course of the audits, prevalent laws, Rules, Guidelines, pnasdu
norms, agreement, administrative decisions, decisions of the Parliament and Parliamentary
Committees have been taken as the criteria. The auditing standards and guidelinesdaking

in audits are given below:

1 Auditor General's Action Plan 1 Governmenfuditing Policy Standards

1 Audit Guide of Project Financial 9 Public Procurement Audit Guidelines
Statements

1 Performance Auditing Guide 1 Administrative Expenditures Audit Guidg¢

1 Guidelines for the Audit of Public 1 Revenue Audit Guidelines
Enterprises

1 Audit related Directives and Circulars 1 Local Level Audit Guidelines

I Quality Assurance Handbook T Auditords Code of

I Financial Audit Manual 9 Participatory Audit Procedures

Quality Control and Review - The Office has adopted the international standard of the
Quality Management Framework that developed for the Supreme Audit Institutions. This
framework includes the arrangements in pursuant to promoting of the auditors' independency,
enhancing auditors' professional knowledge & skills continuousigemutingthe capable &
competent staffs, developing the auditing standards & guidelines, and audit execution &
reporting by preparing annual plan. The audit works have been supervised bylesastior
officials on every phase of audit, and the monitoring has beerectavut in respect to
adherence to Code of Ethics and internal control activities. With maximum use of available
office resources and maintaining wory relationshipwith the stakeholders, a system of
communicating the audit results has been establigivetié improvement of public financial
management.

After the completion of audits, the post quality review of 79 audited files has been
undertakerin accordance with Quality Assurance Handbook covering each audited files of all
directorates, each audiam and each audit type. Pursuant to 54 audit teams deputed to 49
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districts outside Kathmandu Valleythe quality assurance reviews of one preliminary report

of eachaudit team have been undertaken prior to issuance of the audit reports. In addition, the
field inspections have been conducted by the -ldgal supervision teams and the teams
consisting of technical persons as and when necessary.

Organizational Management and Budget- Under the office's approved organization
structure, there are 4 Departmentsnely- Finance & Economic Sector Audit Department,
Social Service & Performance Audit Department, Infrastructure Development Audit
Department, and Governance Management Audit DepartrhériDivisions and 29 Sector

wise DirectoratesThe office's approwe position, which was 448 previously, has reached to
614 positions with the increment in this year. The increased positions are under process of
fulfillment. To make fieldbased audit effective in upcoming days, the office has plan to carry
out audit worksthrough establishing the necessary field offices at province level. This will
help to enhance the quality of audit through making the audit works quicker, swifter and
effective.

The office hastotal allocated budgetf Rs.491.6 million in fiscal year ®18/19
(2075/76) and only NRs.267.9 million has beespentup to 1 April 2019. As per the
expenditure, the percentages of expenses incurred on training and capital expenditure against
the office's total allocated budget have stood 0.04 percent and 5@&htpesspectively.

When compared the office's expenses till the period of the fiscal year 2018/19 with the
corresponding total figure NRs.5 trillion 160.92 billjowhich was audited by the office's
human resources, the audit cost per One Hundred ThoBsgreeks comes to NRs. 5.20 only.

Effect of Audit - The audit enables to be vigilant through the assessment of lacunae &
weaknesses of financial transactions that prevailed in development works and service
delivery, and implementation aspect of public giel by highlighting matters witklue

regard to regularity, economy, efficiency, effectiveness and the propriety thereof.
Consequently, it has been contributing in the prevention ofspésding, misuse, loss &
damage and checking leakages of nationaluress, and has also been contributing in
maximization of returnfrom the use of means & resourcé$e subject matters highlighted

by the ofice andthe misused public monies are being recovered and deposited in the
Consolidated FundAdditional revenueare being generated to state's coffer as a result of the
improvement in laws, rules, policies and organizational reforms. The situation of growth in
revenue collection has been witnessed after the reviews made in the system of granting the
revenue exemptimand refund. It has brought economy & efficiency in the public expenditure
and effectiveness in the service delivery to people. Hence, the contribution of audit in
maintining thefiscal discipline has become vital.

After the point out of audit obsert#ans for recovery of the short collection of
revenues, monies kept in various Funds without use, excess payment made and expenses
incurred without complyingvith the prevailing laws, the total amounts of NRs. 2 billion 89.7
million in 2015/16, NRs. 14 Hibn 91.1 million in 2016/17 and NRs. 9 billion 700.4 million
in 2017/18 have been recovered and deposited in the national treasury. The comparative
statement related to this has been mentioned below:

(NRs. in Millions)

Report Year Recoverable Irregularity Amount Recovered Amount
Fifty-fourth Report, 2017 41,386.70 2,089.70
Fifty-fifth Report, 2018 18,707.90 14,091.10
Fifty-sixth Report, 2019 32,035.20 9,700.40
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2. Audit, Regularity and Follow-up Audit

Audit - This year, the office has perfoet the audits of NRs. 5 trillion 160 billion 920
million of 6 thousand 644 entities. The description of audited entities and subject matters are

as follows:
(Amounts in NRs. Millions)

Audited Entity and Subject Number Amount Irregularity Irrggularlty
ercent
(A) Financial Audit
1. Federal Government Office 4,841 2,008,840 106,340 5.29
2. Province Government Office 68 2,620 190 7.25
3. Local Level 747 571,510 24,140 4.22
4. Committee & Other Institutior 861 253,720 10,380 4.09
(Including District Ceordination
Committee)
5. Corporate Bodies 99 2,324,230 -*
(B)  Performance, IT and Special Audit 28 - - -
Total 6,644 | 5,160,920 141,05 -

Note : *The irregularity figure of corporate bodies has not been disclosed as the record of

irregularity and follow-up audits works of such bodies are being maintained by the
concerned entities themselves.

This year, the audits of NRsOZrillion 8 billion 840 million inclusive of appropriation,
revenue, deposit and other accounts of 4 thousand 841 federal gewmemifices, NRs. 2
billion 620 million of 68 entities under the government offices of seven provinces, and NRs.
571 billion 510 million of 747 local levels inclusive of 6 metropolitans, 1treelropolitans,

276 municipalities and 454 rural municipalitiegve been completed.

This year, the audits of NRs. 144 billion 450 million of 76 Districtd@dination Committees,
NRs. 109 billion 270 million of 785 Committees and other institutions, and NRs.2 trillion 324
billion 230 million of 99 units under cporate bodies have been completed.

This year, the audits of NRs. 739 billion 800 million of 30 audit consultation provided
institutions have been completed.

This year, performance audit of 22 topics, information technology (IT) audit of 3 topics,
environment audit of one topic, and special audit of 2 topics have been completed.

Pursuant to the audit backlog of government offices, which appeared NRs. 3 billion 381
million of 2,899 units up to previous year, nongtaseentiieshave produced any docume

for auditing during this year. The audit backlog of the government office has reached to NRs.
3 billion 402 million up to this year with the addition of audit backlog of NRs. 21 million of
Ministry of Women, Children, & Social Welfare during this yeakikewise, in case of
corporate bodies, the audit backlggto this year has stood 33 fiscal years of 7 institutions as
compared to audit backlog of 43 financial years of 8 institutions up to previous year.

Irregularity 0 Section 2 (da) of Financial Predures Act (FPA), 1999 (2055) defines
irregularity as a financial transaction carried out without fulfilling such requirements as to be
fulfilled in accordance with the prevailing law or accounts as to be maintained has not been
maintained and a transactiavhich has been carried out in an irregular or unreasonable
manner.

Irregularities have been classified into recoverable, to be regularized, evidence/
document not submitted, balance not brought forward, reimbursement not received and
advance outstandyp The advances have been further classified into staff advance,
mobilization advance, Letter of Credit (LC) advance, and institutional advance. This year, the
audits have established total irregularity of NRs. 141 billion 50 million as mentioned below
with respect to federal angrovincial government offices, local levels, corporate bodies,
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committees, and other institutions. The figures as per irregularity classification are as given
below:
(NRs. in Millions)

. Committee/ Other
Provincial i Percent of
e Government Local Institution and
SRS Office m(e;r?tv grffni-ce levels | District Coo_rdination Total Irrengglri ty
Committee
1. Recoverable 32,035.7 21.1] 2,721.6 697.9 35,475.4 25.15
2. To be regularized 29,254.7 66.3| 14,816.G 7,556.8 51,693.3 36.65
1 Irregular (norcompliance) 6,673.8 29.6| 6,3254 2,046.4 15,075.2 10.69
1 Evidences/documents not 21,525.9 36.7| 8,424.4 5,499.1 35,485.5 25.16
submitted
(Unsubstantiated)
1 Balance not brought forwalrd 0 0 41.7 0.5 42.2 0.03
1 Reimbursements nogceived 1,055.1 0 24.5 10.8] 1,090.4 0.77
3. Advance 45,048.€ 107.7| 6,604.0 2,121.1 53,881.4 38.20
i Staff Advance 267.0) 2 2,316.4 24.9 2,608.5 1.85
 Mobilization Advance 26,369.9 0 0 0 26,369.9 18.70
9 Letter of Credit (LC) Advance| 8,745.1 0 0 0 8,7451 6.20
1 Institutional Advance 9,666.6 107.5/ 4,287.4 2,096.2 16,157.9 11.45
Total irregularity 106,338.( 195.1] 24,141.6 10,375.4 141,050.5 100.00

Note: The irregularity figure of corporate bodies has not been disclosed in the above figures as the
record of irregularity and followup audits works of such bodies are being maintained by the
concerned entities themselves.

Cumulative Irregularity - The cumulative irregularity to be settled by the federal
government offices, state government offices, locatle district coordination committees,
other committees & institutions has reached to NRs. 377 billion 480 million up to this year.
This amount has increased by 29.93 percent as compared to the amount of last year.

(NRs. in Millions

n Uptolast | This year's Cumulative Irregularity
el el year plus/ minus Advance Other Total

1. Federal Government Office 2,13,66,79 72,33,33 1,03,33,92 1,82,66,20| 2,86,00,12

2. Province Government Office 0 19,51 10,77 8,74 19,51

3. Local Level 14,24,® 21,74,65 6,60,40 29,38,85 35,99,25
4. District Coordination Committee,

Other Institution & Committee AL Uz ) S SRR

Total 2,90,52,67 86,94,98 1,10,05,09 2,67,42,56| 3,77,47,65

The cumulative amountof action to be taken § The cumulative amount to be settled by
federal government offices, Province government offices, local levels, district coordination
committees, other committees & institutions by taking timely actions with respect to past
irregularity and audit backlogs, rewen arrears, reimbursable foreign grants & loans, has
reached to NRs. 306 billion 180 million in this year. The amount has increased by 46.11
percent as compared to the last year's figure.

(NRs. in Millions)

S.No. Particulars Up to last year Ul years Up to this year
plus/ minus

1. Audit Backlogs 3,380.7 21.4 3,402.1
2. Revenue Arrears 161,161.5 90,968.6 252,130.1
3. Foreign Grants to be reimbursed 20,581.4 181.2 20,762.6
4. Foreign Loans to be reimbursed 22,378.1 5,457.9 27,836.0
5. Overdue Prinipal and Interest of Guaranteed loans 2,050.0 0 2,050.0

Total 209,551.7 96,629.1 306,180.8

After addition of the cumulative outstanding irregularity NRs. 377 billion 480 million
on the above amount, the cumulative amairdactionto betakenbecomes NR. 683 billion
660 million. This amount was NRs. 500 billion 80 million in previous year. The cumulative
amountof actionto betakenhas increased by 36.71 percent in this year as compared to the
corresponding amount of the last year.

Comparative Irre gularity Status - The comparative status of audited figure and irregularity
figure of the federal government offices of last 3 years are as follows:
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(NRs. in Millions)

Report Audited Figure Irregularity Percent
Fifty-fourth, 2017 12,95,44,92 88,85,59 6.68
Fifty-fifth, 2018 17,52,92,38 94,81,54 5.41
Fifty-sixth, 2019 20,08,84,03 1,06,33,79 5.29

The irregularity figure as compared to audited figigé.29 percent in this year,
against the 5.41 percent in previous year.

Clearance of Irregularity- The status of this year's irregularity clearance and settlement
through followup audits are as follows:

(NRs. in Millions)

Federal Corporate Bodies, Provincial Local
Entity/ Particulars Government Committee Other | Government Level Total
Office Institutions Office
Previous Year's Irregularity 213,667 62,612.§ 0| 14,246.0 290,526.7%
Adjustment Plus (Minus) 12,476.2 (11,931.1 0 1.0 546.1]
Cleared/Settled 46,480.§ 5,769.8 0 2,396.2 54,646.§
Balance 1,799,663.9 44,911.9 0| 11,849.§ 236,4260
Current Year's Audit Irregularity 106,338.( 10,375.4 195.1] 24,141. 141,050.4
Cumulative Outstanding 286,001.9 55,287.7 195.1 35,9914 377,476.5
Irregularity
Of the this yearo6s the federal gover nmen

amouwnt NRs. 46 billion 480.8 million, total amount of irregularity settled through follgw
audits by the ministries Water Supply, Urban Development, Irrigation, and Physical
Infrastructure & Transportation has been NRs. 15 billion 928.7 million. Of thguilarity
settledthrough followup audit, the mobilization advances settled is NRs. 9 billion 307.4
million, which is 58.43 percent. Such advances are automatically cleared while making
payments of interim bills of the civil works. Except such type @gularities, the concerned
entities have not given adequate attention in settlement of other types of irregularities.

Out of the irregularity records as of 2002/2003, which was handed over to the Kumari
Chowk and Kendriya Tahasil Karyalaya (Central RergvOffice) as per the decision of
Council of Ministers made no 2012/09/27 (2069/6/11), NRs. 101.5 million hasbtuin
this year.
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3. Glimpses of Some Audit Observations

Liability created by making mulirear contracts without prior
approval,

Foreign aid mobilized through ngovernmental organization and
transparency not maintained,

Capitalexpenditure could not be maakeper expectation,

Weak monitoring of arants provided.

= =) == = =]

Public Procurement Management
Delay inprocurement
Lack of timely completion of@ntract time and time extension
granted frequently,
Predetermined liquidated damage not recovered,
Complex & technical works undertaken through user grou
E-procurement system not fully implemented,
Works remained incomplete dueawardingmore works than
the capacityf contractor,

Low productivity of industries and weak tax compliance,

high,
Less customs duty collected due to use dfedintclassification
No control in under invoicing in customs office and market,

= =a =a =n = = =N

Business loans used for otliean spedied purposes.

Internal Control, Responsibility & Accountability

e =R = S ==l e

Action not taken despite audit not completed & irregularity not
cleared,

Work performance agreement not effectively implemented,
Recovery/ settlement not made taking action to irregularities,
Safegaurdingrad utilization of assets not effective

Internal audit found not effective,

All transactionsarenot incorporated by consolidated account and
Treasury Single Account (TSA),

Nepal Financal Reporting Standard (NFRS) not implemented,
Computer based accoumgi systen not implemented,

Huge amounts kept in Funds wihout using as per objectuve,

Cantral mAanitarina 2. incnantinn winrlse fanind wiaals

S o e =] — | —=)

Operations of PEs
Additional investment made without business plan,
Huge amount kept in reserve funds but not mobilized,
Accounts of share and lo#&not realistic,
Majority of PEs have not paid principal & interest to the
government,
No control in unprodetive expenses, minimum returns on
investment,
Nonroperation of privatized PEs as per agreement,
Auditsis not completedimely manne& replies to audit reports
not given,
Safeguard and management of assets not donEsy P

Project Management
il Projects launched without pyereparation
9§ Projectsarenot prioritizedandOperatiorl in piecemeabasis,
I No budget allocation made in handed over projects,
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Taxpayer not submitting returns and VAT credit amounts found
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9 Economic Indicators and IncomeExpenditure

2.

2.1.

2.2.

2.3.

Overall Economic Situation - The matters observed from the analysis of the country's
existing economic indicators, economic growth rate, status of government expenditure,
mobilization of foreign aid, price inflation, impee&xport and balance of payment and the
change in gross daeestic product (GDP) are as follows:

Target as per Achievement
FEIETS) Fouprf:ﬁ”th 2015/16 2016/17 2017/18
Economic Growth Rate 7.20 0.77 6.94 6.30
Inflation Rate 7.50 9.90 5.10 4.20
Total Revenue/Gross Domestic Product (GDP) 19.57 20.50 22.30 24.68
Total Government Expenditure/GDP 32.12 31.20 31.59 36.01
Recurrent Expenditure/GDP 22.00 19.30 23.67 24.57
Capital Expenditure / GDP 10.12 7.10 7.92 7.80
Foreign Grant / GDP 3.76 3.00 1.52 1.41
Foreign Loan / GDP. 6.85 2.60 1.48 2.80
Domestc Loan/ GDP 2.28 3.90 3.36 4.72
Trade Deficit/ GDP (32) (31.8) (34.40) (36.96)
Total Consumption/ GDP 93 94.70 89.70 84.99
Export/ GDP 3.50 3.30 3.00 2.70
Import/ GDP 35.51 35.10 37.40 41.33
Budget Deficit/ GDP 7 7.60 6.5 8.94

Source Fourteenth Pla, Ministry of Finance and Nepal Rastra Bank

It has been observed that the inflation rate and the revenue growth are witnessed in
accordance to target set, but the economic growth rate of the fourteenth plan is found 6.30
percent in this year as agairise ttarget set for achieving economic growth rate of 7.2 percent.
As against the target of maintaining the recurrent expenditure and capital expenditure 22
percent and 10.22 percent of GDP, the ratios of recurrent expenditure and capital expenditure
have remained 24.57 percent and 7.80 percent respectively due to failure to control on
recurrent expenditure and growth in the capital expenditure. It is because of failure to
mobilize foreign grants and loans as per expectation, the ratio of foreign grantaanith lo
comparison to GDIs only 1.41 percent and 2.80 percent respectively as against the expected
target of 3.76 percent and 6.85 percent respectively. Against the target fixed to maintain the
overall budget deficit within 7 percent of GDPrémained.94 percent.

Growing imports and declining exports have caused the growth in ratio of trade deficit against
the GDP and the ratio has reached to 36.96 percent in this year, which has also affected in the
balance of payment. Controlling the use of luxusiaypods is one of the means for the
reduction the trade deficit of the country. So, it is essential to reduce the trade deficit through
making reviews of the existing tax rates applicable to luxurious goods.

Keeping in view of the status of davorable condition of some indicators of overall
economy, it has become essential to take a coordinated effort from the government and
private sector for making the import control, export promotion, government expenditure
management, consumption, saving & investhexpansion.

Income-Expenditure Situation - The status of incomexpenditure of the Government of
Nepal of previous four years are as follows:

(NRs. in billions
Description 2015/16 2015/16 2016/17 : UL
Estimate Actual

Total Revenue 413.93 498.91 615.47 745,05 782.39
Tax Revenue 355.95 421.09 553.80 666,20 659.49
Non-Tax Revenue 49.91 60.86 55.31 63,85 67.23
Principal Repayment 2.08 13.70 2.94 15,00 55.67
Others 5.99 3.26 3.42 0 0
Foreign Grants 38.27 39.54 40.82 72,17 39.32
Foreign Lans 25.62 33.23 59.02 214,04 89.60
Domestic Loans 42.42 87.59 87.53 145,00 14.47
Total Income 520.24 659.27 802.84 1,176.26 925.78
Recurrent Expenditure 339.41 371.29 518.62 803,53 696.92
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Description 2015/16 2015/16 2016/17 : EUL)
Estimate Actual
Capital Expenditure 88.84 123.25 208.75 335,18 270.71
FinancingExpenditure 103.31 106.47 109.88 140.29 117.05
Total Expenditure 531.56 601.01 837.25 1,279.00 1,084.68
Surplus (Deficit) (11.32) 58.26 (34.41) (102.74) (158.90)

Though the Financial Comptroller General Office has shown NRs. 28 billion 290
million as other amounts received, the amount has not been shown in hecperditure
statement. As a result, the actual status of accounts cannot be ascertained.

Of the total expenditure, thehare of
recurrent expenditure, capital expenditure ar
financingexpenditure has remained 64, 25 and
percentrespectively, which have been also shou
in graph picture. The recurrent expenditure t
occupied big chuck of government expenditumne.
comparisorto fiscal year 2014/15, the revenue h
increased by 89 peent and recurrent expenditur
by 105 percent in fiscal year 2017/18.

Status of Expenditure

Financing
Expenditur
11%

Capital
Expenditur
25% Recurmen
Expenditure

64%

Government Expenditure- The government has been collecting revenues every year almost par to
or more than the revenue estincataut the actual expenditure has remained only 73 pe@@nt as
compared to budget estimate, which exhibits a weak capacity to mobilize the government means &
resourceslt has become essential to enhance the capacity of budget estimation. The status of the
government revenue and expenditure of last faarsyis given below:

(NRs. in Billions
Fiscal year _ Budget Appropriation _ Capital Expenditure _ Revenue
Estimate | Actual Percent | Estimate | Actual Percent | Estimate Actual Percent
2014/15 618.1Q 531.56 86.00 116.75 88.84| 76.09 424.75 413.93 97.45
2015/16 81947 601.01 73.34 208.8§ 123.25 59.00 501.96 498.92 99.39
2016/17 1048.92 837.25 79.82 311.94 208.75 66.92 575.89 615.47, 106.87
2017/18 1279.0¢ 1084.64 84.81] 335.1§ 270.71 80.77| 745.05 782.39 105.01

Due tothe use of Government Finance Statistics (GFS)e€dssued by International
Monetary Fund (IMF), some of expenditures of capital ngtwoeided through grantwhich
related to public works have been included in recurrent expenditure and financing expenditure.
As such, the above mentioned figures afureent, capital and financing expenditure do not
exhibit the actual status for the purpose of making analysis.

Expenditure Head-wise Analysis 8 The main heaavise expenditure and thabservations

foundin course of the analysis are as follows:
(NRs. inMillions)

2017/18
Expenditure . .
Name of Expenditure Actua_l Actua! pe'r)cent in Headlng_ s
heading Expenditure Expenditure Anlnual Expenditure comparison expenditure
of 2015/16 of 2016/17 Estimate percent
to annual
estimate

Recurrent Expenditure 371,2949 518,616.1 483,444.0 413,137.8 85.46 100
Remuneration Service 89,268.2 118,835.4 130,529.1 111,483.8 85.41 26.98
Retirement Facilities 35,762.4 47,622.8 62,406.5 53,767.0 86.16 13.02
Program related Exps 19,771.3 24,660.2 37,247.7 22,552.2 60.55 5.46
Foreign loan Interest 18,614.7 3,263.5 4,555.4 3,860.4 84.74 0.93
Domestic loan Interest 50,335.0 6,760.2 26,244.6 12,386.9 47.20 3.00
Grants to Local levels 33,858.4 54,736.9 9,045.1 8,905.0 98.45 2.16
Social Service Grants 185.2 189,011.1 174,680.4 159,182.8 91.13 38.53
Social Security 19,019.2 37,616.1 38,735.2 40,999.7 105.85 9.92
Capital Expenditure 123,251.4 208,748.3 216,268.5 193,831.6 89.63 100
Vehicles 2,119.7 6,713.4 3,885.4 6,614.5 170.24 3.41
Machinery Tools 5,153.2 7,704.3 11,780.8 9,783.4 82.71 5.03
Civil Works 88,664.8 151,455.2 200,602.3 177,473.7 88.47 91.56
Financing Arrangement 106,467.0 109,883.3 140,287.4 117,048.7 83.43 100
Loan Investment 24,816.6 29,000.9 34,762.9 16,597.9 47.75 14.18
Share Investment 12,700.8 19,617.8 55,.355.5 44,777.0 80.89 38.26
Foreign loan principal
repayment 18,614.7 22,703.2 30,121.1 18,589.2 61.71 15.88
Domestic loan principal
repayment princip 50,334.9 38,561.4 20,047.9 37,084.6 184.98 31.68
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5.1.

5.2.

5.3.

5.4.

5.5.

The major portion of the government budget has lspemtin employee's salary, allowance,

and retirement benefits. The portion of such expenses represents 40 percent of the total
recurrent expenditure of this year. Since such expenses have also been borne from the
recurrent grants that provided to local levels they entities, committees and boards, the
actual share of employee's remuneration and retirement benefits on total expenditure will rise
furthermore.

While analyzing budget on the bas Categorywise Expendiure

of expenditure headise, it is (Amount in NRS 100 thousand)
witnessed that the highest amouns h T
been expended in public service ar ol BT Gyre & Religor

1%
Educatior 3% ° 52652

economic affairs sector, whiclt 450190 h
represents 37 percent and 36 perct "

respectively. The expenditure o Public Peaoe & Securt

education and health sector becom o

only 4 percent and 3 percer e

respectively. "
Since integrated record of the cconom Afan

grantsprovided to local levels has nc o

been maintained, the status «
cumulative  expenditure of the
education and heal&ector cannot be
ascertained.

Although NRs, 3 billion 885.4 million is appropriated for the purchase of vehicles, total of
NRs. 6 billion &4.5 million (170 percent more than initial appropriation) has lspentby
allocating additionabudgets through virement. In addition, if the expenditure of NRs.431.2
million that spentfor the purchase of vehicles lepllectingthe contingency amountylihe
department and including the amounts in construction conigatztken into accounthe total
expenditure becomes NRs. 7 billion 45.7 milliomMoreover, the local levels have also
incurred NRs. 1 billion 194 million for the purchase of vehicl8ach unproductive
expenditureshould be controlled

As against this year's appropriation of NRs. 20 billion 50 million for the repayment of
principal of domestic loans, NRs. 37 billion 80 million (184.94 percent) has &memt

While analyzing the finating expenditure of previous years, ifésindthat the expenditures
incurred for the repayment of domestic loans appeared NRs. 47 billion in 2014/15, NRs. 50
billion in 2015/16 and NRs. 39 billion in 2016/13Buring this year,le expendituref NRs.

37 billion has been madagiants the allocatedudget of NRs. 20 billion. Since the budget for

the principal and interest repayment of foreign and domestic loans has not appropriated in
accordance requirements of the amortization table of loans, such expendis been
incurred at the end of fiscal year either below or in excess of budget allocations just to
maintain a balance between the budget allocation and expenditure, which isardbméy

with budget principle.

As compared to this year's approfiva of NRs. 34 billion 760 million for the loan
investment, only NRs. 16 billion 600 million (48 percent) has been invested. Likewise, in
comparison to the appropriation of NRs. 30 billion 120 million for the repayment of principal
of foreign loans, onNRs. 18 hillion 590 million (62 percent) has bespent As compared

to this year's appropriation of NRs. 26 billion 240 million for the repayment of interest of
domestic loans, only NRs. 12 billion 390 million (47 percent) has Ispent Since the
budges has been allocated without considering résguirement previous expenditure made
and the amortization table of loans, such less expenditure has been witnessed.

Implementation of Monetary Policy - Some major audit observations related to liquidity
manag@ment of implementation of this year's monetary policy are as follows:
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6.1.

6.2.

The situation of high or low liquidity in market makes the interest rates unstable. In the event
of low rate of growth in bank deposits as compared to the growth in demand of l@ans, th
banks cannot provide loans as per demands. For this, the interest rates being provided to
depositors need to be increased to attract the more deposits. After the increment in interest
rate of deposits, the interest rates being charged in loans alsotmeeel increased
subsequently, which in turn weakens the competitiveness capacity of Nepalese products in
international market due to increase in cost of production or business. As compared to fiscal
year 2015/16, the total deposits of 2016/17 has incrdagsd@.6 percent and total loans by

18.1 percent, whilst the total deposits of 2017/18 has increased by 19.4 percent and total loans
by 22.0 percent. As per sectoise loan flows of 2017/18, it is observed that the agricultural
loan has increased by 148rcent, but it has increased by 50.8 percent or 3.5.tithesloan
expansion rates of most of other sectors have feegmd more higher than that of the growth

rates of deposits.

In the event of high growth rate of demand for loans in comparison tdysapp
deposits, the interest rate will rise obviously. To stabilize fiscal system from high or low level
of liquidity in market, the main objective of open market regime is that Nepal Rastra Bank
needs to outflow necessary liquidity when market liquidstyow and absorb liquidity when
the market liquidity is high. Since the liquidity management is not only a challenge for
monetary policy but also for the operations of overall fiscal policy, the policy relating to
liquidity absorbing and outflow needs te ftormulated giving attention to this matter.

After the implementation of Interest Rate Corridor System by Nepal Rastra Bank since
2016/17, the gap between maximum and minimum Repo Rate has shrunk since 2017/18
onwards. Though the compulsory cash ratio legdimate liquidity ratio have fallen after the
implementation of monetary policy, it has not brought any improvement in difference
between the weighted average interest rate of the loans and deposits offered by the
commercial banks as expected. Sucliedéince has been found 5.98 percent at the end of
mid-July of 2018. But, it is not justifiable to keep the weighted average of the interest rates
being offered to depositors by the banks more than 5.98 percent than the interest rates being
offered by the bnks to businegsersons. For resolving such situation, the Nepal Rastra Bank
and Ministry of Finance should work jointly to coordinate in effective monitoring of financial
institutions.

Import Export Situation - As per the statement submitted by Traael Export Promotion
Center, Nepal's import export situation of the last 3 years are as follows:

(NRs. in Billion
Fiscal Year Export Import Total Trade Trade Deficit Ratio
2015/16 71.14 781.15 852.29 710.01 1:11
2016/17 74.12 985.95 1059.07 913.05 1:135
2017/18 81.33 1245.19 1326.52 1163.86 1:15.3

As per the table, the export has increased by 9.72 percent in 2017/18 as compared to
the 4.19 percent increase in 2016/17. Similarly, the import has increased by 26.30 percent in
2017/18 as compardd 26.22 percent increase in 2016/17. The Import Export Ratio of the
subsequent 3 fiscal years has remained 1:11, 1:13.5 and 1:15.3 in fiscal years 2015/16,
2016/17 and 2017/18 respectively, which shows a high rate of import growth. Despite of
11.23 percet rise in export in fiscal year 2017/18, the minimal share of export in total trade
indicates no effect of export growth. Likewise, the trade deficit, which appeared NRs. 710
billion 10 million in 2015/16, has reached to NRs. 1 trillion 163 billion 86diani in
2017/18. The trade deficit has increased by 63.92 percent during the last 2 fiscal years.

1 Accuracy of Government Accounts

8.
8.1.

Consolidated Fund- Significant observations related to the consolidated fund are as follows:

The government accounts ar@intained as per cash basis, but the annual closing balance of
consolidated fund has been shown as negative. The closgagivebalance of the fund up to
this year has remained NRs. 123 billion 64.5 million. The amount NRs. 28 billion 288 million
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8.2.

8.3.

which the Financial Comptroller Generalffice had shown as other receipts on 2018/07/16,

has been transferred from Reconstruction Fund Account to Consolidated Fund Account only
on 2018/11/12 (2075/7/26). Since the amount has not been timely transferred, ithg clos
balance of consolidated fund has appeared as a negative by NRs. 151 billion as of 2018/07/16.
It is stated that the negative balance amount has been borne from the balances of central
grants accounts and loan accounts that existed in Nepal RastraaBartke commercial

banks that operating government transactions in the name of Government of Nepal, special
loan and grant accounts that opened in the names of projects, deposit accounts, and Value
Added Tax (VAT) and Customs Fund accounts. However, tlenodiation statement
exhibiting the amounts borne in accordance with accounts has not been submitted.

As per the Statement of Consolidated Fund submitted by the Financial Comptroller General
Office, a total income of NRs. 42 billion 435.8 million has beshown as foreign grants
received including cash, reimbursable, direct payment and commodity grants. However,
Nepal Rastra Bank has mentioned the receipt of NRs. 28 billion 431.7 million foreign grants.
Hence, the difference of grants received amount NRSs.billion 4.1 million has been
observed in between the accounts of Consolidated Fund and Nepal Rastra Bank, and the
amounts should be verified and reconciled.

The construction work dfathmanduRing-road Extension Project has been completed as per
agrement entered with a donor county the costof NRs. 5 billion 90 million (at per
exchange rate of 2018 July 16) with the condition of handing over after completion of
construction works, and the construction works of buildings of Bir Hospital and Raropa
Maternity Hospital have been undertaken as per the agreement amount NRs. 2 billion 39.1
million (equivalent to Japanese Yen 2 billion 39.1 milliddpwever, the expenditure of these
projects have not been included in the Consolidated Fund Acddesg#ssary statements are

to be obtained, and the account of consolidated fund should be made realistic by including
such expenditures.

The consolidated fund account should be prepared by including all expenditure
incurred within a fiscal year. The Distridreasury and Controller Offices have disbursed
amounts to local bodies as conditional grants for running programs relating to the social
security allowance, agriculture, animal husbandry, education etc. programs and of these
amounts, NRs. 1 billion 390 ition has remained as a balance without utilizing within the
fiscal year. In such a situation, the consolidated fund account has been prepared on the basis
of disbursed amounts treating all such amounts as expenditure, and as such, the fund account
does nbrepresent a true position of the treasury.

1 Revenue Exemption and Arrears

9.

9.1.

Revenue Exemption- The Section 19 of Finance Act, 2074 provisions to give revenue
exemption to various types of goods, industries, busipessons, institutions and projects.
Pursuant to observations related to revenue exemption being pointed out in annual report,
some reformatory steps have been initiated by reviewing the provisions of Value Added Tax
(VAT) exemption in this year's Finance Act. Major observations relatddgarte as follows:

There has been a good international practice of governments to present the description of
revenue exemptions along with the budget speech as an integral part of-Expemneliture
StatementHowever,the exemptions of customs, valadded tax and excise duty have been
included in the revenue exemptions description, the -laésel records of lesser revenue
collected due to such exemption have not been prepared. As per information collected from
Asycuda of Department of Customs and stats of Department of Inland Revenues, it is
observed that a total revenue exemption of NRs 41 billion 240 million was praoioted)

this year. Hence, such exemption statement should be submitted to federal parliament along
with budget speech, and refes initiative in revenue exemption should be continued by
discouraging the exemptions being provided through provision in Notes of Finance Act and
adhoc decision. In addition, this matter should be made transparent by maintaining systematic
record of revene exemptions.
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9.2.

9.3.

9.4.

10.

10.1.

10.2.

In light of onethird of GDP occupied by the agriculture sector, subsidies of NRs. 8 billion
760 million have been distributed to the farmers for the purpose providing chemical fertilizers
& others through the Ministry of Agricultural Dewgiment to support in their agriculture
production. In the situation of the availability of such subsidies to improve the self
sufficiency, the revenue exemption related to custom duty of NRs. 2 billion 430 million has
also been granted in imports materia¢dating to agriculture and livestock production.
Despite of the availability of subsidies to promote the growth in domestic agricultural
production, the revenue exemption has also been granted simultaneously on the import of
agriculture and livestock bed raw materials. There has been no study conducted to assess
the effect of such revenue exemptions on domestic production.

In project agreement being implemented under foraign there has been provision to give

the exemption in customs duty, taxessfe¢c. on the import of construction materials as per
decision of Government of Nepal, and on that basis, total revenue exemption of NRs. 677.8
million has been granteduring this year. However, the record of the amounts of revenue
exemption applicable tmaterials imported under such facility has not been maintained, and
such revenue exempted amounts have also not been included in the cost and investment of
projects. There has been no monitoring carried out with respect to materials imported under
such reenue exemption are only utilized in the concerned projects.

In the projects run under foreignd, there has been the provision in agreements to import
vehicles & equipment only keeping the records of imports. This year, total revenue exemption
of NRs.155.6 million has been granted on such imports. Though such vehicles & equipment
are required to be either taken back or the applicable customs duty are to be paid after
accomplishment of the purposes, but the record of such imports has not been mdiytained
Department of Customs, and the concerned office or projects. As a result, there exists a
situation that the goods imported under revenue exemption have been used even after the
elapses of specified period.

Import of Sugar and Revenue Exemption Twelve sugar industrieareoperating in Nepal

Almost allare incurring losses. There has been provision that the government shall fix prices
of sugarcane, give subsidies to farmers on the basis of sale of sugarcane and fix selling price
of sugar, and the ingtries are required to sell sugar on the basis of the fixed price.
Significant observations relating to this are as follows:

The import of sugar increased in fiscal year 2017/18 due to decline of sugar price in the
international marketAn agreement exhed between the industrialists and Ministry of
Finance on 2017/12/26 (2074/09/11) for raising import duty on sugar to protect the sugar
industries operating within the country. However, the custom duty on imported sugar has
been increased from 15 perten 30 percent only on 2018/04/17 (2075/01/04) without
making any immediate formal decision on the agreed subject. The import of sugar has
increased immensely during the gap period. As a result, total of 234 thousand metric tons of
sugar has been importedring this year, which is 3.3 timesoreas compared to import of

71 thousand metric tonig the previous year. As per the statistical data, the total annual
consumption of sugar of the country is around 230 thousand metric tons and around 175
thousand ratric tons of sugar is produced domestically and on the basis of these data, it is
revealed that huge quantity of sugar have been kept in stock by importing more quantity than
the actual requirements. It is because of the action not taken immediatedy agregement

with industrialist and a delay of 4 months occurred in fixing new customs duty rate of sugar,
total of 79 thousand 44 metric tons sugar costing NRs. 3 billion 578 million have been
imported during the period. If calculate on the basis oeesed duty rate 30 percent, it has
impacted on the collection of total customs revenue of NRs. 536 million 695 thousand. Such
impact hadeenappeared due to not immediate implementation subject matters for which the
agreement or decision reached at pdisel. Due attention should be given to such matters.

The cost price of imported sugar will be NRs. 52 to NRs.56 per kg, if added the applicable
Customs duty and VAT on importers' price NRs. 40 to NRs. 51 per kg. In the light of the
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10.3.

11.

government has fed retail price of sugar NRs. 65 to NRs. 70 per kg, selling of imported
sugar looks more profitable. However, the sugar industries have taken initiatives to raise the
price of sugar citing that their industries have incurred losses while selling sulgarpsices

fixed by the government. To protect domestic industries, the government has determined a
guantitative ceiling in import of sugar since 2018/09/16. However, the sugar, which kept in
stock by importer,hasbeen sold in market. Even in a state of
downfall of production cost and prices of sugar in the international market, the consumers are
unable to enjoy such benefits. So, it is essential to make a study on the contribution of
Nepalese sugar industries ininatl economy and the reasons behiigh production cost.

The government has been granting exemptions of the customs duty in import of sugar to Salt
Trading Limited to maintain stability in market price. Accordingly, the revenue exemption of
NRs. 387.6 niiion inclusive of VAT has been granted to the Limited in this year while
importing 37 thousand 508 metric tons of sugar at price of NRs. 2 billion 286.9 million.
While studying data obtained from Asycuda System, it is revealed that the Limited has
imported sugar at NRs. 60 per kg as compared to NRs. 40 to NRs. 51 per kg prices of other
importers, and the Limited has paid only 1 percent customs duty as compared to customs duty
paid up to 30 percent by other importers, and hence, the cost price of impm#ecdEthe
Limited becomes NRs. 69 per kg inclusive of all taxes. However, the selling price fixed by
the government is below than that pricetHis contextthe sugar imported by importers from

open market is cheaper than the cost of sugar purchasexvemue exemption to maintain

price stability in market, the propriety of the revenue exemption granted of NRs. 387.6
million cannot be justified.

Revenue Arrears - Revenue arrears have been increasing every year. In comparison of
previous year's figuré&lRs. 161.16 billion, it has increased by 56 percent in this gedr
reach NRs. 252.13 billion. Out of the figure, the overdue principal & interest alone constitutes
NRs. 93.37 billion in which the arrears of 15 public enterprises that are not in opesatio
alone represent NRs. 13.03 billion, which includes NRs. 1.46 billion of Oriend Magnesitte,
NRs. 1.28 billion of Butwal Spinning Mill, NRs.1.40 billion of Gorkhkali Rubber Industry,
NRs. 2.19 billion of Janakpur Cigarette Factory, NRs. 1.24 billion atayjat Sansthan, and
NRs. 2.12 billion of Sajha Yatayat. Likewise, the arrears of 3 metropoligaNRs. 1.54
billion.

The tax arrears of Inland Revenue Department and offices thereunder have appeared
NRs. 146.21 billion up to 2017/18. Of the arreappeals have been made with respect to
NRs. 47.33 billion (32.37 percent). Cases have been filed in Supreme Court with respect to
NRs.72.58 billion, which include NRs. 60.71 billion of a telecommunication Service provider
and NRs. 11.87 billion of a taxpawy Thus, the revenue arrears of NRs. 119.91 billion are still
under legal considerations. The recovery of revenue arrears should be made effective by
taking actions as per prevalent laws.

9 Foreign Assistance

12.

12.1.

Foreign Aid - Whenassessed thdevelopment adstances which are mobilized to support to
Nepal's development, it is observed that foreign assistance has occupied 23 percent of the
government budget of fiscal year 2017/18. Significant observations relating to this are as
follows:

Rule 27.2 of Finarial Procedure Rules 2007 (2064) provides that all foreign assistance
amounts should bspentby incorporating in programs and budget. In the circumstance of
endorsement of the matter to include foreign assistances in recipient budgets by Paris Meeting
of donor community, it has been stated in the publication of Ministry of Finance that around
22 percent of development assistances of Nepal are stibudfjet. Major observations
pertaining to this are as follows:
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12.2.

12.3.

12.4.

(US Dollar in Thousand)

Donor On budget Off-budget Total

Australia - 20,884 20,884
G-FAM 11,167 11,167
South Korea - 6,874 6,874
UK 74,342 49,527 123,869
USAID 8,796 109,034 117,830
ADB 277,212 14,481 291,693
World Bank 521,819 11,695 533,514
Germany 9,700 19,202 28,902
Japa 96,383 9,823 106,206
Norway 16,012 7,971 23,983
UN Country Team 26,945 38,677 65,652
Others 232,316 59,920 292,206

Total 1,263,525 359,255 1,622,780

Though the audit recommendation provided in previous reports to improve in the
practice making Ofbudget and Off treasury expenditure, the recommendation has not been
strictly implemented. Attempts should be made to incorpoaditdoreign assistances in
national budgeting and accounting system in accordance with the legal provision, foreign aid
policy and international commitments.

As per the Development Cooperation Report 2017 (2074) published by Ministry of Finance, it
is stated that various developing partners & international community have made declarations
to provide the assistances of USD d#lidn 109.5 million in an International Donor
Conference organized in Nepal for the reconstruction to be undertaken after earthquake, and
the commitment of getting USD 3 billion 629 million (88 percent) assistance has also been
received. However, the conited assistances have not been received in accordance with the
commitment and the assistancénly USD 826.6 million or 23 percent amount of the
commitment have been received within 3 years period. Hence, with respects to foreign
assistance mobilizatiorthe work performance and recording system in between sectorial
ministries and donors need to be improved.

The Clause No 2.9.10 of Development-@ueration Policy, 2014, provides that International
Non-governmental Organizations (INGOs) cannot propos®jaeg using the amount that has
already been earmarked by an aid agency to Nepal. When analyzed the statistics of Aid
Management Platform of the Ministry, it is revealed that INGOs have proposed projects from
the grants receivable to Nepal from donor a&iEsas against the policy and have incurred
disbursements and expenditure of USD 134 million 332 thousand from such grants. From
this, it is acknowledged that the assistance amounts havespentmot only for necessary
works of Nepalese people, but alsar the payment of salary, allowance, facilities of
domestic/foreign staffs, consultants and administrative and overheads expenses of such
foreign institutions. Therefore, there should be control in the practice of mobilizing
assistances beyond Developrm€ooperation Policy.

Though the diseases control programs are being undertaken from Ministry of Health and
entities thereunder, however, without implementing such programs through the Ministry, the
Save the Children has been authorized to perform asnaigai recipient instead of the
Ministry as per a tripartite agreement signed between the Ministry, Global Fund and Save the
Children. The Ministry of Finance's letter dated 2018/06/04 stipulates that the agreement to
effect the alternative to implementoggrams through the Save the Children has been chosen
as the Ministry of Health has not become eligible to act as a principal recipient. It is
acknowledged that the Ministry cannot be considered as a capable institution from the
viewpoint of donor's for imementing the programs due to reasons the tie government
entities are not able to implement programs effectively on timely basis, and they have huge
volume disallowed expenses and irregularities, weak fiscal discipline etc. Under this process,
the ppropriated budgets of NRs. 381.8 million of National Tuberculosis Center, NRs. 401.1
of National Aids & Sexually Transmitted Disease Center, and NRs. 214.9 million of
Epidemiology Division have been channelized through the Save the Children as against the
legal provision. In accordance with this process, the overall works related to implementation
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12.5.

12.6.

13.

14.

14.1.

14.2.

of programs including the procurement of drugs & equipment, mobilization of human
resources, delivery of services and payments, accounting, reporting, & auwitiagoeen
performed through the Save the Children, which is not in conformity with Foreign Aid Policy
and prevalent laws.

Various norgovernmental organizations/institutions have entered agreements of NRs. 58.58
billion with the Social Welfare Councibf the implementation of programs from 2015/16 to
2017/18. But, the foreign assistance management information system of the Ministry of
Finance has shown the amount NRs. 51.88 billion. However, the foreign aid received amount
as per information of 28 commaal banks of the country is NRs. 153.72 billion, and hence,
more foreign assistance of NRs. 95.14 billion has been received than the stated amount.
Hence, pursuant to mobilization foreign aid, a single window system should be implemented,
and such accows should be operated under direct control and approval of the Nepal Rastra
Bank.

The Clause No 5 of Directives related to Foreign Aid Acceptance, 2071 issued by the Social
Welfare Council, provides that any organization/institution is liable for actfah®perates

any program without getting papproval for the operations of project. As per statement
obtained from the Council, the project agreement of NRs. 62.59 billion has been signed with
2 thousand 101 organizations during the period 2015/161@/28. However, it is observed

that 263 organizations, without getting such approvals for operating projects, have incurred
expenditure of NRs. 6.38 billion entering agreements directly with donors or INGOs during
the same period. From the practice ofragiag programs entering agreements directly with
donors,the situations like weakening of the fiscal discipline, nomobilization assistance in
prioritized sectors and resource mobilization beyond the government controhaete.
emergedThe actions aprescribed in the Directives need to be taken to those which operate
programs without getting prapproval of the projects.

Technical Assistance- In accordance with Statement of Technical and Other Assistance
presented in Parliament, it is stated that tibkal technical assistances equivalent to NRs. 29
billion 360.8 million shall be received to 25 ministries/entities under 142 agreement
arrangements. Since these technical assistances, which should have to be included in the
central financial statemens @er requirements of Section 14 (2) of Financial Procedures Act,
1998 (2055), have not been included in the statement and the picture of overall income and
expenditure of the government has not been presented. Though the Public Account
Committee has issdethe directiveto carry out audits of such technical assistances, such
audits have not been completed by submitting financial statements and books of accounts of
such technical assistances.

Receipt of Foreign Aid- In comparison to the estimate of obtamtotal foreign aid of NRs.
286.20 billion inclusive of NRs.72.17 billion foreign grant and NRs. 214.03 billion foreign
loan total of NRs. 128.92 billion along with NRs. 39.32 billion foreign grant and NRs. 89.60
billion foreign loan have been obtainatliring this year As against this year's budget
estimate, only 54.48 percent foreign grant and 41.86 percent foreign loan, and 45.04 percent
on an overall average have been utilized. Observations pertaining this are as follows:

On donorwise basis, as cgomared to the estimate of obtaining foreign grant of NRs.72.17
billion from 37 donors and foreign loans of NRs. 214.03 billion from 16 donors in this year,
the foreign grants of NRs. 39.32 billion from 33 donors and foreign loans of NRs. 89.60
billion from 14 donors have been received. By coordinating with donors, an attention should
be given in receiving the assistances as per agreements entered.

While analying the receipt of foreign aid ministry and entitlyse basis based on the
statement obtained frorthe Financial Comptroller General Office, the details of some
ministries/entities that have utilized grants and loans less than 50 percent in 2017/18 are as
follows:
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(NRs. in millions

Grant Loan Total
Ministry/Entity Initial . Initial Initial Initial . Percent
Budget Receig | Percent Budget | Budget Percent Budget Receipt

Local Level 2,081.2 0.0 0.0 2,339.8 0.0 0.0 4,421.0 0.0 0.0
Ministry of Home Affairs 3,243. 1144 3.53 0.0 0.0 0.0 3,243.6 114.4 3.53
Ministry of Industry 686.4] 56.1 8.17 3643 38.00 10.43 1,050.7 94.1 8.95
Ministry of Population &
Environment 2,440.2 404.8 16.59 1,031.5 430.2f 41.70 34717 835.0 24.05
Ministry of Energy 251.3 51.2| 20.37 2,333.4 2,059.4 88.25 2,584.9 2,110.6 81.65
Ministry of Commerce 693.8) 149.1 21.49 4775 200.9] 42.07 1,171.3 350.0 29.88|
Ministry of Finance 1,914. 689.8 36.03 1000.0 100.1 10.01 2,914.6 789.9 27.10
E".'r?;fé.yngf RIS 4,763 1,7834 37.44 483459 9939.d 2058 53100.q 11,22.2] 22.07

In addition to abovelatg the entitis that have mobilized the foreign aid less than 50
percent also include 40.90 percent by Office of the Prime Minister & Council of Ministers,
35.66 percent by Ministry of Water Supply & Sanitation, and 44.69 percent by Ministry of
Physical Infrastructure & ransportation. Declining absorptive capacity of foreign aid has
directly affected in the development works and delivery of services. Hence, the responsible
officials of the concerned entity should give due attention in mobilization of maximum
amounts ofthe assistances by coordinating with donors pursuant to the assistance to be
mobilized.

9 Budget Discipline

15.

16.

17.

18.

Actuality of Source - In the Annexure 1 of Budget Speech 2017/18 submitted by the Finance
Minister in Parliament, it was proposed that the estimatgebraditure would be NRs. 1
trillion 138.7 billion, total of NRs. 1 trillion 35.97 billion would be generated from revenue &
other sources and the balance NRs. 102.73 billion would be deficit. The budget, which
prepared without identifying the required soeyris revised while preparing revised estimate

of the year in the budget of fiscal year 2018/19 and reduced the expenditure volume to NRs.
938.24 billion showing a budget surplus of NRs. 62.07 billion. In the circumstance of the
financial statement subrteéd by the Financial Comptroller General Office, has shown the
yearend balance of consolidated fund negative by NRs. 123.06 billion, the revised budget
prepared with surplus balance has also been witnessed not near to actuality.

Year-end Expenditure/Payment - Rule 33 of Financial Procedure Rules 2007 provides that
the closure of accounts should be done on 25th Asadh prior to end of any fiscal year. This
year, of the total appropriated budget NRs.1 trillion 278.99 billion, the total NRs. 1 trillion
84.31 bilion has beerspent and of the expenditure, NRs. 222.83 bhillion (20.55 percent) has
beenincurredin the month of Asadh. Amongst the expenditure, the expenditure incurred from
25th to 31st Asadh is NRs. 117.92 billion, which is 10.78 percent of totahditpre. Hence

the provision of the Rule should be complied, and the act of incurring expenses after 25th of
Asadh needs to be controlled.

Liability Management - Amongst the budget stheads implemented by the Ministry of
Physical Planning and Transpdioa in 2017/18, the 1 thousand 281 procurement contracts

of value NRs. 47 billion 69.8 million are entered pursuant to the road construction works
under 21sufheads, which falls under roads to be handed over to state government and budget
unallocated. Oubf amount, the payment of NRs. 20 billion 580.5 million has been granted
and the remaining NRs 26 billion 639.3 million has been shown as outstanding liability. Since
the government has not allocated any amount for those roads in 2018/19 and the haindover
roads to the state government has not taken place, and the expenditure incurred on the roads
has become futile. The sources for the liability management have not been yet identified.
Pursuant to implementation of the procurement contracts, no cleey getiisions have been
taken place.

Multi -year Contract- With respect to an enquiry made by Finance Committee of House of
Representative related the record of mydtar contracts and the budget arrangements for the
liabilities generated thereon, the Mimsof Finance in its reply by letter on 2018/11/16 has
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19.

20.

mentioned that the total muliear contracts NRs. 115.35 billion, inclusive of NRs. 93.43
billion in Ministry of Urban Development, NRs. 15.16 billion in Ministry of Water Supply,
have beemwardedwithout obtaining the approval of Ministry of Finance.

In accordance with Rule 19 of Financial Procedure Rules, 2007,egdityy while
allocating budget specifying muliear project upon the recommendation of National
Planning Commission, shall dete@ne priority & policy level goals pursuant to the plan and
program of upcoming fiscal yearoviding guidelines to the concerned ministry and Ministry
of Finance, however the multiyear contracts have beeawarded without doing so.
Consequently, there hégen a situation the ndyudgetary burden will arise in course of the
implementation of projects. Hence, such practices need to be controlled.

Disbursement through Finance budget- Rule 35(2) of Financial Procedure Rules 2007
provides that the competeofficial shall release funds for making expenditure only where the
amount is within the approved budget and falls under the concerned expenditure heading and
still remains tomake expenditureThe amounts allocated by Appropriation Act needs to be
spentin the specificpurpose, however, with respect to lusym appropriation of NRs. 69

billion 308.4 million in budget suhead 602 (FinanceMiscellaneous), NRs. 5 billion 532.5
million has been added in the budget-balad. On the basis of repeative dexrisi NRs. 65

billion 971.5 million has been provided to various offices under the constitutional bodies,
commissions or ministries. The amount so provided becomes 5.15 percent of NRs. 1 trillion
278 billion 994.9 million, the total appropriated budgethis tyear.

Out o the virements and disbursements made, the significant additional amounts
provided include NRs. 10.32 billion provided to Nepal Army for the procurement of chopper
& airplane and allowances distribution to personnel designated in etedtken 10.32 billion
provided for the distribution of election allowances through Ministry of Home Affairs; NRs.
3.12 hbillion provided to Ministry of Physical Infrastructure & Transportation for the
distribution of land compensation and construction otlsp@d\Rs. 11.50 billion provided to
Election Commission for election works; NRs. 18.89 billion provided to National
Reconstruction Authority for the distribution of personal house grants and reliefs to flood
affected people; NRs. 1.72 billion for reliefs ¢onflict affected families; NRs. 4.69 billion
provided to Ministry of Energy and Irrigation for the reconstruction of {faffelcted
structures and BheBabai Irrigation Project; NRs. 2.04 billion provided to Ministry of Urban
Development for the physicafrastructures of the states; and NRs. 4 billion provided to
Ministry of Federal Affairs & General Administration for the distribution of social security
grants.

The above mentioned activities are not of incidental nature but are of recurrent and
predictable nature as the activities have been continued since last some years. In a situation of
the predictability of programs due to continuity since past years and the certainty in
happening election, the additional disbursements have been grantedifiistny of Finance
Miscellaneous head on the basis of numerous decisions without provisioning adequate
budgets, and the disbursements and additional amounts have been provided at the end of
fiscal year from finance budget heading without making any a@piatmn in related
programs and budget heading or making the appropriation of minimal amounts. This practice
is not in compliancewith the budget principle. In such a situation, it will impact on the
parliamentary acknowledgement and weakens control enbtiigets, create difficulty in
conducting monitoring, affect in transparency, and create problems in records keeping.
Hence, the practice of making such expenditure needs to be controlled.

Virement - Out o the total budget NRs. 1 trillion 278.99 billipthe virements of NRs. 75
billion 551.5 million have been done during the month of Asadh (last month of fiscal year)
and NRs. 18 billion 423.7 million after 25th Asaddsulting addition orbudget amounts in
various heads/subeads. The Appropriation AcB017 (2074), provides that the amount
appropriated in any budget head cannot be transferred more than 10 perceratllot#ted
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amount. However, the Ministry of Finance has not complied with the provision amalatolas
virements exceeding the limit up 18 times as against the provision.

21. Expenditure Sizelnflatedi Virements are to be done in those budget headings, the expenses
of which are certain, but virements are also done in the heading the expenses of which cannot
be incurred. For the purpose tiie compensation distribution of Budhigandaki Hydro
Electricity Project, NRs. 10 billion are transferred to the project on 2018/07/06 through the
virement, however the amount so transferred has not &emtfor the very purpose and
NRs. 9 billion 911.6nillion has been shown as expenditure by depositing the amount in Kha
6-Miscellaneous Account. As the virements have been done in a state of the amounts are not
expendable and transferring the amounts again in fund, it has only increased the sizel of capita
expenditure. Hence, the expenditure shown in Federal Consolidated Fund do not represent
true picture.

Likewise, NRs. 5 billion is provided to Hydropower Investment Company on
2018/07/14 without making any provision in budget & program, and NRslliénbis
provided to National Grid System Limited with respect to share investment. However, the
companies have kept the amounts as balance in their bank accounts without utilizing. Since
the budget expenditure are incurred unnecessarily at the endcaf yffesar just to transfer
amounts in other accounts but kept the amounts as balance, it has just inflated the size of
expenditure by NRs. 16 billion. There should be control in the act of incurring such
expenditure at yeagnd just to increase the sizeexjpenditure.

22. Disbursement Against the Source Rule 35(2) of Financial Procedure Rules 2007 provides
that funds shall be released only where the amount is within the approved budget and falls
under the concerned expenditure heading. Observations pegtturthis are as follows:

221. As against this yeards appropriation of NRs
Nepal 6s s our eheadimngrNo.& dod groriding §rants to local entities, total sum
of NRs. 450 billion 917 million has beeneaked without adding any amount in the heading
through virement, and the disbursement of NRs. 13 billion 572.5 million in excess of
budgeted amount has beeamde showing a negativbalance in the budget stigading.
Hence, disbursement and expenditure Hasen incurred in excess of th#ocatedbudget
and financial discipline has not been maintained.

22.2. With respect to the budget appropriation of NRs. 4 billion 421.2 allocated to local levels
under foreign sources inclusive -ofeimbursable loans NRs. 2 llmn 339.9 million,
reimbursable grants NRs. 1 billion 742 million, and cash grants NRs. 349.3 million, the
budgets have been shown in Government of Nepal source while releasing funds to the local
levels. For the released amount, the source change hhsertyet mada Government of
Nepal sourceThus, the practice of incurring expenditure from the Government of Nepal
source for the amounts appropriated in foreign sources is not in conformity with the budget
principle.

22.3. When disbursements are made kgtisg the Government of Nepal source instead of
specifying the donoré6és fund as per the agree
amounts which aro be incurred r om donor s & fspent®n theaother side,dtt been
has impacted an extraurden of NRs. 4 billion 421.2 millioto the Government of Nepal
source Arrangement hasot been made to send withdrawal application for reimbursement of
amounts thais borne from the government source.

23. Handover of Projecti The Appropriation Act 207 and Section 4 of Directives of Ministry
of Finance, provides that the projects included under jurisdiction of local levels should be
handed over to the concerned local levels if it tesainedthe budget appropriation up to
NRs. 5 millionto the ruralmunicipality, NRs. 10 milliorto the municipality, and NRs. 20
million to the submetropolitan or metropolitan,. For the 939 bridges to be constructed in
local level roads, the budget appropriation of NRs. 3 billion 502.9 million has been made in
2017/18,in which the number of bridges having budget more than NRs. 20 million are 15
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only. The construction works of 924 bridges, which are required to be handed over to local
levels, are still being implemented through the entities under Ministry of Physical
Infrastructure & Transportation and expended NRs. 10 billion 169.7 million pursuant to these
bridges. The projects/programs that required to be handed over to local levels have not been
done yet.

24. Operation of Fundsi Theoperationafund duringthis yea areunder 21 ministries, the total
closing balance afuch fund wadNRs. 92 billion 820.6 milliorin the last yearbut the total
opening balance of NRs. 113 billion 347.6 million has been shown by various entities in this
year. Including this year's inome NRs. 260 billion 905.6 million, the total income of the
Funds hagemainedNRs. 374 billion 253.2 million and there has been closing balance of
NRs. 109 billion 441.8 million in the Funds after incurring expenditure of NRs. 264 billion
811.4 millionduring this year. Since the amounts are being deposited/expended creating the
various Funds against the budget principle, such income & expenditure have remained
beyond the parliamentary scrutiny.

1 Loan and Liability

25. Total Loan i As per the statement of loaatcount obtained from Financial Comptroller
General Office, the total loan liability of the Government of Nepal up to 2017/18 has reached
NRs. 915.31 billion. @t of the amount, internal loan is NRs. 391.16 billion and foreign loan
is NRs. 524.15 billionThe loan liability has increased by 31.19 percent or NRs. 217.62
billion as compared to last year. The loan has stood 30.44 percent of the GDP amount NRs. 3
trillion 7.24 billion (at current price). @ o the loan, internal loan is 42.73 percent and
foreign loan is 57.27 percent. Based on the total population of the country 28.829 million as
of 2075 Asadh (2018/07/16), the loan liability becomes NRs. 31 thousand 750 per head. The
perhead loan liability has increased by NRs. 7,0@3/compared to previewyear.

26. Outstanding Reimbursement- In accordance with SuRule 3 & 4 of Rule 37 of Financial
Procedure Rules, 2007, each project, on the basis of agreement signed with donor community,
has to conduct the monitoring by maintaining the records of resement specifying the
amount for which the reimbursement has been requested, the amount which has been
disbursed &spent the amount oreimbursement received from donors, and aheunt of
outstandingreimbursementThe total outstanding reimbursement amiohas reached NRs.

48 billion 598.6 million at the end of 2017/18, of which the liability of loans is NRs. 27
billion 836 million and grants is NRs. 20 billion 762.6 million. The reimbursement
outstanding amount has risen by 13.12 percent as compattezl corresponding outstanding
reimbursement amount of previous year. Observations pertaining to this are asifollow:

26.1. With respect to the expenditure incurred as reimbursable from foreign loans in previous years,
the reimbursement outstandingis NRs. 2dillion 378.1 million up to last year, and the total
amount to be reimbursed becomes NRs. 80 billion 7.7 million along with this year's
reimbursable expenditure NRs. 57 billion 629.6 million. The total loan reimbursement
becomes NRs. 22 billion 378.1 mdh up to end of this year after deduction of this year's
reimbursement received NRs. 50 billion 113.5 million and the adjustment made NRs. 2
billion 58.2 million. Similarly, the reimbursement outstanding of gravas NRs. 20 billion
581.4 million up to th previous year, and the total amount to be reimbursed becomes NRs. 44
billion 314.3 million along with this year's reimbursable expenditure NRs. 23 billion 732.9
million. The outstanding reimbursement of grants becomes NRs. 20 billion 762.6 million at
the end of this year after deduction of this year's received reimbursement NRs. 22 billion
217.1 million and this yeardés adjustment mad
|l ast yearb6s figures, the out st a2d.@8iperagntandi mb ur ¢
reimbursement of grants has increased by 0.88 percent in this year.

The ministries, that have major reimbursement outstanding of foreign loans, include
NRs. 10 billion 965.1 million of Office of the Prime Minister & Council of MinisteNRs.10
billion 656.2 million of Ministry of Finance associated with the investments made in public
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26.2.

enterprises, NRs. 3 billion 123.5 million of Ministry of Federal Affairs & General
Administration, and NRs. 2 billion 573.6 million of Ministry of Urbaelopment.

The ministries, that have major reimbursement outstanding of foreign grants, include
NRs. 9 billion 794.4 million of Office of the Prime Minister & Council of Ministers, NRs. 4
billion 972.8 million of Ministry of Education, NRs. 1 billion 589million of Ministry of
Federal Affairs & General Administration, NRs.1 billion 306.6 million of Ministry of Health
& Population, and NRs. 1 billion 72.5 million of Ministry of Physical Infrastructure &
Transportation.

In the statement submitted by thand&ncial Comptroller General Office, the grants
reimbursement of closed projects have been stated\#&s. 582.6 million reimbursement
balance up to last year, NRs. 359 million reimbursed during this year and NRs. 223.6 million
yet to be reimbursed up this year. Likewise, with respect to loan reimbursement of the
closed projects, it has been mentioned that NRs. 332.8 million reimbursement balance up to
last year, NRs. 17.4 million adjustment made with addition in this year, and NRs. 350.2
million yet tobe reimbursed up to this year. Thus, the total reimbursement of loans and grants
yet to be received up to this year has appeared NRs. 573.8 million.

If any amount, the reimbursement of which is to be received, has not been taken
within the due time, it Wl create burden in Government of Nepal source. Hence, the
reimbursements of loans and grants should be obtained within the specified time coordinating
with the Ministry incurring such expenses.

9 Performance of Public Enterprises

27.

27.1.

27.2.

27.3.

Status of Public Entergrisesi Out o the 71 public enterprises established in Nepal, the 33
enterprises are privatized and liquidated and 38 enterprises are in operation. Observations
pertaining to this are as follows

Amongst the 18 public enterprises that privatizedhwihe condition of supporting in
employment and production through operations only 12 enterprises are in operation now.
Bhrikuti Paper Mill, Harisiddi Brick & Tile Factory, Bansbari Leather Factory, Raw Skin
Collection & Sales Company, Balaju Kapada Udyagd Biratnagar Jute Mills are not in
operation. The land of Harisiddi Brick & Tile Industry has also been selling lands by plotting.

In the situation of the privatized industries are not operated as per agreement/ preamble, the
concerned entities/ minigdis have not taken any further actions to such industries.

Though the pace of privatization accelerated after the formulation of Privatization Act 2050,
but it has become ineffective in later subsequent years. The privatized enterprises, which had
agreedor operating after privatization, have been shut down, and consequently, the situation
has emerged not becoming continuity of the policy. Pursuant to the enterprises that are not in
operation, the equipment and other valuable assets existed in sughisggdnave not been
appropriately managed by making timely liquidation. It has created situations such as
equipment becoming useless;utilization resources properly, encroachment of land & other
assets etc. The loan investment of NRs. 205.9 milliende®n done by the government in

this year just for the purpose of providing salary & allowance of the enterprises that are
already liquidated and not operated.

In the public enterprises, that are still under the government ownership, the burden of
expenditure has beeimcreasingin comparison to income generated due to overloaded
structure increasing burden of salary & allowance, unlimited liabilities, growth in operating
expenses, burden of principal & interest repayment of loans, high cost of fiwodé&c

service owing to use of old technology, minimal utilization of capacity etc. Since the public
enterprises has given attent i-termwihout makngsi ng
the required provisions for meeting future liabilities, tiadilities to be paid in longerm by

such enterprises have reached NRs. 38 billion 567.7 million up to 2016/17, the burden of
which is to be borne by the government ultimately.
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28.

29.

30.

31.

Hence, with respect to privatized and governmoemied public enterprised, is
necessary to adopt a clear policy pertaining to merger, liquidation or operation by re
classifying them into operative & neaperative and efficiently operated & efficiently not
operated.

Recovery of Renti Pursuant to Nepal Tea Development Corporgtan agreement was

made on 2000/06/28 pertaining to making privatization by selling and total of NRs. 107.3
million should have been recovered relating todstate rent from the agreement date to
fiscal year 2005/06. However, without recovering theoamt as per the agreement, a
supplementary agreement entered on 2008/03/05 adding a condition that the outstanding rent
till 2005/10/20 is to be paid within 10 years as per the decision of Council of Ministers of date
2007/10/07. 10 yearterm from the suplementary agreement dabes been elapsed on
2018/03/06, the amount has not been recovered. So, the amount should be recovered in
accordance with prevalent laws.

Audit of Corporate Bodiesi This year, total of 78 fiscal years (inclusive of audit bag&jo

of 43 bodies are to be audited, but the audits of only 54 fiscal years of 36 bodies have been
completed. @t o the audit completed 36 bodies, the final report of 45 fiscal years have been
issued and the final report of 33 fiscal years of 7 bodiesoatstanding to be issued.
Necessary actions should be takenmakeresponsible to the institutions and officials that
have not produced the accounts for the audits.

Out of 40 corporate bodies for which teeternalauditors are appointed in this year,
the audits of 11 bodies have not been completed. Amongst the 30 corporate bodies, for which
the consultations for the appointment of auditors are provided, the audits of 5 bodies have not
been completed. As per Section 11(2) of Audit Act 2075 (2018), thegorae bodies
substantially owned by the Government of Nepal need to obtain the consultation of this office
for the appointment of auditors. This year, the consultations for the appointment of auditors
have been sought only for 41 fiscal years by 30 catpdoodies. The concerned persons of
the corporate bodies should be held responsible to the act of not making atdittatg by
seeking the consultations timely basis.

Compliance with Accounting Standardsi Section 108(2) of Company Act 2063 stiputate

that the companies are required to comply with the accounting standards that implemented by
a competent entity as per prevalent laws. As per decision of Nepal Chartered Accountants
Institute, the commercial banks are required to adopt Nepal FinanciattiRgpStandards
(NFRS). Qut o the 28 commercial banks in operations, 24 commercial banks have not
prepared their financial statements in accordance with the prescribed standards and the
auditors of such banks have issued audit opinions with qualific&tjmctifying conditions).

Even in such situation, Nepal Rastra Bank has provided the acceptance to the commercial
banks for distributing dividends, which is not appropriate. Hence, the monitoring should be
made effective to comply with the prevalent laws.

Loan Liability 7 With respect to the outstanding balance NRs. 120.26 billion as of 2017/18

of Nepal Electricity Authority, which relates to loans taken by the Authority from various
donor agencies, foreign banks and financial institutions by entén@gsubsidiary loan
agreements with the Government of Nepal, the balance has not been verified by making
reconciliation of accounts since past years. The amounts of loans and interests have not been
paid timely basis as per the amortization schedule. &View of same has not been done by
preparing the yeawise statement of the not due and overdue principal & interest. The loan
and interest accounts should be mad¢oagate.

1 Revenue Scope

32.

Tax-base- As per Section 67 (6) (H) of Income Tax Act 20@R58), the payments received

by a person who carries a business of transmitting information or news through means of
communication such as wire, radio, optical fiber or satellite in respect of transmitting news or
information through networks establishied\epal, shall be deemed to have source in Nepal.
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33.

33.1.

33.2.

Section 67(6) L (2) of same Act provides that the payments made in respect of activities
carried out in Nepal shall be deemed to have source in Nepal. To provide internet telephone
service via internet seices, the applications such-agiber, Facebook, Messenger, Skype,
What Sapp, We Chat, and Imo have been operated in Nepal without any restriction. Since
these applications also fall within scope of tax administration of Nepal, the service providers
are equired to register their entities prior to operations of such services, however, none of
entities operating such services have done such registration. Since services of the applications
are being provided through the medium of GQVaE Top-Of-Service, sule applications have

been operated using the significant portion of internet gateway of telephone service. It is
because of the operation of such applications, the revenues of the telephone service providers
arising out of the use of telephone servicesehbgen decreasing, on the other side, the
possible revenues that could be generated have not been collected dueeagisication of

the entities providing such services. Hence, by making the legal & policy reforms and the
registration of such servicequiders, revenues should be collected from such entities.

Tax in E-commerce T At present, the business operated througicolmerce and
digitization has been growing in the world. Even in Nepal, hundreds of sites have been
operating such business. Likewismtering international £ommerce sites directly from
Nepal, goods & services can be received through making domestic and foreign transactions.
There is difficulty in carrying out monitoring as separate business codes have not been
provided for the trans#ions to be operated from inland. In a state of the operations of
domestic/foreign transactions using foreign sites, the business transactions have not come
under taxjurisdiction due to norregistration of such companyin Nepal. Observations
pertaining ¢ this are as follows

There has been the situation huge amounts have gone foreign with respect to the
advertisement made through the use of various social networks. In the state-of non
registration of such social sites in Nepal and-agistence of paynm gateway for sending

the legitimate payment to these sites from Nepal, the persons or bysenssss residing

within the country and foreign have to send the payment using the international electronic
payment mode such-aBaytm, PayPal, credit cards eand advertisements are uploaded after

the receipt of such payment. For the advertisement uploaded, the concerned operators of
social sites are recovering the advertisement charge on the basis of visit of the advertisement.
Since the advertisement samw$ are provided within Nepal, the taxes are to beipditpal

on the basis of at source principle despite of transactions are carried out in foreign. However,
none of tax has been collected from such transactions, as these transactions have not been
reagnized and the social sites are also not registered in Nepal. There should be arrangement
to bring such sites within the tax net or scope.

Pursuant to levying of taxes on digital business, sufficient studies have been done by
Overseas Economic Cooperati& Development (OECD). European Union has applied VAT
since 2015 to the telecommunication suppliers and the service providers of the information
transmission and electronic services along with therasitdent. Serbia, Taiwan, and China
have also extendetthe scope of VAT up to digital suppliers. China Malaysia and Thailand
have formulated laws for levying taxes on digital income. In Nepal, in the absence of
structure, policy rule and legal arrangements, any tax has not been collected from the
businesgersons bringing such transactions under tax net. No study has been yet made
pursuant to taxes amount that may be collected from such transactions.

It is essential to prepare the necessary act, rules, structure and infrastructure and
enhance the knowledgekils and capacityto bring Ecommerceunder tax netThe legal
provision should benaderequiring the business operatingd®mmerce service globally to
register in Nepal or the definition of permanent establishment should be revised to cover any
person coducting business in other countries without physical presence in dlegdbhlso be
deemed to be permanent establishment in Nepal. In addition, the legal provision should be
amended to follow the alternative of allocating the income antidag of suchanpanies on
the basis of the places where business transactions are operated or allocating income on the
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34.

35.

36.

basis of therecipient countrywise income. Pursuant to this, an initiative should be taken
internationally to adopt action plan relating Base Erosin and Profit Shifting (BEPS)
prepared by the OECD.

Capital Gain Tax in Share - In accordance with Section 95A (2) of Income Tax Act, 2002,

the entity registered in Security Board, Nepal shall be liable for 5 percent tax on the gains
received from the digpsal of interests. For the purpose of the calculation of gains, the a
decision at Finance Minister had been taken on 2008/12/07 (2065/08/22) stating that the
deduction of expenses will bgranted in the figure of base price of share that calculated on
thebasis of the average of market price of 3 consecutive transactions in the figures that come
after calculation of the average, after adjusting the proportion of bonus and right shares to the
final price fixed at book closure of shares. The provision ofraéténg capital gain tax was
implemented just for otherwise arrangemeAtditional cost expenses have been claimed as

the adjustments are granted on the basis of market prices of shares instead of taking the basis
of actual cost borne. Thus, the actuadts of bonus & right shares are more adjusted than the
face value of shares, and consequently, the revenues of capital gain tax have been less
deposited.

Since the right and bonus shares of NRs.14 billion 602.1 million are sold in this year,
the capitalgains at the rate of 5 percent or NRs. 624.9 million should have collected in the
amount NRs. 12 billion 497.6 million that comes after deducting actual cost NRs. 2 billion
304.4 million as per Annex 1(4) B3 of Income Tax Act, 2002. But, only NRs. 4®mitlas
been recovered with the short collection of NRs. 575.9 million. The situation has remained
status quo despite of the audit observations on this matter incorporated in previous year. The
recovery of revenues should be made effective by identifysngffiects on taxes.

Low Assessment ofi Adpercacton 87¢1k0dIncénie daxéct, 2058, the

tax should be calculated on the basis of the difference amount treating as income if the
income received after the disposal of assets oflitials less than the expenditure (outgoings)
incurred in respect to such assets or liability. For the purpose of the calculation of capital gain
tax on purchase or sale of promoter shares, the Ministry of Finance, Minister level decision of
2008/03/18 (26 4/ 12/ 05) st ates the value of 5 ti mes
market price of ordinary share whichever is less should be taken in case of the company
having the net assets positive, and the higher value of 50 percent of average rnuarkdt p

180 days or 50 percent of market price of the transaction day whichever is less should be
taken in case of the company having the negative net assets. There has been no basis for
determining the price of the promoter share at 50 percent of ordiharg.

I n i ncome year 2017/ 18, tot al of 25.52
shares have been sold at NRs. 10 billion 641.4 million. The value becomes NRs. 5 billion
27.2 million if calculated on the basis of the minimum prices of ordinaryesbfathe share
transactiongrice of thatday. Hence, the capital gain tax should have recovered calculating
tax on the sales6 difference amount NRs . 5
been calculated on the basis of the decision, raguttie short collection of capital gain tax of
NRs. 251.3 million at the rate of 5 percent. Hence, it is essential to make reviews on the
decision taken.

Education Service Charge o Abroad Study i Subsection 18 of Section 8 of Finance Act

2017 provideghat the education service tax at the rate of 1 percent on foreign exchange
amount shall be collected while giving foreign exchange facilities in respect to education fees
of the students going abroad, however the rate has been increased to 2 per¢eands F

Act, 2018. Such education service fee has not been collected from the students that have gone
India for studies. As per the record of Tribhuvan University, it is observed that total of 5
thousand 931 students of various faculties have taken equiyatertificates in this year

after completing their graduate level studies from India. Similarly, as per the statement
obtained from Curriculum Development Center, it is acknowledged that total of 8 thousand
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493 students have taken equivalency certifgaethis year that completed 10th grade and
12th grade studies from India.

Based on the above description, the expenditure incurred for the education fee will
become minimum of NRs. 6 billion 275.2 million if taken the basis of the average education
fee paid by the students to the schools/ universities in India within a year. If calculated the fee
at the rate of only 1 percent on the amount, the unrecovered revenue will become NRs. 62.752
million. Hence, the scope of revenue recovery should be expdydéelveloping machinery
for maintaining the record of students visiting India for studies and the education fees being
paid by them.

Non-Tax Revenue Ratei There has been varying provisions for granting license and
determining the registration, renewakt to internet service providers and telephone service
providers treating such business separately. The internet service providers are required to pay
a fee of NRs. 300 thousand on registration and NRs. 270 thousand every year on renewal.
Likewise, the mbile service providers are required to pay NRs. 210 million on registration
and NRs. 357.5 million for getting integrated license, and NRs. 20 billion in 5 years or NRs. 4
billion annually whileas a renewal feef licenses.

In Past, the internet sergicproviders used to transmit data, whilst the telephone
service providers used to transmit voices, which showed the difference in nature of their
businesses. But, with the change in technology, the voice being transmitted by the telephone
service providershave also been transmitted through the internet availed by internet service
providers. It is because of the development of technology to transmit visual data along with
voice data, no significant difference is withessed between the two types of busikgse
the revenues to be collected by the government astaxomevenue in respect to the
registration and renewal of two service providers have been found exceptionally varying. The
license and renewal fees, which determined keeping in view cfrapsmission of voices
and videos through the internet in then situation, have become exceptionally low now as the
internet service providers have also been providing the same nature of services which the
telephone service providers are providing. Hence, byingathe reviews of license and
renewal fees of the internet service providers, such huge differences in fees need to be
reduced.

I Tax Compliance

38.

38.1.

Section 18 of the Value Added Tax, 1996 (2052) stipulates that the tax payers shall determine
tax amount esry month making seffax assessment and submit the tax returns within 25 days

of the elapse of the month. As per the Annual Report submitted by the Inland Revenue
Department, the status of implementation of Value Added Tax (VAT) ®B918 MidJuly is
witnessed as follows:

Description 2015/16 2016/17 2017/18
Credit Amounts (NRs. in billions) 26.5 27.52 35.71
Credit Returns in Percent 51.11 51.14 51.97
Debit Amounts (NRs. in billions) 6.33 8.71 9.96
Debit Returns Percent 13.30 13.25 14.06
Zero Return®ercent 35.58 35.61 33.97
Debit /Credit Amount Comparison 1:4.19 1:3.16 1:3.59
Value Added Tax Refund (NRs. in billions) 4.23 4.76 4.59
Non-Filers (Tax return not submitte@ercent 30 30 24.00

Amongst the tax returns filed in this year, thg pmyers submitting returns payable by the
Government (credit) are 51.97 percent, zero returns (transactions not operated) are 33.97
percent, and returns receivable by the Government (debit) are 13.06 percent. The numbers of
nonilers (Tax return not subitted) are 24 percent. The existence of large number of
taxpayers having the returns payable by the Governmentretemmand norfiling, shows

the lack of effective implementation of VAT.
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In a state of rising trend of consumption in the country, thd@ ¢éllected from the domestic
consumption has figured only NRs. 76 billion, which stands 2.53 percent as compared to
GDP. The VAT has remained a main base of domestic revenue, and the 63.14 percent of the
VAT has been recovered from imports. The collectbsignificant portion of VAT relying

on imports is not an appropriate situation. The scope of VAT should be expanded in such a
manner more VAT can be collected from domestic consumption.

Though the policy reforms in revenue administration have brougbasiness and swiftness

in revenue collection, but there are some abnormalities in practice suehmagking
transactions without registration, ra@suance of invoices by the registered taxpayers, making
under invoicing, norsubmission of returns in timeshowing excessive stock, submitting
credit returns by showing assets purchase & low value increase, and no effectiveness in
market monitoring despite of ngpayment of applicable taxes by the taxpayers that submitted
debit returns and lack of effectiveiseis billing enforcement work. Hence, it is essential to
give continuity and make effective to the billing enforcement and market monitoring works.

Tax of Employees of International Organization/Agencyi Section 10(A) of Income Tax

Act, 2002 provides thaamounts shall be exempted from taxany person entitled to tax
exemption facility as provided in a bilateral or multilateral treaty concluded between
Government of Nepal and any foreign country or international organization/agency. As per
the endorsemérof the general assembly of United Nations held on 23 February é9dént

the diplomatic staffs of United Nations, the tax exemption is not entitlethter employees

and consultants. However, the tax applicable in the amounts paid to such othereesgloy
consultants, excluding the diplomatic staffs of international organizations/agencies, have not
been recovered in Nepal. Hence, the recovery of revenues should be made effective by
collecting information about such taxes still not collected.

Tax on Mutual Fund i Annex1(2) of Income Tax Act, 2002 provides that the tax at the rate

of 30 percent shall be applicable in taxable income of financial institutions or such type of
entities. Though the Section 88(4)(e) of same Act provides that the ciemwues where the

tax at source is not to be deducted in income of mutual investment funds, but such
organization do not fall under tax exempted organizations as specified in Section 2(s). There
exists a situation where the tax at source has not been éédvuitte making disposal of their
interests by the stock exchange traders, and applicable tax has not been deducted while
dividing the earned profits among the owners of such funds. In India, the tax exemption is
granted to mutual fund but the tax basedransaction has been collected as the substitution.
However, in Nepal, with respect to 30 percent tax to be paid on the earnings of such mutual
funds, 7 mutual funds have also not paid applicable taxes by making the registration in
income tax. Hence, th®epartment, by identifying the transaction scope of transaction
operators, should conduct an investigation pursuant to applicable tax NRs. 711.4 million on
such entitiesd profit NRs. 2 billion 377.3

Retirement Paymenti The prohibitory sentences of Section 65(2) of Income Tax Act, 2002,
provides thathe payment made from any fund not having the contribution of beneficiary,
shall not be treated @acomein respect to interests of unapproved retirement fdis

matter has been clarified in illustration 12.4.4 of Income Tax Directive, 2009, which states
that a 15 percent tax at source should be deducted in accordance with Section 88(1) of Income
Tax Act, 2002 in the payment made through such fund and this tbevia final tax
deduction. Citizen Investment Trust, which registered with Large Taxpayer Office, should
have deducted 15 percent tax as per the above legal provision while making payment in
2017/18 from norcontributory fund operated by the Trust, bulyo5 percent tax has been
deducted and hence, the fee and interest applicable on NRs. 109.3 million should be
recovered from 216 persons of 43 companies.

Accounting of Returnsi Section 7 of Income Tax Act, 2002 stipulates that any profit and
benefit @rned from the operation of any business shall be income of the business. Various 18
taxpayers registered with Large Taxpayer Office had deposited a lumpsum amount in past in
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Citizen Investment Trust with respect to the amounts provisioned for gratuibe fmounts,

the Citizen Investment Trust has provided extra 5 percent amount in 2016/17 with respect to

additional returns. The added amount NRs. 306 million 607 thousand has not been recognized
in income account. Hence, necessary tax should be assetisedspect to the recovery of

the tax NRs. 79.89 million and applicable fees by conducting an examination on the receipt of

such returns and including such returns in incomes of the concerned.

Sales Not Shown Section 7 of Income Tax Act, 2002, provideat any income earned by

any person from business transaction shall be accounted in income year. One taxpayer
registered with Inland Revenue Office, Maharajgunj has recognized income of NRs. 4 million
945 thousand only despite of the export of goodsiwliRs. 207 million 236 thousand seen

from the customs data; one taxpayer registered with Inland Revenue Office, Putalisadak has
shown the sales NRs. 3 million 527 thousand only despite of the exports of herbal tea worth
NRs. 44 million 404 thousand; onaxpayer registered with Inland Revenue Office, Tangal,
has not recognized as income with respect to NRs. 31 million 997 thousand received from 22
subdistributors in course of the organizing trainings; and one taxpayer registered with Inland
Revenue Office Dhangadhi has submitted the VAT statement with zero returns in 2016/17
despite of the receipt of payment of NRs. 39 million 688 thousand noticed in accordance with
the statement of tax deduction at source obtained from District Soil Conservation Office.
Hence, the unrecovered income tax NRs. 77 million 119 thousand along with applicable fees
& interest should be recovered conducting necessary investigation.

Income of Foreign Employment businesspersoin As per Section 7 of Income Tax Act,

20, the service charge needs to be included in income. While examining the sales statement
of one taxpayer under jurisdiction of Large Taxpayer Office operating air ticket selling
business, it is witnessed that the taxpayer has not recognized as incten¢idkett amounts

that purchased by the foreign employment businesspersons under jurisdiction of 8 Inland
Revenue Offices inclusive of Tripureswar, Tangal. In a state ofs#éhes has not been
recognized as income, further investigation should be condueitd respect to non
recognition of income, and the applicable tax NRs. 132.6 million and fees & interest on NRs.
530.6 million and the value added amount in the purchase transaction should be recovered.

Remuneration Tax of Doctors- Section 8(2) of Incme Tax Act, 2002, provides that any
amount earned by a natural person from the employer as the wage, salary, overtime work
payment, fee, commission and other facilities in an income year shall be included in
computation of remuneration. Big private hosigitavhile providing remuneration to doctors

and other officials, have provided such remuneration as consulting service expenses and
deducted 15 percent tax at source only. The consulting doctors, who submitted income
statement showing income amounts reedifrom hospitalshave also claimed separate
expenses citing that they have appointed separate supportistafigte of the situation that

the amounts of theequired resources and facilities of supporting staffs in delivery of services

to hospitals hee been borne by the hospitals themselves.

In the circumstance of the receipt of remuneration in the capacity of an employee by
using materials, physical infrastructure and support staffs from the concerned hospitals, the
claims being made for other exes are not witnessed justifiable. Hence, pursuant to this,
further investigation should be done to disallow the claims of other expenses NRs. 261.2
million related to expenses of supporting doctors, equipment made in 2016/17 by 65
taxpayers of 6 revenueffices including Inland Revenue Office Tripureswar, Kaski,
Chabahil, Lalitpur, and should also recover the tax of NRs. 52.2 million and fees & interest
applicable thereon by computing the amounts as per Annex 1(1) of the Income Tax Act.

Airport Service Tax - As per Section 70 of Income Tax Act, 2002, a service tax at the rate of

5 percent shall be levied while carrying passengers with the embarkation from Nepal, and a
service tax at the rate of 2 percent shall be levied in the embarkation of pas$ergers
Nepal without arrival in other foreign countrias first destinationThe airlines operating air
flights have not deposited the required taxes as per the provision of the Act on the basis of
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number of embarked passengers, and the airlines whichitebtzxes have also deposited
inadequate amounts. Based on the selection of audit sampling, the tax amounts inadequately
deposited and requiring recovery from 6 airlines alone have appeared NRs. 377.8 million.

As per the above statistics, it is noticed #pplicable taxes have been calculated only
on the basis of first destination. In the flights operated from Nepal, if the fares of second
destinations and the amount of all cargo of connecting flights are added, the above mentioned
recoverable amounts Wwiincrease furthermore. Hence, the required tax liabilities should be
ascertained conducting an investigation on this issue.

Tax on Cargo - As per Section 70 (1B) of Income Tax Act, 2002, a tax at the rate of 5
percent shall be levied on the payment grdrib norresident of Nepal while transporting the
inter-consignment goods dispatched from Nepal. The 10 taxpayers under jurisdiction of 4
Inland Revenue Offices have shown the lumpsum purchase stating the transport of cargos
through various airlines corapies, have not shown the purchases in Schddjland have

not deposited tax applicable in the payment of cargo service. In spite of existence of such
situations, the tax offices have accepted the payment granted to cargo companies, and hence,
the unreovered taxes of NRs. 112.16 million and applicable fees thereon should be recovered
by conducting an investigation on the transactions of the airlines.

Change in Controls- Section 57(1) of Income Tax Act, 2002, provides thete ownership

of any entitychanges by fifty percent or more as compared to its ownership of the last prior
three years, the entity shall be deemed to have disposed the property under its ownership or
the liability borne by it. As per Section 57(2) of the same Act, the entity sbiabie allowed

to deduct the loss suffered by that entity prior to the change in ownership pursuant to Section
20, and it shall be deemed to have assessed the property at market price in case of disposal of
assets, and disposed at market price in cagbiliids. Pursuant to change of controls of 20
taxpayers registered with 11 Inland Revenue Offices, the benefits should be determined by
identifying the market price in respect to NRs. 626 million 552 thous#relloss adjustment

made as per Section Zj(of the Act, NRs. 5 million 552 thousanthx applicable in benefits

after deducting disallowed loss suffered, and NRs. 484 million 105 thousidwedmarket

price to be determined. An investigation should be made to recover tax NRs. 2.6 million to be
receivable from the benefits of disposal along with retention as per Section 40 and 41 and tax
NRs. 19 million 591 thousand on generated benefits as per Section 95A(2)B of the Act.

Net worth Characterization - Section 45(1)(a) of Income Tax Act, 2002pyides thathe

person who has disposed the property shall be deemed to have received the amount of the
market value of that property immediate before the time of disposal or net expenditure
incurred on the property whichever is high. While making thexgbaf ownership with the
condition of having accumulated profits in 2016/17 and 2017/18 of 12 taxpayers of 8 offices
including Inland Revenue OfficeBiratnagar and Dharan, the tax assessments have not been
made by computing premium of the profit amouraised on the existing share number. Since
the taxpayers are not listed in Nepal Stock Exchange Board, the prices of share are
determined on the basis of net worth of book value of the company amongst other various
methods, an investigation should be mewleecover the 10 percent tax of NRs. 15.55 million

and applicable fees and interest thereon on the benefits obtained NRs. 155 million 495 million
from share sold amount NRs. 3 billion 228.6 million in accordance with the Section 37 of the
Act.

Profit Calculation on Sale of Telecommunication CompanySection 65(2) of Income Tax

Act, 2002, provides thdt the ownership of any entity changes by fifty per cent or more as
compared to its ownership of the last prior three years, the entity shall be deehsee to
disposed the property under its ownership or the liability borne by it. Likewise, Section 40 (e)
of the Act provides that any person shall be deemed to have disposed any property or liability
in the circumstances referred to in Section 57 in reqfeamty entity. Section 41 of the same

Act mentions thatn respect to the property, any person shall be deemed to have received the
amount equal to the market value of that property at the time of disposal and the net outgoings
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made for that property untihat time shall be deemed to be equal to the amount receivable. In
respect to liability, it shall be deemed to have spent the amount equal to the market value of
that liability at the time of disposal for the disposal, and the incomings derived for that
liability until that time shall be deemed to be equal to the amount of expenses.

As per the annual report 2017 published by a Malaysian Company, which has
purchased 80 percent share of one taxpayer under jurisdiction of Large Taxpayer Office in
2015/16, itis mentioned that the company has commissioned the acquisition of one
telecommunication company of Nepal. As per disclosure made in Note 45 of the financial
reports, it is mentioned that the total assets is NRs. 202.46 faitdrliability to be paid is
NRs. 70.44 billionof the taxpayer of Nepallhus, it is obvious from the figures that the net
assets of the taxpayer will become NRs. 132.02 billion.

As per income statement submitted by the taxpayer, the book value of net assets is
NRs. 57 billion 879.8nillion. Though the taxpayer has submitted income statement treating
separate income years of the before and after the change of ownership as per Section 57 of the
Act and has shown net profit of NRs. 248.3 million, it has not submitted the agreement and
other statements at the time of purchase/sale of shares. If taken the net value of assets NRs.
132.02 billion as net receipt amount and deducted book value of balance sheet of the period
NRs. 57.87 billion from the amount, the net profit for the purpdsBeation 57 of the Act
will become NRs. 74.15 billion. However, the taxpayer, as per declaration madengoitei
statement submitted on 2010/07, has shown the profit of NRs. 248.3 million only. After
deducting this amount from the profit, the bakaenount becomes NRs. 73.89 billion and no
tax assessment has been done to recover applicable tax at the rate of 25 percent on the NRs.
73.89 billion i.e. NRs. 19.47 billion. Pursuant to this, if NRs. 50 billion 115.1 million, the
equivalent amount of Rimgt 1 billion 843.8 million is included which the Malaysian
Company has determined as goodwill, the tax amount will increase furthermore. Hence, the
tax should be determined by conducting an investigation relating to applicable tax, fee, and
interest as pelncome Tax Act.

Abnormal Expenditure i A taxpayer of Inland Revenue Office, Battisputali has received the
payment of NRs. 50 million 279 thousand in respect to the construction of retaining wall,
excavation and soil filling works in Mugu Airport, RarThe taxpayer, who has activities in

Rara, has shown the expenses of NRs. 10 million 159 thousand in respect to the purchase of
fuel from one petrol pump of Hetauda, but has not claimed any amount with respect to the
transportation expenses.

Likewise, one taxpayer of Inland Revenue Office, Lahan that conducting fuel
transactions, has shown fuel sales of NRs. 92 million 907 thousand to 35 construction and
other businesspersons out of the fuel purchase of NRs. 94 million 90 thousand (98.75
percent). Thagh the taxpayer has done registration stating the purpose to sell fuel to public,
private and rental vehicles, the fuel pump that operated in highway has shown abnormal fuel
sales to onlythosebusinesses that have VAT credits, and thus, the transaciomitcbe
accepted as real transaction. Pursuant to such expenses, an investigation should be conducted
and necessary tax liability should be determined.

Long-term Contract 8 Rule 12 of Income Tax Rules 2002 mentions that pursuant te long
term contractthe completed percentagestimated amountreceived amount or expended
amountof the contract shall beaken as baskr the purpose of computation of income from
business to any person in any income year. A construction contractor registered with Large
Taxpayer Office, pursuant to a lostigrm contract of NRs. 3 billion 972.4 million entered in
2015/16, has submitted income statement by specifying the estimated cost of NRs. 5 billion
123.1 million, which shows a loss of NRs. 1 billion 150.7 million to thetactor at the time

of acceptance of the contract. As such, the statement otéomgcontract submitted by the
contractor with the assumption of completing construction works at loss does not appear
realistic. Since construction contractors usuallypre the cost estimates by adding their own

Auditor General's Fifty -Sixth Annual Report, 2019-Summary - 2¢



53.

54.

55.

56.

profit share, an investigation should be made pursuant to the statement submitted by the
contractor with the assumption of incurring losses at the very beginning.

Tax of Non-resident § Section 89 (3) of Iname Tax Act, 2002, provides that a tax at the rate

of 5 percent shall be deducted in the payment of other contracts to be granted under any
contract or agreement by any resident person teresident person. One cement industry
registered with Large Taxpay Office has stated that it entered an agreement of NRs. 1
billion 258 million with a foreign service provider in 2015/16 for receiving the consultancy
service and has paid NRs. 266.7 million as advance payment. As the service provider
involved in purchas, installation and supervision of equipment, the service provider should
have operated the transaction registering as a permanent establishment, but it has not done so.
Hence, by conducting further investigation to this matter, necessary tax shoulédsedds

collect 5 percent tax deduction at source of NRs. 13 million 335 thousand and applicable fee
and interest on the payment as per Section 89 of the Act.

In the capitalized fixed assets by another cement industry, the machine purchase and
equipmen installation of NRs. 3 hillion 750 million 612 thousand is shown. Pursuant to this
transaction, no disclosure has been made in AdBeand Notes to the Account. The
involvement of international expert may be required in purchase and installation of
equpment, but this matter has also not been disclosed. The tax auditor has also not mentioned
any comment to this matter, and as such, further investigation should be done to recover the
tax and fee applicable to works conducted though permanent establistnpentincome Tax
Act, 2002.

Registration §As per Section 10(3) of Value Added Tax Act, 1996, any person conducting
the taxable transaction, shall collect taxes only after getting registration in the concerned
office and issuing the tax invoices a®esified by laws. In Value Added Tax Directive, 2016,

it is explained that the VAT should also be included in the transactions including the dairy
products such as chhurpe (hard cheese), cheese, management service, frozen meat etc.
operated in excess of #ghold. Seventeen taxpayers registered with 8 offices inclusive of
Inland Revenue Office Biratnagar, Dharan, Bhadrapur and Kalanki, have operated such
transactions since 2014/15 to 2016/17, but the applicable VAT has not been collected in the
transactio. Since the VAT has not been collected in the taxable transauftibiRs. 679

million 192 thousand, the uncollected VAT NRs. 78 million 137 thousand and fees and
interest applicable thereon should be recovered.

Tax on Infrastructure Construction § Section 8(3) of Value Added Tax, 1996, stipulates
that even though the construction of a building or infrastructure of which value is more than
five million Rupees and which is built for business purpose is carried out from a person who
is not registered irtax, the tax shall be assessed and collected from a person who has
ownership in that structureTaxpayers have been constructing infrastructures from the
contractors which are partially registered in VAT. From the examination of the statement
submitted bythe taxpayers and statement of purchases & sales (AtB)ext is witnessed

that the taxpayers, in addition to transactioredlewith the parties registered in VAT, have
also carried out transactions with the parties that are not registered in VAT aed)wently

the applicable VAT has nobeen collected from such transactions. The 90 taxpayers
registered with 20 offices have carried out the infrastructure works of NRs. 5 billion 113.9
million, and since they have conducted transactions with the unregistee VAT of NRs.

664.8 million has not been collected. In view of yumtlection of VAT in the transactions, the
transactions of other such type of taxpayers should also be examined to recover the applicable
VAT along with additional duty, interest afide.

Tax of Registration Adjournment 8§ Section 17(4) of Value Added Tax Act, 1996 provides

that if goods, for which deductions have been allowed, cease to be used for taxable
transaction prior to end of expiry date, tax shall be recovered treatinggsadk as sold at

the immediate market value, and Inland Revenue Department has also issued a circular on
2018/12/30 for recovering the taxes of the taxable goods kept in stock treating such goods are
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sold at the immediate market price. The big hospithlKathmandu have taken deductions
while adding of building and equipment during establishment period and Finance Act 2018
has also given relaxation to the health services from VAT applicable transaction. The seven
hospital of Kathmandu Valley for the regiegion adjournmentand some of them for the
ordinary type of surgical goods have shown eligible for selling and they have shown incomes
related to hospital services as VAT free. However, since the taxpayers have not deposited the
revenues with debit adjtreent related to VAT deductions that had been taken previously in
the construction of building and equipment. Hence, assuming the price of assets as of 2075
Srawan after deducting depreciation as market price, the necessary taxes should be assessed
by making an investigation with respect to recovery of the tax NRs. 1 billion 43.7 million and
applicable fees thereon.

Ineligible Credit § Section 11Gha ) of Value Added Tax Act, 1996 provides that if any
taxpayer submits a statement of zero return for nimae twelve months continuously, the
registration of taxpayer shall be liable for cancellation. As per returns details of taxpayers, 25
taxpayers of 8 Inland Revenue Offices, which have submitted their statements with zero
returns more than 36 months, kaveen showing VAT credits continuously since past some
years. Hence, pursuant to the VAT credits, an investigation should be made and the tax of
NRs. 66 million 345 thousand should &sessed tdisallowthe credits.

Double Tax Refund to Cotton Indwstry § Clause 18 of Schedulk of Value Added Tax Act,

1996 provisions that any domestic cotton industry shall be allowed to make the credit
adjustment of 70 percent of the VAT collected by selling goods to VAT registered taxpayers.
Four taxpayers underrjgdiction of Large Taxpayers Office have taken credits of VAT paid

on their own purchases and also made credit adjustments of 70 percent of the VAT collected
on their sales, and other 82 industries, which have purchased goods with the earlier industries
for selling purpose, have again taken credits of all VAT paid on their purchases. Since the
credits are taken of the VAT paid on all purchases and 70 percent of VAT collected in sales,
an excess of 70 percent VAT than the tax deposited in state treaswarpden refunded.
Hence, the matter of double credit claims should be further investigated and the necessary tax
should be assessed with respect to the short collection of revenue of NRs. 162 million 21
thousand due to the credit adjustment.

Package Tairs §Inland Revenue Department had issued a circular on 1998/01/19 stating that
the travel and tours business should collect VAT in package tours. However, there has been a
situation that such businesses have not yet collected VAT citing that the paockegend
trekking are tax exempted sales. The 28 taxpayers of 8 offices inclusive of Large Taxpayer
Office and Inland Revenue OfficesTripureswar, Putalisadak, hameadesuch transactions

of NRs. 966 million 384 thousand, and with respect to the armpwhiich are more than the
thresholds specified in illustration 10.1 of Value Added Tax Directive 2016, the necessary
VAT of NRs. 111 million 177 thousand and applicable fee, interest and fine should be
recovered by conducting an investigation.

Tourism Entry Fee - Section 5 of Value Added Tax Act, 1996 provisions that except to the
tax exempted transactions of goods and services referred in SchethdevValue Added Tax

shall be levied on other every transaction. Since the tourism entry fee islodethn VAT
exempted list, the transaction is subject to the collection of VAT. Pashupati Area
Development Trust has recovered the tourism Service Fee of NRs. 141 million 950 thousand
in 2017/18, NRs. 108 million 305 thousand in 2016/17 and NRs. 72 mB4& thousand in
2015/16, but the applicable VAT of NRs.41 million 964 thousand to be levied on the fee has
not been recovered. The provision of the Act needs to be followed.

Wastagei Rule 23(A) of Excise Duty Rules, 2002 stipulates that any industrgupnog

beer, in the event of filling bottles, if the quantity stock as per filled up bottles becomes
shortfall than the quantity shown by the flow meter, the remission at the rate of 1.5 percent to
the maximum shall be granted, and for the breakdown ofleboin course of the
pasteurization, packaging and warehousing and physical verification, a remission at the rate of
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2 percent shall be granted to the maximum. However, one beer industry under jurisdiction of
Inland Revenue Office, Bhaktapur, in the attan of nomoperation of flow meter, has
claimed an excess wastage of 1 million 258 thouddrelthan the maximum allowable
wastage of 2 percent for pasteurization and packaging, and which in turn, an excess remission
of excise duty of NRs. 149.6 millioat the rate of NRs.115 per litre has been claimed. Hence,
amount should be recovered by making tax assessment.

Excise Duty Credits of Imports 8 As per Finance Act, 2017, the excise duty paid on imports

of raw materials and parts, the customs duty ofctvwtare exempted in Section 3A(5) of
Excise Duty Act, 2002 cannbk claimed for deduction. While importing assembling parts by

the television assembled industries for the purpose of the installation in television, the
customs clearance has to be done argihg customs duty rate at the rate of 20 percent, but
without using the assembling customs duty rate, the customs clearance of the all materials
imported by all assembled television industries has been done by charging a separate excise
duty rate of 10 ercent that prescribed for the parts. The credit amounts that remained due to
collection of excise duty at the rate of 5 percent in television sales have been carried forward
by the television producers. Pursuant to the customs clearance made by obecigiagluty

rate instead of customs duty rate, the Public Accounts Committee had directed on 2017/07/15
to make zero of the credit balance of excise duty, but the directive has not been yet complied
with.

Since the customs duty on television parts aempted as per provision of Finance
Act, 2017, the credit of excise duty paid on the raw materials while making customs clearance
on the basis of the heading cannot be granted. However, the total credits of NRs.321 million
847 thousand have been adjudbgdhe 8 Inland Revenue Offices by includintpe credit of
excise duty carried forward of NRs. 223 million 666 thousand taken on imports of the
customs exemption goods with the use of different rate by 11 taxpayers before 2017/05/29,
and the credit of eotse duty of NRs. 98 million 181 thousand taken on imports of the customs
exemption goods by the 20 taxpayers since 2017/05/29 to 2018ulyidSince the credits
which are not entitled have been adjusted, the excise duty along with the applicable fee and
interest should be recovered conducting an investigation.

Excise Duty of Televisionrg As per Section 4, sukection (1B) of Excise Duty Act, 2002, the
excise duty shall be have to be recovered at the time of issue of invoices untidrgsifion

systan. The 2 taxpayers registered with Inland Revenue Office Birgunj and Lalithare

taken income tax exemption applicable to industries as the companies have manufactured and
sold televisions through the importing television panels along with parts téind them to
produce televisions. @ of the total sales of NRs. 582 million 597 thousand which represent
the sales of one taxpayer from the period 2015-Midy and sales of another taxpayer from
2016 Mid-August up to 2018 Miduly, the industrial salés NRs. 579 million 932 thousand.

Since the excise duty on industrial sales has not been collected and not deposited, a total of
NRs. 57 million 993 thousand inclusive of 10 percent excise duty and VAT should be
recovered by conducting investigations.

Credits on Packaging Materials§ By making amendment of Section 3(a) of Excise Duty

Act, 2002, Finance Act 2015 has provisioned that the excise duty paid on purchase of raw
materials can be deducted if the materials are used in the production of goods nehich a
subject to recovery of excise duty, but the excise duty paid in purchase of subsidiary raw
materials cannot deducted if such materials are used as packaging materials. One taxpayer
registered with Inland Revenue Office Koteswar has claimed the crédiicise duty NRs.

24.4 million that paid on the purchase of packaging materials in 2017/18, and hence the
amount of excise duty should be recovered by computing applicable additional interest, fine
and fee.

I Recovery of Revenues

65.

Disposal of House and Bnd § Section 95(a) of Income Tax Act, 2002, provides that in case
of a natural person, the capital gain tax shall be recovered in advance at the time of disposal
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of house or land, and in case of an entity, the tax shall be recovered on the balance amount
that comes after inclusion of the amount in income statement and deduction expenditure. As
per the records received from the Land Revenue Offices, it is observed that the entities which
have disposed of their house or lands have not paid capital gainatakéise tax have been
uncollected from such entities. The 29 taxpayers of 13 Inland Revenue Offices which have
disposed of their properties, have not included the amounts or have included less amounts and
hence the applicable tax of NRs. 329.9 millionnglavith fee and interest on the transaction

of NRs. 2 billion 53.3 million should be recovered.

Collected Tax Not Depositeds In accordance with the Section 17 of Value Added Tax,
1996, the tax amount should be deposited after deducting the amount afdanpgaxable

goods from the amount of tax collectékhe taxpayers, which have beamning contract
businesses registering as joint ventures, have shown the tax amounts to be deposited with the
submission of debit returns, and not paid the taxes subgniero returns continuously and
some of them are nédfilers too.In Section 10 (b) (4) of/alue Added Tax, 1996, there is a
provision that with respect to the taxes not deposited by the joint venture businessperson, the
revenue administration should reeo the amount from the partners of such taxpayers either
jointly or separately. The 305 taxpayers of 16 offices inclusive of Inland Revenue Offices
Bhadrapur, Dharan, Tripureswar, Birgunj, have shown VAT of NRs. 341 million 422
thousand outstanding teeldeposited, which collected from various ugeIups, businesses

and government entities. Hence, the amounts need to be recovered.

Non-Filers Taxpayers § Section 96 of Income Tax Act, 2002, provides that each natural
person should submit the income sta¢et within 3 months of end of every fiscal year
remaining within Section 97, 98 and 100 of the Act. It is observed from the Value Added Tax
statement that 97 taxpayers of 11 Inland Revenue Offices have operated the transactions of
NRs. 5 hillion 516.9 milon during the period 2012/13 to 2016/17. The Inland Revenue
Offices have not taken any effective measure to assess taxes being vigilant of the transactions
operated by those taxpayers. If computed the transdutised tax at the rate of 0.75 percent
asper Point 17 of Schedule of Income Tax Act, 2002, the tax recoverable becomes NRs.
41.3 million to the minimum. Hence, the applicable tastasuld be recovered by conducting
investigations on the transactions.

Tax Rate 8 As per scheduld of Income TaxAct, 2002, a tax at the rate of 30 percent shall

be levied to the entities that make production and sales of alcohol, beer and other similar type
of liqguors. One taxpayer of Large Taxpayer Office has sold liquors flavor related to alcohol in
income year 203/14. With respect to the entity engaged in production and sales of the
flavor, a tax at the rate of 30 percent has to be collected, but the tax at the rate of only 25
percent has been collected. Therefore, the shortfall in tax at the rate 5 percéntiguines

NRs. 27 million 551 thousand and applicable fee and interest thereon should be recovered
conducting an investigation.

Import of Apples §In customs tariff rate mentioned in Clause 16 of Schetlwdé Finance

Act, 2017, it is provisioned that tregriculture reform fee at the rate of 5 percent shall be
levied on the agriculturbased goods imported from India ahiet, the autonomous regions
ofPeopl edbs Republic of China, and to other
10 percenshall be levied. This year, only agriculture reform fee at the rate of 5 percent has
been recovered while importing apples valued NRs. 4 billion 377 million by 71 importers
from Rasuwa Customs Office. It is known from the invoices that the apples were not
produced in Tibet Autonomous Region of China, but purchased from other provinces but
imported through via the Tibet. However, the customs tariff at the rate of 10 percent has been
recovered while importing apples that produced in China through via CabarttaSince 5
percent agriculture reform fee is recovered instead of the 10 percent customs tariff, the
revenue of NRs. 218 million 908 thousand has been less recovered. Though an audit
observation was provided stating thadi s i nce t h e mwahetheethe piowdsiomobt c |
5 percent tax mentioned in Finance Act 2017 is applicable to goods being produced in Tibet
and imported from same place or to the goods being produced any place of China and
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70.3

70.4

imported though the Tibet Autonomous Region, the nrinishould sort out this matter

clarifying in explanationo. However, no such

of levy of different tariff rates for same nature of goods should be sorted out.

Variance in Customs Tariff Rate §While making thecustoms clearance of imported goods,

the customs offices should accurately determine the true code of the imported goods as per
the code number mentioned in Schedulef Finance Act, 2017 (2074) and Custom Tariff
(Darbandi) Book. However, while examinirtge customs declaration forms on sampling
basis, the Customs revenues of NRs. 486 million 635 thousand have been less recovered due
to application of unrelated codes and tariffs. Major observations pertaining to this are as
follows:

Biratnagar Customs @fe has granted the customs clearance to prime coated steel sheet
imported by one importer under customs tariff-soe no. 721041 (zinc coated or ridged or
corrugated) with the recovery of 15 percent customs duty plus VAT. Since the goods were not
zinc coated, the customs clearance should have made from twdano. 721070 (Color
coated, colored or plastic coated) by recovering of 30 percent customs duty plus VAT. It is
because of use different customs tariff code, the customs duty of NRs. 24 r@blon
thousand has been less collected, which should be recovered.

Tribhuvan International Airport Customs Office has granted the customs clearance of Frozen
Boneless Chicken under customs tariff code no. 020714 (Iced Pieces and Residual) with the
recoveryof customs duty at the rate of 10 percent only. Since the chicken were imported in
vacuum packs after processing and had 2 years of due date, the customs clearance should
have made from the customs tariff stdde no. 160239 (Readymade, or safe meat)
recowering 15 percent customs duty plus VAT. But, the customs clearance of the chickens has
been done from other swlndes and the less collected NRs. 17. 37 million should be
recovered.

As per the Custom Tariff Rates specified in Schedul€lause no. 14(3)(of Finance Act,

2017, any industry registered with the purpose of operating cable car has to pay a customs
duty at the rate of 4 percent while importing cable specified ircedle no. 731210 and
readymade cabs specified in sudde no.721090 or stesheets specified in stdmde no.
721090 that are necessary to prepare cabs. As per the tariff, the iron materials that are
necessary for the construction of towers cannot be classified into above customs tariff codes
or machinery goods. The Finance Act pasvisioned that the customs clearance of the goods
that are necessary for the construction of cable car should be done from the concerned
customs tariff rates and the exemption of revenues should be granted only on the basis of the
specified customs tdfirates mentioned in the Act. However, Dry Port Customs Office has
done the customs clearance of all goods of cable car imported by one Cable Car Pvt.
Company from suitode no. 842860 (machinery) recovering the customs duty at the rate 4
percent only, whih is not compliance with customs classifications and explanations principle
determined by World Customs Organization. When assessed the customs duty classifying the
goods on the basis of customs wgldes numbers 7308, 7312, 8428, 8431 and 8528, the
shat collected revenue becomes NRs. 35.63 million inclusive of the customs duty and VAT.
Hence, the amount should be recovered.

Taking the basis of classification of goods and explanations made by Customs Department,
Birgunj Customs Office has granted thestms clearance of imported aseptic packaging
materials under customs tariff sabde no. 760720 recovering 15 percent customs duty plus
VAT. However, the customs clearance of the goods was made under customs tariff code no.
481159 in previous year, thestams clearance of the goods has been done from Customs
tariff code no. 481159 as per international statistics, the customs classification code has been
mentioned as 481159 in the invoices submitted by importer and the goods consist of 70
percent paper, 2gercent plastic and rest 6 percent aluminum as per characteristics analysis.
In such a circumstance, the customs clearance has been done in this year by classifying the
goods under aluminum code, which is not appropriate. As per the WZwktom
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Organizaion 2012 classification, the heading no. 76.07 (b), which is different from above
heading, includes the material characteristic of paper and paper goods (paper board), and the
code no. 4811 includes the aluminum {g@anni)which is used as internal coviar making

cover or box of milk, fruit juice or other food production. Hence, the customs clearance of
goods should have done from 4811590 (plastic coated paper except aseptic), but the customs
clearance has been done applying different tariff code. KHeheeshort collected customs

duty and VAT of NRs. 9 million 761 thousand should be recovered.

The customs clearance of the same nature of goods, namely, laminate for carton
(packaging paper) should have done from customs tariff code no. 481159 (lanathees)
with the recovery of 20 percent customs duty plus VAT, but the Birgunj Customs Office,
pursuant to the goods imported by one importer, has recovered only 15 percent customs duty
plus VAT making customs clearance through the customs tariff cod&G®20. Since the
unrelated customs tariff code is applied, the customs duty and VAT of NRs. 68 million 108
thousand has been short collected. The amount should be recovered.

As per explanations given in customs tariff rate, except for the vehicles miadeily for the
transportation of persons or goods, the customs clearance of the vehicles produced for specific
objectives such as; lorries, crane lorries, fire brigades, concrete mixture lorries, road sweeping
lorries, spaying lorries etc. are to be ddram tariff code no. 8705, the lorries of lifting
nature are to be cleared from code no. 8426, and the engine fitted crane lorries are to be
cleared from code no. 870510. However, Bairahawa Customs Office, pursuant to customs
clearance of the engine &t crane lorries submitted through 35 different customs declaration
forms, has done the clearance using irrelevant tariff codes instead of applying customs tariff
code no. 870510, which has resulted a short collection of 10 percent customs duty plus VAT
of NRs. 48 million 492 thousand. Likewise, the office has done the customs clearance of
concrete mixture lorries from tariff code no. 847431 applying 4 percent customs duty only
instead of applying tariff code no. 870540 with the recovery of 10 percentrusiiaty and

13 percent VAT, which has resulted a short collection of customs duty plus VAT of NRs. 11
million 473 thousand. Thus, the short collected revenue of total NRs. 59 million 965 thousand
should be recovered.

As per the provision of Finance A@Q17, the customs clearance of the duplex board sheet
should have done through customs tariff code no. 481092 with the recovery of 15 percent
customs duty plus VAT, but the Bhairahawa Customs Office, has done the customs clearance
by recovering 7.25 peroe customs duty only after giving SAFTA exemption to the goods
presented with 219 customs declaration forms. Since the goods are not eligible for SAFTA
exemption, the granting of SAFTA exemption has caused the less collection of 7.75 percent
customs dutyand VAT of NRs. 14 million 370 thousand. This amount should be recovered.

Transactions between Related Partie§ Section 41 of Income Tax Act, 2002, and Clause

4.7 of Directives Related to Capital Gain Tax on Land and House Land Disposal provide that
in the event of any property that falls under one category at a point of time has been used for
other purposes, the property shall be deemed to have disposed of at the point of time. One
Cinema Pvt. Limited registered with the Land Revenue Office, Dillibazar disposed of 1
ropani, 11 aana and 3 dam of land and house built thereon to a person at a price of NRs. 157
million 407 million on 2018/06/25, but, it is witnessed that the buyer of the property has sold
the same property to a hotel at price NRs. 460ani(292.24 percent more price) after 2 two
days. Though the cinema hall hmadebusiness tax planning by selling the property to other
related party within an interval of 2 days with NRs. 302.6 million more prices, no
investigation has been made purdutnthis. As a result, the 10 percent capital gain tax,
which could have received in advance, has not been collected.

Business Taxg§ While making the transactions of house & land for the business purpose, an
income tax at the rate of 35 percent &mble on business income should be recovered
instead of the capital gain tax. While making disposal of properties of business nature of total
value NRs. 1 billion 381.9 million by 71 persons, the seven Offices inclusive of Land
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Revenue Office, Kalanki, dlitpur should have made the arrangement to recover the
applicable tax amounts with the submission of income returns in the concerned Inland
Revenue Offices from the persons making such disposals, however, no such statements have
been received to ensureatithe transactions have been included in the income statements of
the concerned persons. In the state of-silomission of income statements along with the
above transactions, the tax at the rate of 35 percent on the amount i.e. NRs. 483 million 682
thousand, should be recovered in accordance with the Sch&dflehe Income Tax, 2002.

Institutional Disposal 8§ In the nonrbusiness taxable property of institutional disposer
excluding the rea¢state, an advance tax at the rate of 10 percent should denet in
accordance with the circular of Inland Revenue Department of the date 2016/07/24. In the
disposed of total amount of NRs. 357.5 million, the Land Revenue Offiaiithazar,
Lalitpur, Kalanki, Bhaktapur, Birgunj, Nawalparasi and Manamaiju h&ayever, not
recovered the applicable advance tax of NRs. 41 million 188 thousand. Hence, the tax amount
should be recovered making the concerned officers responsible.

Less Capital Gain Tax8 As per the Directives, irrespective of the methods from wttieh
ownership of land and house & land is obtained, the capital gain tax at the rate of 5 percent
shall be levied in case the ownership period has not completed 5 years, and the tax at the rate
of 2.5 percent shall be levied in case the ownership pedsdcompleted 5 years. The 15
offices along with Land Revenue Offiecdsalanki, Surkhet, Parsa, Morang, have recovered

less capital gain tax of NRs. 43 million 503 thousand in the disposal of properties done by
186 disposers. Hence, the tax amount shouldebevered making the concerned officers
responsible.

Building Construction Expenditure 8§ Pursuant to deductible expenditure of building
construction, the circular of Inland Revenue Department of date 2017/07/19 clarifies that the
capital gain tax shoulde computed only granting the costs deduction as per the assessment
of date of building construction completion certified by local levels. However, with respect to
disposals made by 87 disposers, the 5 offices inclusive of Land Revenue -Qfiigsur,
Chabahil, Kalanki, Dillibazar, Belbari, have granted deductions without phoglwf the
evidence of expenditure at thime of building construction completion. Since the capital gain
taxes have not been collected in the disposal of buildings of value 49Rsmillion 135
thousand, the tax should be recovered conducting an investigation.

1 Recovery of Non Tax Revenue

76.

76.1

76.2

License of Casina8 There is provision in Rule 10 of Casino Rules, 2013 (2070) that a license
fee of NRs. 20 million shall be paid that wishget licenses for operations of casino, but a
license fee of NRs.10 million shall be applicable in cases where games are played through the
medium of modern machines or equipment. Rule 12 stipulates that the license period shall be
of one fiscal year and e 13 mentions that an application for renew of license should be
given one month prior to the expiry of the date of any license. Major observations pertaining
to the operations of casinos are as follows:

Three casinos that are in operations have naimdd licenses. Pursuant to operations of
casinos without getting licenses, total of license fees of NRs. 40 million should be recovered
taking necessary actions, which includes NRs. 10 million from two casino companies and
NRs. 20 million from one compsiwhich have operated in 4 places.

Section 17(4) of Finance Act, 2017 provides that the royalty shall be recovered from the
entity with an annual fee of 15 percent of the royalty amount if the royalty is not paid within 2
months of end of each fiscal yeand an extra annual fee of 15 percent shall be recovered if
the amount is not paid even after the expiry date to till 3 months. Since the roysIRSof
87.39 million, inclusive NRs. 30 million of one company and NRs. 57.39 million of another
company, s not been paid in this year, the royalty amount should be recovered along with
the applicable additional fee.
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Section 17(1) and (2) of Finance Act, 2017 provides thathe place where the games
(casino) are played through the use of modern machinegjwpment, the games can be
played in only one place from one license, but one mini casino has run such games in four
places inclusive of Mahendranagar, Birgunj, Birathagar and Kathmandu by paying the
renewal fee of NRs. 5 million of only one place. Hertbe inadequate renewal fee of NRs.

15 million should be recovered taking actions as per the provisions of the Act.

Frequency Duty 8 Clause No.11 of Policy Relating to Radio Frequency of
Telecommunication Service, 2012 (2069) stipulates that the minimmeguency duty
allocated for GSM mobile service shall be fixed at the rate of 0.4 percent of annual total
income of the service provider on lumpsum basis, however, the minimum frequency duty
from 2 service providers has been less recovered in this yeaefdiee NRs. 80.97 million
should be recovered along with extra duty of 2 percent per month in accordance with the
Clause 16 of the Policy.

As per Clause 16 of the same policy and Rule 31 of Telecommunication Rules 1997,
the radio frequency duty shdihve to be deposited each fiscal year at regular basis, and each
service provider shall pay microwave frequency and minimum frequency duty within 6
months of expiry of each fiscal year. Since 4 service providers have not deposited the
frequency and MSat dity in 2017/18, the NRs. 806.58 million inclusive of applicable extra
duty should be recovered.

Telecommunication Royalty§ Rule 26 of Telecommunication Rules, 2054 provides that the
person that have obtained license shall pay a royalty of the amouwlequito 4 percent of

its total annual income to the Government of Nepal every year. The 3 service providers,
which have obligation to pay the telecommunication royalty, have not deposited NRs. 12.58
million, and 20 service providers, which collected antedrom clients, have not deposited

the recoverable royalty of NRs. 43.92 million from their incomes. Thus, total royalty of
NRs.55.50 million have not been deposited.

Pursuant to one telecommunication service provider's the outstanding royalty NRs.
billion 633.5 million to be settled as per the condition of license, the Government of Nepal
had rescheduled the installment on 2012/09/30 to be paid in 8 installments. However, the
installment of NRs. 204.19 million, which are required to pay by 2@1¥71(2074 Aswin),
has not been deposited till the end of this fiscal year. The outstanding royalty and frequency
duty should be recovered along with applicable interest.

Duty Arrears §Nepal Telecommunication Authority should recover the amounts of &écg&ns
renewal fee and rural telecommunication development fund duty as per work schedules.
However, the Authority has not recovered the total amounts of NRs. 533 million 499
thousand inclusive of the renewal fee of NRs. 500 million 500 thousand from 2eservic
providers and rural telecommunication development fund duty of NRs. 32 million 999
thousand from another 2 service providers. Despite of its authoritative jurisdiction to take
actions, such aswithhold the import of equipment, withhold the services andcel the
licenses, it has not taken any persuasive action for the recovery of the arrears amounts. The
arrears amounts of the renewal fees should be recovered.

Mobile Service Renewal§ Rule 10 of Telecommunication Rules, 1997 stipulates that the
license shall be awarded to the highest quoted bidder if more than one telecommunication
service providers become eligible. Nepal Telecom has acquired the mobile service license
upon the condition of making payments par to the amounts of license fee, renewad fee
royalty quoted by the same nature of service provider that will be selected on the basis of
competition. Since a private service mobile service provider that selected on the basis of
competition, has obtained the service operation license with tiitiom of making payment

of NRs. 20 billion renewal fee, the Nepal Telecom is also required to pay the same amount as
per the condition of agreement. With respect to the license and renewal fee, the report
provided on 2012/01/08 by the Sabmmittee of tk Public Accounts Committee mentions

that since there have been some ambiguities in the Act and Rules about the renew of every
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five year interval after completion of one time renewal, the-&rmittee has suggested to
prepare the necessary legal basisi@w of the existing practices of other countries, but the
recommendati on has not been i mplemented yet.
fee, after making adjustment of NRs. 189 million that paid by the company on 2014/08/31 as
renewal fee of semd times, the balance renewal fee of NRs. 19 billion 811 million should be
recovered. With respects to this, the Ministry of Communication & Information Technology
has acknowledged that it has already issued a letter for depositing the amount and the amou
has been in the process of recovery.

Usageof Tax and Feesi Section 13(1) of Finance Act, 2007 stipulates that the Government
of Nepal by publishing a notice shall collect a pollution charge at the rate of 50 paisa on every
litre on petrol and dieselo&d /distributed within Kathmandu Valley and shall spend such
collected amounts in the areas of environmental protection depositing such amount in a
separate fund. In accordance with this, the revenue of NRs. 5 billion 201.5 million has been
recovered /degsited in consolidated fund since 2008/09 to till now.

As per Rules Related to Control and Regulation of Tob&as®d Products, 2011,
the 25 percent amount of excise duty collected from the tobacco based products shall be
deposited in Health Tax FdnSince the excise duty of NRs. 9.01 billion, NRs. 10.99 billion
and NRs. 14.04 billion were collected from the tobacco products in the fiscal years 2015/16,
2016/17 and 2017/18 respectively, the 25 percent of the amounts collected or NRs. 2 billion
252.5million, 2 billion 747.5 million and 3 billion 510.3 million should have deposited in the
Fund in the fiscal years 2015/16, 2016/17 and 2017/18 respectively, but only NRs. 400
million, 553.2 million and 500 million respectively have been deposited irFtimal. The
amounts as specified in Rules have not been deposited in the Fund.

The charge and tax which are collected for the fulfillment of specific purposes, have
not been used for the specified purposes, the propriety of the creation of the Fund and
cadlection of revenue cannot be ensured.

Allocation of Registration Fee § As per Section 3, Sukection (2) & (3) of Inter
Governmental Fiscal Management Act, 2017, the house & land registration fee falls under
jurisdiction of the tax that can be levied thye provincesand local levels. This year, the
circular of 2017/12/19 of the Government of Nepal has directed that since the modality of
revenue allocation has not been prepared, the house and land registration fees have to be sent
to District Coordinatio Committee with the provision of not making expenditure. The
financial statement of Land Management & Records Department shows that 103 Land
Revenue Offices along with Land Revenue OffieeBara, Parsa, Lekhnath, Tokha have
deposited NRs. 3 billion 4711illion in their operational fund accounts in this year without
making the allocation betwegmovincesand local levels. The amounts should be allocated

in accordance with the provision of the Act and should be deposited in the state and local
level corsolidated fund.

1 Receipt, Safeguard and Use of Resource

83.

Use of Property 8§ Section 5 ofNepal TrustAct 2007, provides that properties owned by
Trust should be used in national interest, educational, academic and health related works so as
to attain tle mass and utmost public benefits. As per the property description of Trust, it has
acquired the ownership @f15624-2-1 ropani of land having 216 units (kitta) in 12 districts,

472 thousand 886 units (kitta) of shares of 3 organizations, NRs. 595 rodliamces in fixed
deposit accounts, NRs. 10 million 663 thousand balances in current & saving accounts, NRs.
3.44 million balances in deposit accounts, and the foreign currency balance of Sterling Pound
49.286 thousand and US Dollar 141 thousand. The bewand normovable properties of

the Trust should have invested in income generattiyities but they have been kept idle
without making any investment. The properties of the Trust should be invested /used by
identifying the income generating areas.
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House Unused§ The Nepalese embassy that prevailed in Bonn of West Germany prior to
unification of Germany has been shifted to Berlin since 2000, and the 2 houses and 2,846 sg.
meter land occupied by the houses existed in Bohn have not been used sincavi@3.

Despite of audit observations mentioned in previous years with respect to proper safeguard of
the government properties are to be made, no decision has been yet made even after the elapse
of 18 years period. An expenditure of Euro 8,332 has bemmred in this year pursuant to
security guard, electricity and water supply. If calculated the expenditure on the basis of an
average expenditure of NRs. 800 thousand each year, the expenditure incurred by the
government in 18 years for the unused lesuand land becomes more than NRs.14.4
million. Hence, the management of properties should be done as soon as possible.

Nepalese Embassy in Washington D.C., on the basis of the approved cost estimate of
US Dollar 7.815 million for the procurement ofilding, have received 3 proposals which
are in compliance with the specificationaut@f the proposals received, the proposal of the
least price having more space areas, which consists of a building constructed in 10 thousand
150 sq. ft. and occupied ldrof 0.93 acres, have been purathat a price of US Dollar 6.8
million. Inclusive of the purchased building & occupied land and old two buildings, the
available 3 buildings and land should be fully used for the purpose of the ambassador
residence, othee mpl oyeesd residence, and operation

have been borne presently in respect to empl ¢

Availability of Water 8§ As per the agreements concluded, the 720 cusec. water is to be
received fom Koshi West Canal, but less quantity of water has been received and the 300
cusec. water is to be received from Gandak West Canal, only 92 to 213 cusec. water has been
received as per the measurement taken in Asadh month. The quantity of water leuegl rec

in winter season will become further low. Since one of 3 gates, which regulates the water
from main canal of Gandak West Canal, has been closed down from the initial period, the
water of specified quantity has not been received in Nepal side. Tjeetgras not developed
command area in 15 thousand acres even though it has capacity of command area of 40
thousand acres.

For the Narayani Irrigation Project, the 850 cu. Sec. water is to be received from
Gandak East Canal, but the statements of 2017 Mite to MidAugust (2074 Asadh &
Shrawan) received from Irrigation Management Division show the receipt of less than 700 cu.
sec. water in most of time. This project has not been able to provide irrigation facilities in
command areas of Rautahat Distriktigation facilities should be extended by receiving
water of specified quantity.

National Land Use Programg§&In the three year Policy Related to Land Use, there are goals
set for preparing map database related to land use and classifying the landaliseral
municipalities and municipalities. Up to this year, the consultants have been appointed to
prepare maps on the basis of condition of soil, physical topography in various 92 rural
municipalities and municipalities of 10 districts, and the payt® of NRs. 592.4 million have
beenmadein this year with respect to works done in preparation of land use maps, soil
classification maps, land capacity maps, land use area maps and kitta measurement maps.
However, it is known that the land use map hesnbhanded over to only one local level till

now. Hence, the maps should be brought in usage by completing handover to local levels.

Postage Stamp StockiAs compared to previous year o6s
thousand 320 units of the value BIRL billion 841 million 182 thousand existed in Central
Stamp Store, the closing stock has remained 101 million 27 thousand 691 units of the value
NRs. 1 billion 803 million 159 thousand at the end of this year with the addition through
printing of 24 milion units and expenditure incurred in this year of 22 million 575 thousand
units. Qut of the stamps in stock, the value of stamps that cannot be brought into usage is of
value NRs. 30 million 828 thousand. Therefore, the postage stamps should be printed o
giving due considerations to the requirements and stock available.
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90.3

Land Ownership Certificate and Rent 8 Out of 160 ropanies of land existed in Khumaltar
Transmission and 82 ropanies of land existed in Bhaisepatti Transmission Station, Radio
Nepal hasacquired the land ownership certificates of only 146 ropanies and 42 ropanies
respectively in the name of the organization. But, the land ownership certificates of the rest 54
ropanies have not been obtained.

Pursuant to the renting 42 ropanies of lan&lofimaltar Transmission Station existed
in Lalitpur, an agreement wasnductedwith a housing company for renting 30 years with
the condition of receiving the rent of NRs. 1.724 million per month. As per Standards
Relating to House & land Management of @& by Public Enterprises and Government
Owned Committees, Boards, Companies and Organizations, the lease can be given for the
maximum period of 30 years only after decision of the Government of Nepal after
determining terms of condition and getting comence for the same from Ministry of
Finance. However, the lease agreement was signed as per decision of the executive director.
The rent of NRs. 13 million 793 thousand to be received in this year has also not been
received.

Royalty § Pursuant to the appval given by the Department of Mines & Geology to 157
organizations/persons for the excavation of mines, only 115 organizations/persons have
carried out the excavation of mines, and the Department has received the royalty incomes of
NRs. 1 billion 136.2 nflion in this year. The cement and minerals industries have performed
the excavation works of mines either in excess or less quantity than the quantity for which the
approvals for mining were taken. When examined the records of 20 industries, they have
carried out the excavation works of 1.634 million metric tons as against the approval taken for
4.654 million metric tons. Since the excavation works have been carried out in less quantity,
it has created a circumstance of unnecessary holding of minebeargl/enues receivable to

the government of NRs. 180.4 million in respect to the less excavation of 3.02 million metric
tons (if calculated at an average rate of NRs. 59.74 per metric ton) have not been received.
The control and monitoring mechanism of timining excavation quantity and revenue
deposit processes should be made effective.

Land Encroachment § Guthi Sansthan (Corporation) should have safeguarded the lands
under its ownership preventing from the encroachment, but the most of lands outsof land
existed in 70 districts have been encroached and the Corporation has not preparetbany up
date record of such encroached lands. Major observations related to this are as follows:

The land encroachments dmundin respect to 1 thousand 188 kittanit) land of various

Guthis (trusts) of Janakpur, around 157 ropanies land of Narayanpur of Dang, and Guheswari
Sindur Chandan Tainathi Guthi, Bhandarewar Guthi and Tainathi Guthi of Teku Jagannath
Temple existed within Kathmandu Metropolitan. The integtarecords of the encroached

guthi lands should be prepared and the land encroachments should be cleared by taking
support from the concerned ministry and police administration.

Amongst the lands owned by Barahi Guthi of Janakpur, the 6 bigah 3 katbtha fands
having 10 kitta (unit) have been given for usufruct to Janak Hajari Vidhyapith till the running

of studies as per the decisianf 1993/ 05/ 16 baaf of@icectgrsoandathd o n 6 s

decision of 2018/05/27 of the Government of Nepait @ the lands given for such usufruct,

a compliant has been received stating that the 2 bighas 14 dhur land having kitta no. 1, 2, 28,
and 49 of sheet no. 1354/14 are transferred in the name of a priest of Ratnasagar Maath
(abbey) as a tenant by committing aud. The record maintained by the corporation shows
that the land ownership certificate has been prepared by stipulating name of Ratnasagar Guthi
and name of priest in land ownership column. Hence, the ownership of the Guthi land should
be reinstated condting an investigation in this respect.

The approval of the Corporation should be taken while using the Guthi (trust) lands by other
entities or persons. Various government offices, persons, organizations or entities have been
using Guthi lands without appval of the Guthi Sansthan. As per the statement received
from the Corporation, the 29 government offices of Dhanusa District have used 64 ropanies 7
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aanas land of the Corporation without getting the approval. If calculated the value of Guthi
lands beingusedby other entities without getting approval of the Corporation, the amounts to
be received by the Guthi Sansthan become billions of Rupees. The income of Guthi Sansthan
has been decreasing as such Guthis have not received the receivable indemnity,
conmpensation, rent etc., which is one of major income sources of the Corporation.

The encroachments have been witnessed in 1 thousand 188 kittas (units) of lands owned by
various Guthis (trusts) existed in Batukbhairab of Patan, Datrataya of Bhaktapumatanu
Dhoka and Janakpurdham areas. Likewise, various organizations/persoesdraaehedhe
Pashupati Protected Memorial Area without getting approvals for roads and buildings
construction and the protected memorial areas have also éeenwachedvhile carrying out

the extension works iBuddhaPark, Gitamata Temple. Hence, an attention should be given

in preservation and security of such encroached heritage sites by taking necessary actions
against the persons/organization that have committed suaiaehanents.

Management of Offerings § The Offerings Managemeilirectives 2018, provides that the
religious organizations established as per prevalent laws should take the approval of local
levels for the management of religious works and the offerirfgef§ered in cash should to

be deposited in a bank. The number of holy places or terpmgailed in Kathmandu Valley

is notclear There are 799 holy places or temples in remaining 74 districts. There is no
information available in respect to whethernmt the operations management of such holy
places or temples has been done in accordance with the Directives.

Though the records of offieag in cash as well in kinds in Pashupatinath Temple are
being maintained and incomes are being accounted, tkeoffdted in 13 temples including 1
bihar (monastery) & 5 temples prevailed outside the temple and 7 temples existed within the
premises of the temple are being taken by the concerned priests and local committees, but the
maintenance and reconstruction W®rof places have been carried out through the Trust,
which is against the prevalent law. So, the arrangement should be made to deposit all
gifts/offerings and incomes of monasteries/temples of the whole Pashupati area in the Trust
account and make paymeayt framing necessary rules and procedures from the Trust account
if any remuneration is to be given to the priests.

Replacementof Land 8§ Procedures Relating to Use of Forest Area, 2017 provides that the
national forest can be used only after the avditglof equivalent replacement land within

one year, if any change of permanent nature is made in land use of any forest area. In
accordance with the provision 3 thousand 837 hectares of forest lands are provided to 205
entities inclusive of hydro power gjects, cement industries and doarism industries, but

such replacemendf lands have not beemade by the entities. For the sustainable
development of forest areas, the replacement lands should be obtained and forest areas should
be protected througlhé¢ use of scientific forest management.

Woods of Fast Track Road§ As per Rule 9 of Forest Rules 1993, the forest woods can be
sold from bidding of prices for the purpose of household, disaster, agriculture tools through
constituting a District Forest &ducts Supply Committee. As per the approvals given for the
cutting off 10 thousand 31 trees of the community forest and 2 thousand 97 trees of national
forest that existed in NijgatKathmandu Fast Track, the forest products of 28 thousand 951
cu. ft. timbers and 82 stock piles of firewood of community forests and 940 thousand cu.ft. of
timber and 17 stochiles of firewood of the government managed forests have been kept at
the road sides. Since such situations may cause the loss & damage in the cohditiods,

the auction of the woods should be done by making the records of such wetoetatp.

Vehicle Purchase & Usagess Major findings noticed on the procurement and use of
vehicles are as follows:

Out of the 1 thousand 115 motorcycles and 80@dred vehicles that existed in RRnistries
situated within compound of the Singha Durbar, only 909 motorcycles and 622 vehicles are in
running condition. The procurements of 6 thousand 909 motorcycles and 1 thousand 24 cars,
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jeeps, pickups vehicles hawmenmadein fiscal year 2017/18 alone, whiatost NRs. 6

billion 614 million 537 thousand. There exists the tendency to procure new vehicles every
year without considering the utilization of the available vehicles, and no effective measure has
been takemo maintain economy in the government expenditure.

94.2 In accordance with the statement obtained from the Office of the Prime Minister & Council of
Ministers, there are 1 thousand 577 vehicles of running condition and 1 thousand 323 officers
in 22 ministries So, arrangements should be made to handover such vehicles to other entities
which have such necessity of vehicles, acquiring vehicles from the entities which have excess
number of vehicles as compared to necessity of work.

94.3 The 8 Prado vehicles, which veeprocured from the construction contractors keeping in Bills
of Quality of the Chameliya Hydro Power Project of Nepal Electricity Authority, have been
used by former higianked officials since past years. With respect to the vehicles, the
government desions were made on 2010/03/30 and other different dates to transfer the
ownership of vehicles in the name of the Government of Nepal with the lumpsum payment of
NRs. 61.71 million to Nepal Electricity Authority, but the ownership of the vehicles have not
been yet transferred in the name of the Government of Nepal even after the elapse of 9 years
period. Moreover, the Ministry of Home Affairs has also given the reply that it has no
information about the status of the BA. 6 Cha 1025 Prado Jeep.

94.4 In accordane with the budget proposed by the Election Commission to procure 5 vehicles in
2016/17, the Ministry of Finance has given concurrence on 2017/07/12 to purchase the
vehicles remaining within the approved standards. The CommissiospeasNRs 116
million in this year purchasing 5 Prado Jeeps of 2982c.c. at a cost of NRs. 23.2 million per
Jeep from one private limited inviting the tender. After completion of election, the
Commission has, however, distributed 39 vehicles to various entities inclusive of newl
procured 1 vehicle and 39 vehicles kept in stock. Hence, such vehicles should be procured
only after the identification of needs.

95. Income Backlogs§ Nepal Civil Aviation Authority Service Charge Rules, 2010, provides
that the service providers shall leeto pay any fee, rent, royalty or any other type of incomes
to the Authority on timely basis. This year, the Authority has still to collect NRs. 2 billion 372
million 442 thousand from its 241 debtors. One air service provider has withheld its services
after operation of its last flight on 12 October 2018 (2075 Aswin 26). The total of NRs. 218.6
million, inclusive of airport development fee NRs. 65.2 million and landing, parking &
navigation fee NRs. 153.4 million, has not been recovered from the aicesqumavider.
Likewise, the rent to NRs. 80 million is still to be recovered from the 2 private limited, which
have rented rooms for operating shops in the international terminal.

Nepal Television has the outstanding debtors of NRs. 255 million 462 tllhusan
which has remained pending since a |l ong ti me
the total dues of NRs. 214.1 million up to this year to be recovered from two parties that have
rented building. The electricity charge dues of Nepal Electricityhérity has reached to
NRs. 15 billion 546 million 987 thousand in 2017/18 with an increment of 14.44 percent as
compared t o pr ewtiddhe shargesduesptise dies igraspeet.to steet lights
is NRs. 4 billion 452 million. Guthi Sansthd@Corporation) has dues of NRs. 16 billion 237.3
million in respects to usage of Guthi lands.

The amounts should be recovered making responsible to the officials that have not
collected such dues.

96. Agreement at Low Rate8 As per Airport Service Chige Rules, 2010, the land rent for the
construction of hanger has been fixed at NRs. 250 per sg. meter per month. The Tribhuvan
International Civil Aviation Office has recovered less rent of NRs. 17 million 854 thousand
up to end of this year, since an egment was entered between the Office and one institution
for renting the 1 thousand 105 sg. meter land situated at western side of cargo building at the
rate of NRs. 175 per sq. meter per month for
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be recoverd making responsible to the persons that have entered the agreement for collecting
the rent at the lesser rate than the rate specified in the Rules.

Built, Operate and Transfer (BOT) § A lease agreement was enteredléarsing 5015-03-

01 ropanie®f landarea of soutlwest side of Golden Gate of Tribhuvan International Airport

for the period of 30 years to construct the business complex. In accordance with the principle
acceptance of the Government of Nepal (Council of Ministers) of 2010/08/02, an agireeme
was signed with a businessperson on 2012/10/18 along with the conditions of completing the
construction works within 21 months and returning the constructed building to Civil Aviation
Authority after 30 years.

The letters of the Authority of the dat@1B/03/16 and 2018/04/08 mention that the
adequate security cannot guaranteed as the contractor has constructed underground parking
that was not specified in the agreement and constructed the height of building up to 52 ft.
against the 37 ft. as specified the agreement. Though the agreement was signed for the
constructing structures having specific area, height and other characteristics and the returns
on the investment and other terms of the contracts have been determined on that basis, the
constructionworks have been carried out varying with the specification. With respect to the
construction works made varying with the agreement, an investigation should be conducted.

Power Trading § As per the Mahakali Treaty signed between Nepal and India, there i
provision that the Government of Nepal shall get 70 million units electricity each year at free
of cost as per English Calendar and the purchases are to be made if more electricity is
required. @t of the 402 million 32 thousand 100 units electricity ttludtained by the
Authority by importing from Power Trading Company, India in 2016/17 and 2017/18, the 201
million 80.233 thousand had been received at free of cost. The Authority has accounted the
amounts payable to the Government of Nepal with respabet@40 million units electricity

of the two fiscal years at the rate of NRs. 4.75 per unit, but it has not accounted the NRs. 290
million 131 thousand payable to the Government of Nepal in respect to 61 million 80.233
thousand units electricity that réeed in excess quantity at free of cost. The payable amounts
should be accounted and paid to the Government of Nepal.

I Loss Damage and Embezzlement

99.

100.

101.

Government Land 8§ Revenue Office, Rautahat hdsne the registration for the disposal of 5
bigah 10 kathth#éand on 2018/03/15 from a person through resignation with cancellation of
kitta no.150 existed at ward no. 2 of then Laxminiya Village Development Committee.
Though Fatuwa Biyjaypur Municipality, Rautahat has mentioned that the land of then
Laxminiya Village Development Committee Laxminiya Village Development Committee is

of government land, the office has transferred the ownership in the name of the person. The
land has been again sold by fragmenting the kitta no. 150 into 9 different Kitiase, the
evidence of the land registration in the name of Government of Nepal along with the
cancellation of 40 bigah 2 kaththa 10 dhur land from the personal names should be produced
making responsible to the local level that has provided the recommendation, rifey Su
Office that has done the fragmentation (kittakat) of lands and the Land Revenue office that
has done the registration for transferring the government land into personal names.

Less Revenue Deposited Though the accounts section of Land Revenue amtl IReform

Office, Bharatpur has received the amount of NRs. 17 million 176 thousand from the
concerned sections in various dates the amounts of which are collected by issuing cash
receipts with respect to registration fee, service fee and capital gaiputathe amount has

not been yet deposited in the bank accouhtsnce, the concerned entity should make
necessary investigation relating to this, and the amount should be recovered taking actions
against the responsible persons concerning the less eedepasit.

Damage in Course Construction 8§ Clause 7 of Memorandum of Understanding and
Agreement signed between Kathmandu Valley Water Supply Project Implementation
Directorate and Department of Roads stipulates that if any damage is caused in thadipes |
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down by the Project Implementation Directorate in course of construction of sewerage by the
Department of Roads, the Department of Roads shall indemnify the amounts to Project
Implementation Directorate that required for the reconstruction of suchgéanoacurred. It

is because of the adequate precautionary measures not followed, the pipes equivalent to NRs.
15 million 689 thousand have been damaged by the Division Road Office, Kaththamé&u

road sections, which has created unnecessary liabilitheooffice. Pursuant to this, the
concerned officials should be held responsible.

102. Loss of Petroleum Products§ The Board of Directors of Nepal Oil Corporation determines
the losses in storing of the petroleum products of Biratnagar, Thankot and Sinamangal
Stations. The Board has fixed the aviation fuel loss of 0.62 percent for the Sinamangal, but
the executive director has increased the loss to 0.85 percent without getting approval of the
Board. Since more losses in storing have been shown in Thankotngsigal and
Bhairahawa in this year than the loss specified by the board, NRs. 36.5 million calculated on
the basis of average selling prifer excess losses shown should be recovered from the
responsible officials.

I Over Payment andAdditional Burden

103. Incentive Allowance§ In accordance with the Financial Procedure Rules, 2007, any office
shall take preapproval of the Ministry of Finance while making any decision that cause
financial liability with the increment of additional facilities.

103.1 Ministry of Finance has provided the approval to Federal Parliament Secretariat to distribute
incentive allowance to its employees up to 2018/01/21, but the Secretariat razealtbiRs.
36 million 917 thousand in respect to the incentive allowance of the perio2@d8&101/22
to 2018/07/16 without getting pwpproval of Ministry of Finance. The incentive allowance
which provided against the Rules should be recovered from the concerned.

1032 As per decision of 56th board meet imtge, of Ci v
the hospital has paid NRs. 146 million 658 thousand in this year with respect to incentives to
specialist doctors and hospital staffs at different rates in proportion of fees collected from
service delivery. However, while making payment of the amhothe staff associated with
drug purchase has been paid an excess incentive allowance of NRs. 14 million 686 thousand
by making double posting in income of NRs. 85 million 149 thousand and computing more
allowance by 10 percent of the amount. The dophld amount should be recovered.

104. Transportation Rent Payment § For supply of drugs and drug associated goods, the
agreements are entered between Department of Health Services, Supply Division and two
transporters. Whileeviewingthe documents related payment of transportatioent it is
found that the goods, which are dispatched for delivering in Humla and Mugu district, have
been delivered in Gothijyula Store of Jumla and the goods which are to be supplied in Dolpa
have been delivered in Radijyutdore of Rukum. Despite of goods not delivered in specified
places, the payments have bessdewith the higter rate of Humla for the goods delivered in
Jumla,with the rate oflumla for the goods delivered in Kalikot, amidh the raé of Dolpa for
the gwds delivered in Rukum. Hence, pursuant to the excess amount paid in transportation,
an investigation should be conducted and the excess amount of NRs. 14 million 671 thousand
paid in this year should be recovered.

105. Excess Paymeng Each office is requiretb make payment in accordance with the terms of
agreement. However, 45 offices along with Water Supply & Sanitation Divisioid&igion
Kathmandu, Bhaktapur, Lalitpur, Sunsari, have incurred the ineligible expenditure of NRs.
31.5 million due to paymenof - ineligible price adjustments granted to construction
contractors, amounts paid by the office which are required to be borne by the user groups as
per partnership in costharing, more amounts paid than that specified by norms, double
payments made @t The amount so paid against the provisions of laws should be recovered.

106 Printing of Vot er sS@urshHahtuoclemyal petition fillktairt Saiprema Comirt
with a claim that the ballet paper to be used for the election of members of House of
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Repesentative and Provincial Assembly should be separate instead of ongdyadietthe

Supreme Court has given verdicts on 2017/10/18 and 2017/10/25. In the verdict, the court has
drawn attention of the Commi ssionopwitongd r espe
single ballet paper for election of two types of members in spite of the existence of two
separate Acts for House of Representative and Provincial Assembly, and suggested to print
separate ballet papers for the election of members of HouRepoésentative and Provincial

Assembly. After the verdict, the Commission should have immediately stopped the printing

of votersod education material s, but the Commi
has made the decision to print separatd leak papers only on 2017/
education materials such-gsosters, pamphlets, brochures, frequently asked questions and
sample ballet papers of value NRs. 117.2 million, which printed in between two dates i.e.
from the courtdasateat t20rt7i/d/ @5 awm t he Commi
2017/10/29 as per acceptance of using a single ballet paper for dual purpose, have existed at
store in useless condition due to inappropriate for using.

The decision to reprint the materials has takeneplaca f t e r t he Suprem
verdicts issued on 2017/10/17 & 2017/10/25 and the Commission has taken decision to print
separate ballet papers only on 2017/10/29. The Commission has incurred the expenditure of
NRs. 75 million 449 thousand to reprintthevote & educati on materi al s \

make votersoO6 education effective. Citing the
votersd education materials are, however, no
phase of electon was aken place on 2017/ 11/ 26. Since

materials are not delivered in specified districts on timely basis, the materials have remained
in unusable condition.

Grant Distribution: It is mentioned that the HigWialue Agricultue Products Development
Project should make investment in all projects that specified for operation #rSjgtts as

per agreement made with grant recipients. For the amounts quoted by the grant recipients, the
investments are to be made by 72 percehyt, @md on the percentage basis, the grant of NRs.
474.5 million is to be provided for the grant agreement made NRs. 659 million. However,
since the project has provided the grants of NRs. 557.9 million, on proportionate basis, an
excess amount @rantNRs. 83.4 million has been provided.

Grant Expenditure § It is mentioned that the Improved Seeds for Farmers Program should
make investment in all projects that specified for operation ofpsoject as per agreement
signed with grant recipients. In acdance with the amounts quoted by the grant recipients in
156 subprojects, the investments are to be made by 54 percent only, and on the percentage
basis, the grant of NRs. 100.7 million is to be provided for the grant agreement made NRs.
186.5 million. $nce the program hagventhe grants of NRs. 134.1 million, on proportionate
basis, an excess amount of NRs. 33.4 million has been provided.

Assessment of Progress§ For the implementation of Prime Minister Agriculture
Modernization Project, the NR2.billion 240.6 million has beespentin 2017/18 along with

the establishment of one project implementation unit, 10 super zones and 39 zonal offices.
Out of the expenditure, NRs. 607.3 million has bepentfor administrative purpose, which
includes NR. 283.9 million in administrative works and NRs. 323.4 million in furniture,
machinery tools and vehicles. Since such district level programs are implemented through the
local levels, the act of incurring additional administrative expenditure by establstparate
offices for suchproject is not found justifiable. The evaluation should be conducted with
respect to the expenses incurred and progress achieved by this project.

Additional Advance 8§ As per the contract agreemenigned between the Melaméh
Development Board and a contractor, the ratios for making payment in local currency and
foreign currency are fixed at 28.10 percent and 71.90 percent respectively, but there is no
ceilings specified tependrom Dollar Account for sending in foreign catny. As a result, of

the paymenmadeto the contractor, the 71.90 percent payment which are provided in foreign
currency, have been sent to Italy, which has created problems in cash flows of the contractor.
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The Board had already provided the mobilizatialvance of NRs. 154 million 694 thousand

in 2013/14 as per the condition of contract and also provided additional advance time to time,
which amounted NRs. 591 million 360 thousand up to previous year. This year, an additional
advance of NRs. 113.7 milin has been provided for the financial facilitation. Since the
contractor used to send 71.90 percent payment amount in Italy wihoceating sufficient

fund that required for sites and construction works, the problems in cash flow have aroused to
the cantractor and the additional advances have been provided for this purpose, which shows
lapses in the contract agreement. The additional advance provided should be recovered along
with recovery of the applicable interest.

111. Salt Transportation § While supplyirg and transporting salt for distributing in specified
districts at subsidized rate, there has been a situation that the Salt Trading Limited has
distributed more quantity than the quotas which come on the basis of population of the
concerned areas. Ifcald at ed t he amount on the basis of
rate, an excess expenditure of NRs. 31 million 645 thousand has been incurred owing to the
transportation of more quantity than the quotas. Pursuant to this, Ministry of Industry,
Commere & Supply should make an investigation relating to the quotas fixed as per
population of the concerned depot, transportation costs, more sales quantity etactand
excess expenditure incurredould be refunded

1 Mis-spending of Public Resources

112. Well Organized Settlement § The well organizedSettlement Commission, 2016, was
established to systematize the unplanned settlement and to develop planned & systematized
settlement, to prevent encroachment in public & guthi (trust) lands, and resolve problems
related to unplanned settlement & homeless. However, the Commission and District
Settlement Committees are dissolved as per the notice of 2018/04/28. Pursuant to the planned
settlement program, total of NRs. 86 million 567 thousand has feentin this yea
inclusive of NRs. 22 million 700 thousand spent in salary, allowance, and NRs. 63 million
867 thousand spent by the district committees. Since the Commission is dissolved prior to the
implementation of the program, there has been no such situation ltmtevtéhe progress
achieved by the program.

113. Temple and Pond Reconstruction8 The reconstruction of Rani Pokhari inclusive the
Balgopaleswar Temple which damaged by the subsequent earthquake, the Kathmandu
Metropolitan has entered an agreement with amdractor at the contract price NRs. 71.1
million, but, after the payment of NRs. 23 million 38 thousand, an consensus has been made
to carry on the reconstruction works through the Department of Archaeology citing the reason
that the modern technology & aterials are used in the construction. Then after, the
Department has prepared a cost estimate of NRs. 14.25 million to construct the
Balgopaleswar Temple alone in previous dome shape and has signed a contract agreement
with a joint venture company for cqieting the work within MidJuly 2018 and paid NRs.

304.9 million within the period.

Pursuant to this, the Government of Nepal has taken a decision on 2019/01/28 to
reconstruct the Balgopal eswar Temple in Gran
time. Thus, the expenditure of NRs. 26 million 87 thousand incurred through the Department
of Archaeology and Kathmandu Metropolitan have become futile as the appropriate decision
on the shape of temple has not been taken on time.

114. Operation of Sub-project 8 With respect to the grants of NRs. 2 billion 183 million provided
by Agriculture Commercialization & Trade Project to 1 thousand 214snjbcts, the project
has carried out studies of 115 guimjects through the consultants with regards to whether or
not the completed sutxojects are in operation. When conducted the survey of 9.45 percent
subprojects out of total completed 1 thousand 216-mafects, it is revealed that 19.13
percent of suprojects are not in operation. The grants provided to 19t@ent of total 1
thousand 216 suprojects or 232 suprojects which becomes NRs. 417.6 million have
become useless.
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Likewise, the Office of Project Implementation Support Group, Pokhara has
completed the works amounting to NRs. 1 billion 309.2 millioicourse of the operation of
256 subprojects and has also granted the payment of NRs. 575.4 millidnof @he works
completed sulprojects, it is acknowledged that 15 guipjects of vegetable, zinger, and milk
processing are not in operation. Thegrveom operation should be made effective by taking
necessary actions to the grant recipients that have not operatpdomdis as per the Sub
project Operations Directive, 2013 (2070) and clauses of contract.

Reagent and Chemicalg§ There has been asition that the reagents being used in course of
the laboratory tests have gone wastage excégsiliee percentage of wastage of reagent and
chemical shown by National Public Health Laboratory is 64 percent, Bharatpur Hospital is 40
percent (Vitamin BL2), Paropakar Maternity Hospital is 30 percent and Sahid Dharmabhakta
National Transplant Center is 40 percent. To control the expenses effectively, the
management of reagents & chemicals should be done considering various alternatives.

Use of Software Liense§ For the Public Key Infrastructure Data Center, the Office of the
Controller of Certification has purchased various goods of value NRs. 100 million 749
thousand including 500 units software licenses & other goods of value NRs. 88 million 606
thousan in 2011/12, and 50 software licenses of value NRs. 12 million 143 thousand in
2014/15. @t of the 550 software licenses purchased, only one software license has been used
and 549 licenses are kept in stock without any use. Since the validity perice swftvare

license has already expired, the persons involved in the procurement should be held
responsible pursuant to the purchases done without identification of the needs and keeping the
software idle without any use.

Economy

Unproductive Expenditure 8 As per the expenditure classification and explanations, the
expenses that can be borne from miscellaneous expenditure heading include entertainment,
tea & snacks, feast, office security, and guest reception. In accordance with financial
statement subitted by the Financial Comptroller General Office, the NRs. 10 billion 830.5
million has beenspent against the appropriation of NRs. 1 billion 278.8 million in
miscellaneous budget heading, with the increment of 847 percent against the budgeted.
Similarly, the arrangement has been made to bear the expenses related to rent of capital assets
including vehicles, machinery equipment from the other rent heading. For this purpose, NRs.
1 billion 156.6 million has beespentagainst the budget appropriation of NR.34.2 million
increasing expenditure by 861 percent against the budget. Despite of the policy guidelines
2018 issued by the government for maintaining economy and effectiveness in public
expenditure, it is not justifiable to incur more expenditure thhowirement instead of
controlling such unproductive expenditure.

Increase in Exchange Rate8 Though the procurement processes of VVIP Medium
helicopter completed in previous year, the procurement contract is signed only on 2017/11/16
due to delay in appwal of the financial proposal. For the purpose of opening of letter of
credit, though the office has provided a cheque of NRs. 1.70 billion to Nepal Rastra Bank on
2018/01/24, but the action is taken only on 2018/05/03 citing the cause the inadequacy of
amount for one hundred percent margin. Since the exchange rate of Euro has increased from
NRs. 118.08 to NRs. 128.31 during the period, an additional financial burden of about NRs.
146.5 million hado be borne for the contract amount Euro 14 million 334ishod.

Financial Assistance8 As per Clause 12 of Civil Relief, Compensation and Financial
Assistance Procedures, 2011, stipulates that the medical treatment and financial assistances
shall be provided to eminent persons of national repute and Home i&ttation Reform

Action Plan 2017 mentions that standards will be framed to make the financial assistance
distribution transparent. Howevevijthout framing such standardbg financial assistances of

NRs. 164 million 35 thousand have been distributed@i5/16, NRs. 290 million 608
thousand in 2016/17 and NRs. 318 million 27 thousand in 2017/18. The financial assistances
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have been distributed up to NRs. 2.5 million per perfbe financial assistance of NRs. 37.6
million has been provided to 35 persam&xcess of the ceiling fixed.

Insurance Premium § This year, the 19 foreign missions situated at abroad have done the
health insurance of mi ssions6 employees and
competition and granted the payment of NRs..Q34illion to insurance companies. The

Ministry of Foreign Affairs should make the arrangement of health insurance in a competitive
manner by making necessary dialogue with the insurance companies of Nepal.

Difference in Purchase Rate8 Salt Trading Corpa@tion Limited has purchased 27 thousand

191 metric tons of urea fertilizer at the rate of NRs. 32 thousand 668 per metric ton, but the
Corporation has also purchased 57 thousand 746 metric tons of urea from China at the cost of
NRs. 41 thousand 37 per metton. Thus, the urea purchased from Chinadwstmore by

NRs. 483 million 276 thousand at the higher rate of NRs. 8 thousand 369 per metric ton.
Similarly, pursuant to D.A.P. fertilizer, the Salt Trading Corporation has purchased 22
thousand 159 metritons at the average rate of NRs. 46 thousand 69 per metric ton from a
company which imported from China, whereas the Corporation has also purchased 19
thousand 541.30 metric tons at the rate of NRs. 53 thousand per metric ton from other
company of the saencountry, which has resulted more cost of NRs. 154 million 239
thousand with the higher rate of NRs.7 thousand 893 per metric ton. Since the purchases have
not been made preparing the procurement plan timely basis viewing the ups & downs of rates
in intemational market, the more cost of NRs. 637 million 515 thousand are to be borne. The
appropriate procurement plan and procurement process should be prepared to minimize the
purchase cost.

Administration Expenditure 8 In National Academy of Medical SciencBir Hospital, in
comparison to this yeardéds income of MRs . 31
NRs. 335.1 million. In B. P. Koirala Memorial Cancer Hospital, in comparison to the internal

income of NRs. 194.1 million, the administrative exglicure has stood NRs. 284 million,

which is in more by NRs. 89.9 million (46 percent) than its internal income. In Kanti Children
Hospital, in comparison to this yeardés incom
has beerspentin the administratie employees. Since the internal incomes of the above
hospitals arenot sufficient to meet their administrative expenditures, the income raising and
expenditure controlling programs should be prepared/ implemented to operate the hospitals in

the sustainalel manner and improve in their financial conditions.

Employee Facilities§ By issuing directives related to economy in government expenditure,
the Government of Nepal has scrapped all types of allowances in this year except the local
allowance, clothing alwance and dearness allowance being provided by various government
entities. It is also mentioned that the provision of the directives shall also be applicable to
public enterprises. Nepal Rastra Bank has been providing the 19 types of allowances inclusive

of employeesd6 provident fund, medi cal treatm
fund to employees, and of the allowances, 8 types of allowances are provided to all
empl oyees and additional 11 types petifical |l owa

group. The allowance expenditure becomes 220 percent in comparison to the salary
expenditure. This year, in addition to the salary, the bankspestNRs. 1.32 billion in
respect to other allowances. An attention should be given to adhere wigovemment
directives.

Efficiency and Effectiveness

Delay in Procurement8 The Election Commission, while procuring the fast printing speed
capacity machines, the machine procurement plan should have prepared to meet the
requirements of local level eligen (first and second phase) to held on 2017/05/14 and
2017/06/28, but the high capacity color printer 1 unit and black & white printer 2 units have
been purchased through the direct procurement method without making any competition at
the cost of NRs. Zmillion 309 thousand only on 2017/11/09 after commissioning of major
works. After purchase of the machines, the printing works of ballet papers of members of
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House of Representative and members of state Assembly have been done from Janak
Education Matesrls Center Limited and the payment of NRs. 275.8 million has been granted
to the Center except the paper purchase. The above situation shows that the printing works
have not been carried out in accordance with the objective of purchase.

Repair Maintenance Contract § Department of Health Services has entered agreements with
three service providers in 2016/17 of the amount NRs. 474.8 million for making repair &
maintenance of medical equipment & machinery tools of hospitals and health institutions
situated & 77 districts covering the contract period of 4 years. As per the agreements, the
repair & maintenance of medical equipment and machinery tools of hospitals and health
institutions existed in districts should be carried out within 24 hours of notifickdiothe

items included in Categoty and two times in a year for the items included in category
Pursuant to this yeardés first maintenance,
79.56 million including NRs. 19.77 million, NRs. 26.33 mdh and NRs. 33.46 million
respectively in accordance with the lot order. In the very first year of contract agreement, the
payment of more quantity than that mentioned in bills of quantity has been granted. In the
event of the addition of any equipmente tadditional maintenance cost iskdeborne with

the rates varying as per specification, model, and year of purchase etc. and thus, the inclusion
of the specified rates in the bill of quantity has become inappropriate. The payments of excess
guantity thanmentioned in bills of quantity have been granted in the first yeatr.o0the
amount, the payment of NRs. 22.49 million has been granted with respect to addition of more
than 50 percent quantity. Hence, such amounts should be adjusted and recovergcamakin
investigation.

In addition, since the repair & maintenance expenditure of hospitals after the contract
arrangement has increased in comparison to the expenditure of before the contract, the annual
repair & maintenance contract has not been witnessadomical.

Health Insurance § The health insurance program has been implemented in 42 districts till
now, but on the basis of participation of 237 thousand 977 households and 1 million 269
thousand 288 population, the average participation is limitedntg 8.54 percent as
compared to number of households and only 10.82 percent as compared to the population,
which shows less expansion of accessibility to the program. With respect to participation in
insurance plan, the premium of NRs 523 million 474 thadshas been received in this year

by Health Insurance Board. The Board has not yet mobilized the received premium amount.
From the program, the reimbursement payment of NRs. 674 million 805 thousand has been
made to 158 organizations/institutions in respeo treatment services received by 257
thousand 68 insured persons. Up to this year, the reimbursement claims paid amount has
found more by NRs. 151 million 331 thousand as compared to the collection of insurance
premiums from the service recipientsaptpears that the income receivable to the Board is not
sufficient to bear the growing expenditure. As a result, the situation will arise where the
government has to provide grants to run the business of the board.

Secondary Education Examination8 In regulr Secondary Education Examination (SEE) of
academic year 2016 (2073) and 2017 (2074), total numbers of students appeared in the
examination are 445 thousand 564, and 466 thousand 911 respectively, and the status of
results achieved based on grading ar®lsvs:

Grade Academic Year 2073 Academic Year 2074
(Number of Student) (Number of Student)
Government | Institutional Government | Institutional
A A School School Vgl School School Tk

G.P.A= | 3.654.00 3.6-4.00 1,164 11,120 12,284 2,815 15,869 18,684
G.P.A= | 3.253.60 3.2-3.6 6,361 36,066 42,427 10,986 38,529| 49,515
G.P.A= | 2.853.20 2.8 3.2 17,215 33,431 50,646 26,030 34,350 60,380
G.P.A= | 3.452.80 3428 41,466 20,489 61,955 57,135 19,973 77,108
G.P.A= | 2.052.40 2024 81,764 9,550 91,314 98,869 7,946 | 1,06,815
G.P.A= | 0.0-2.00 0.8 2.0 1,79,432 4,909 | 1,84,341 1,47,869 3,329 | 1,51,198
Total 3,27,402 1,15,565| 4,42,967 3,43,704 1,19,996| 4,63,700
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In accordance with the result of academic year 2016, the number of students which
obtainedG.P.A. 2.85 to 4.0 has stood 44.89 percent in case of community schools and 95.47
percent in case of institutional schools angl mumber of students which obtained G.P.A. 0.0
to 2.0 has stood 55.43 percent 4.24 percent respectively. Similarly, in accordance with the
result of academic year 2017, the numbers of student which obt@iRed. 2.8 to 4.0 have
stood 11.58 percent in aa®f community schools and 73.96 percent in case of institutional
schools, which shows the weak performance of the community schools. From the view point
of physical infrastructures, remuneration of teachers and investments in educational field, the
educaibnal quality standards of community schools are lower than the institutional schools,
and therefore, considerations are to be given to improve of such quality standards making the
assessments.

128. Waste Water Management§ Bagmati Action Plan (2008013) hashe to establish waste
water management centers in 7 places including Gokarna, Guheswari, Tripureswar,
Dhobighat, Hanuman Ghat, Sallaghari and Balkumari at the cost of NRs. 16.66 billion to be
implemented through Kathmandu Valley Water Supply Limited dtidgh-Powered
Committee for Integrated Development of Bagn@itrilization for the management of the
contaminated water of Bagmati and its subsidiary rivers. The processing centers of 4 places
including - Guheswari, Dhobighat, Sallaghari and Balkumari areeumnstruction phase,
but only the designing works of the processing centers of Gokarna, Tripureswar and Hanuman
Ghat have been completed. As the construction works of none of the processing centers are
completed even the elapse of 4 years period of thpapation Waste Water Management
Action plan, the pollution control works of river surrounding areas has not been found
effective

129. Postal Service Operationg8 The scope of the government postal service is decreasing due to
development of technology and thperation of postal service, parcels and courier services by
the private sector. As compared to the inland transfer of 36 million 830 thousand number of
general, registry, insurance, parcels, bpoktsmadein 2015, the number of transfers has
fallen downto 34 million 551 thousand in 2016 and 33 million 451 thousand in 2017. The
transaction number of this year has decreased by 1.8 million in comparison to the number of
the previous year. The workload of postal services has been decreasing accordingly in
comparison to the past years. The services of the postal service should be restructured and
diversified considering the changes taking place in postal activities.

130. Postal Saving Bank8 The postal saving bank had been established in 1974 with the view to
sup ort in the countryds devel opment by integ
the country, and to develop the habit of making some savings among the low income people.
The 68 offices have been collecting savings deposits and have the closimcebafl NRs. 1
billion 913.7 million at the end of this year. The services of postal saving bank have not
become effective due to reasasisch asthe accounts of such postal saving banks are not
maintained using software, the transactions volume have twemving day by day, the
deposit amounts were misused by staffs working in some districts, the investment area are
not so wide etc. Though the observation was
the services of postal saving bank shouladexeewed in view of necessity to make safeguard
of the mobilized saving amounts in the perspective of expansion of technology and banking
system, but the situation has remained status quo.

131. Coordination § There are many institutions and programs thataipehe poverty alleviation
programs separately. The 11 ministries along with Education, Science & Technology,
Agriculture & Livestock Development, Women, Children & Elderly Citizen, Labor,
Employment & Social Securitgninistries have run total of 88 progms coveringat leasel
to 21 programs targeting poor people. The major programs run under the government level
are Poverty Alleviation Fund, Micro Entrepreneurship Development Program, Local
Governance & Community Development Program, Garib Sanga Biahd2wgram, West
Tarai Poverty Alleviation Program, Weldigh Mountain Poverty Alleviation Program, and
Renewable Energy for Rural Livelihood etc. In addition, large numbers of national and
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international nofgovernmental organizations, private sector, fischl sector have also run
various programs to support in the objectives of poverty alleviation. In cases where such
programs are run through various entitig ,coordinations lackingand the double facilities

may be provided in some of cases. Coasit) such circumstances, an attention should be
given to operate all programs under a single entity identifying the successful programs
amongst the operational programs and give continuity to such programs either by extending
programs or re@perating thg@rograms.

132. Fiber based Technologyg Though the Nepal Telecom Company has initiated the works of
extending fiber based technology having unlimited data transfer capacity (FTTH) since
2010/11, the services of this plan have been provided since 2013 dhéy limited areas of
Sundhara of Kathmandu and Naxal Exchange. Under this service, a target was set to make
100 thousand customers up to 2018 Mid July, but the number of customers has reached only
670. Since the progress of FTTH service extension hasonat satisfactory till now, this
service should be implemented preparing a strategic plan so as to provide quality service in
accordance with the interest and demand of customers.

133. International Call Traffic 8 The international call traffic has been decimialong with the
development of new technology and social networks. Though there was a significant
contribution of international call in the income of Nepal Telecom in past years, but the
incomes have gradually fallen to NRs. 11.43 billion, 9.03 billeamd 8.04 billion in fiscal
year 2015/16, 2016/17 and 2017/18 respectively. To supplement the loss occurred in
international call income, there has been a situation that a new trading strategy should be
prepared and implemented.

9 Accountability and Transparency

134. Land Fragmentation 8§ Pursuant to provision ahe fragmentation of lands to be done in
accordance with nature of land as provided in Section 15pél Administration Act, 1977
Ministry of Land Management, Cooperatives & Poverty Alleviation has biteki in the act
of fragmentation of land by issuing a circular on 2017/08/10. However, Land Revenue &
Survey Office, Kalanki has done the fragmentation of the Plot (Kitta) no. 74 land of
Machhegaun 9B into various Plot No. 966 to 974 on 2017/12/21, drabraented them into
Plot (Kitta) No. 982 to 988. Similarly, the office has done the fragmentation of Plot (Kitta)
No0.313 land of Bhimdhunga 6C into 7 plots on 2018/04/13, and Land Revenue & Survey
Office, Lalitpur has done the fragmentation of the Pkitt) No. 274 land of Godamchaur
3C into 5 Plots on 2018/02/25 and Plot (Kitta) No. 140 land into 7 plots. This shows that the
offices have done works against the Circular of the Ministry. While making such
fragmentation, single plot of land has beennagted into tenpiecesasa plotting ofland by
misusing mostly the legal clause of partition amongst families, but such fragmented lands
have been sold to third parties in a short span offtameousingpurpose

135. Convention Against Corruption 8 In National Strategy & Action Plan Related to
| mpl ementation of United Nationsé Convention
necessary new laws are to be formulated and various acts including Prevention of Corruption
Act 2002 are also to be amendectmtrol all classes, nature and types of corruption. As per
the provision, the laws have not been still formulated pertaining to the conflict of interest,
protection of informer, the appointment and condition of services of the adviser and other
staffs ofprivate secretariat of Prime Minister aaither Minister. Additional works are yet to
be done for amending the legal provisions to include the subject mdtteating the graft
taken by any foreign public officer and officers of public international rorgéion as a
crime, and including the immoral activities committed by the private sector as a corruption
crime.

136. Audit 8 Whereas public entities are required to adhere the financial accountability by
producing the documents of expenditure transactionsditsa some observations relating to
norrcompliance are given below:
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136.1 Section 16(2) of Financial Procedure Act, 1999, provides that each office isaodietdby
producing accounts and financial statements of all types of ineagenditure. This yeathe
Reconstruction Authority, without incorporating in annual program & budget, has shown
expenditure of NRs. 70 billion 809.1 million incurred through the direct payment of a
development partner. Similarly, the audits have not been carried out for ¢ioe mhyment
expenditure of NRs. 34 million 317 thousand incurred by 14 offices under Land Revenue
Department disbursed under the ADB source, the expenditure of NRs. 582.6 million incurred
in 7 programs under Department of Local Infrastructure Developmekgr&ulture Roads,
and the NRs. 145.4 million expenditure incurred by Local Governance & Community
Development Program from foreign source. While receiving direct payment grants of NRs.
201.8 million from Swiss Agency for Development Cooperation, the ditiniof Labor,
Employment & Social Security has made the agreement with the provision of conducting the
audits through Class AA0O auditors in clause

The audits of above assistance amounts have not been carried out as the amounts not
included in centrabccountand the financial statements of the receiasdistancere not
prepared. The assistance amounts should be audited by submitting accounts and financial
statements in accordance with the provisions of the prevailing Act and Rules.

136.2 Section 21(1) of National Sports Development Act, 1991 provisions that the audit of National
Sport Council shall be carried out by the Office of the Auditor General. However, the Sports
Development Rules 1992 provides that the audits of the transacfi®egional and District
Development Committees to be run under Government of Nepal budget shall be carried out
by a registered auditor, which is against the provision to the Act.

136.3 The audits have not been carried out as the 5 offices including DistsicOffices Udaypur,
Rautahat and Lalitpur and Area Post Office Shivanagar (Rautahat) did not submit accounts by
completing the internal audits. Actions should be taken by making responsible to the persons
that have not presented accounts for audits.

137. Implementation of Lease AgreemengIn the report submitted by the Committee constituted
as per the decision of the board of director
is stated that one medical college has not implemented the subject mattéianed in the
first agreement, which include the subject suchcasstructing 500 beded hospital in the
place specified by the Ministry of Health within 5 years of the operation the medical college,
and depositing 10 percent amount of the income reddieen tuition, laboratory and other
di agnostic facilities in separate accounts af
in development works of the hospital as per the decision Ministry of Education. Though the
agreement was signed on 1993gAist 8 by secretary level of Ministry of Education, and it is
also acknowledged that various revisions are made in the agreement by Ministry of Health
and Hospital Development Committees thenafter, but the authenticity of such revision are not
made clearBy revising agreement made with the medical college, the arrangement to collect
NRs. 900 thousand of 9 bighas land has been agreed. The hospital has to bear the losses of
NRs. 6.5 million since the lands are given on lease at minimum price without imgilggnen
the provision of collecting 1 percent lease amount of mininpuice of landdetermined by
Land Revenue Office as per the provision of Action Plan of Government Land Registration
and Granting on Lease, 2014. Hence, an investigation should be madmptodhe revision
made in the agreement and the concerned parties should be held responsible for its impacts.
The terms of the agreement should be implemented as specified.

9 Service Delivery

138. Adjustment of Employees§ SubArticle (2) of Article 302, ofthe Constitution of Nepal
stipulates thathie Government of Nepal may arrange for the delivery of services by making
adjustment of the employees serving in the government services at the time of
commencement of this Constitution in the FeddPabvinceand Local levels in accordance
with law. Qut of the total 136 thousand 614 empl oy
government for federaprovinceand local levels, the 35 percent of approved positions are
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allocated in federation, 16 percent approvegriovincesand 49 percent approved in local
levels. Pursuant to the approved positions, the placement of employees has been done with
the adjustment of 39 thousand 960 employees in federation, 13 thousand 821 employees in
provincesand 43 thousand 807 employees local levels. Based on the adjustment of
employees, the approved positions of 17.45 percent of federal, 38.01 perpentinteand

34.52 percent of local levels havemainedvacant. In the absence of the fulfilment of
approved positions with adjusemt of employees iprovincesand local levels, which require

direct relations with people, the delivery of services has been affected.

139. Relief and Compensation8 For distribution of reliefs and compensations, the budgets have
been released to District Adnistration Offices from Prime Minister & Council of Ministers,
Ministry of Home Affairs and Ministry of Foreign Affairs. U of the such budget amounts
released, the NRs. 7 billion 393 million 657 thousand has been kept as balance in the
miscellaneous @aounts of District Administration Offices without distributing. The amounts
which are still not distributed include NRs. 135 million 884 thousand released from Ministry
of Foreign Affairs for the distribution of compensation to laborers, NRs. 4 billiomilién
113 thousand released from Department of Roads for the distribution land compensation,
NRs. 1 billion 893 million 360 thousand advances granted by Nepal electricity Authority and
Nepal Army for the distribution of land compensation, and NRsllibrbil89 million 299
thousand received from Disaster Relief Fund. The services should be made more effective by
distributing the amounts received for reliefs and compensatitimely basis.

140. Crime Investigation § For the investigation and control of miés and maintenance of peace,
the Central Crime Investigation Department, Central Bureau of Investigation and other
entities of Police Organizations are functioning, but the investigation and control of crimes
have not becoming effective. As per the statptobtained with respect to the crime incident
related to lifetaking, suicide, thefts, organized and financial crimes, social crimes, crimes
related to women & children, and vehicle related crimes, only 9 thousand 269 crimes are
settled out of the 28 tlwsand 563 crimes registered in 2015/16, only 8 thousand 982 crimes
are settled out of the 31 thousand 462 crimes registered in 2016/17, and only 13 thousand 596
crimes are settled out of the 39 thousand 315 crimes registered in 2017/18. Since the numbers
of crime incidents have been rising every year, such incidents should be settled by conducting
investigations on timely basis.

141. Accessibility of Service§ There is a situation that the cancer patients have to wait up to 3
months for making surgeries in B. Koirala Memorial Cancer Hospital and wait up to 5
months in Bharatpur Hospital. The patients have to wait up to 1 year for making surgeries in
Kanti Children Hospital. When analyzed the statement of surgeries to be made by Kanti
Children Hospital aftee019 Mid-January, it is observed that 1 thousand 30 people are still in
gqueue for making the surgeries. The queues up to 3 months are to be awaited for making
surgeries in Bir Hospital. In course of discussion in BP Koirala Memarial Cancer Hospital, it
is acknowledged that 3 months queues are to be awaited for gettingh@dipy services in
the hospital due to breatown of radietherapy machines time to time. Since the services of
thegovernmenhospitals are not effective and the patients have tblevay period for getting
services, there has been a situation that patients have to visit private hospitals for getting the
treatment services.

Out of 61 machines existed in Sahid Dharma Bhakta National Transplant Center,
only 35 machines are found iperation at the 2018 Mid July (2075 Asadh End)t @ the
machines which are not in operations, the operating life of 15 machines has already expired
and 11 machines are in the condition of requirementsaihtenancevorks. Such services
can be deliveredo only 120 persons per day to the maximum even if the 35 machines are
operated 24 hours in a day. It is because of lack of adequate machines and lack of
infrastructure and human resources, 145 patients are in queue for getting hemodialysis
services, 68 g@tients are in queue for getting kidney transplant services, and 2 patients are
gueue for pair exchange services. The above situation shows that there is excessive pressure
in getting dialysis and kidney transplant services.
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142. Emergency Service8 In accordace with the Directives Related to Health Institution
Establishment, Operations and Upgrading Standards, 2013, the requirement of the emergency
beds in comparison to the total number of hospital beds becomes 46 beds in comparison to
460 beds operated by Mieal Science National Academy (Bir Hospital), 60 beds in
comparison to 600 beds operated by Bharatpur Hospital, and 57 beds in comparison to 570
beds operated by Patan Health Science Academy, but the actual numbers of beds operated are
only 44 beds in casof Medical Science National Academy, 12 beds in case of Bharatpur
Hospital, and 34 beds in case of Patan Health Science Academy. Since the emergency
rooms/beds are not available as specified number, the hospital have been delivering services
keeping 2/3patients in one bed. Hence, the services are to be made intact and effective by
arranging necessary 10 percent emergency beds as specified in standards.

143. Operation of Laboratory § For the laboratory examination of blood, C.S.F., throat scab,
body fluids etc samples of the high risky diseases such as SARS, Influenza (Flu}, Toga
virus, Ebola, Hemorrhagic fever, Nephi-F@ver, Plague, Anthrax Rickettsia caused by
bacteria and virus, the BiBafety Level3 (B.L.L.3) has been established in National Public
Hedth Laboratory under assistance of the World Bank along with all safety and security
materials, and the laboratory is also certified by the World Health Organization in 2015. In
the absence of adequate skilled and experienced human resources, the yahastoot
come into operation. For the establishment of the laboratory, the expenditure of NRs. 45
million has been incurred for the procurement of equipment. Though the laboratory is ready
condition as sole lab of the country to test the high risk dise#tse laboratory has not been
operated utilizing the investment made on it in past, which is not appropriate.

144. Low Stock of Drugs 8 When verified the stock balances of some drugs as of 2018 0Md
pursuant to the statement availed by the Departmetealth Services, the balance of drugs
such as Atorvastatin 20 mg, Clotrimazole Pesari 100 mg, Cloxacillin 125 mg, Enalapril 2.5
mg, Fluoxetine 10 mg, Pralidoxine, Injection 500 mg has remained zero in Central and
Regional Medical Stores. Similarly, the citobalance of A. D. Syringe 0.05 ml, Cotrim
Tablet and Vitamin A has fallen nil in Central Medical Store. Likewise, the stock balances are
found zero of 15 types of drugs along with chloramphenicol in Udaypur Hospital, 9 types of
drugs inclusive of Ciprofixacin in District Public Health Office, Darchula, 47 types of drugs
inclusive of Metronidazole in Kanchanpur, 33 types of drugs in Palpa, 10 types of drugs
inclusive of Paracetamol in Panchthar, and 11 types of drugs inclusive O.R.L. Ampicillin in
District Hospital Sangja. The Department has also stated that it has found the minimum level
stock of drugs inclusive of Amoxicillin, Metronidazole while conducted the monitoring of
District Health Offices and Health Posts inclusive of Arghakhanchi, Solukhumbu,
Ramechhap, and Parsa.

145. Traffic Management 8 Though Metropolitan Traffic Police Division has pointed out the
necessity of additional traffic lights in 32 place, street lights in 17 places,-pagges in 21
places, flyovers in 10 places and sky bridgeslB places for the proper traffic management
of the valley, no improvement has been made yet. There has been difficulty in control of
vehicles as the radar guns are available at minimum number and only 4 traffic lights out of 20
lights installed within va#ty are in running condition. The problems have aroused in the
traffic management because the holes of roads are not repaired timely basis. The management
of roads, crossings and parking places falls under the jurisdiction of Department of Roads and
local levels, the registration and issuance of operating permits of vehicles fall under
jurisdiction of Department of Transport Management, and the control of vehicles are done by
Nepal Police, but the coordination between these entities has not been propétighest.
Hence, an integrated traffic management plan should be implemented establishing
coordination between these entities.

9 National Pride Projects

146. Progress§ The Government of Nepal has declared national pride projects to the 17 projects
of importane from the several viewpoints to implement project with high priority, and such
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projectséd number has reached 22 up to this vy
pride projects up to 2017/18 are as follows:

(NRs. Billions)

Estimated Total P_hysn:gl/

S. No. Name of Projed ST Completion TOtE}I o expenditure Financial

Year estimate ) Progress

Year till date

Percent
1 Melamchi Drinking Water Project 2001/02 2017/18 35.54 25.20 96
2 Upper Tamakoshi Project 2010/11 2017/18 49.29 44.74] 98.7
3 | Pushpalal (MieHill) Highway 2007/08 2077/78 80.14 26.89 45
4 Budi Gandaki Hydropower Project 2012/13 2082/83 278.19 33.95 11
5 | Gautam Buddha International Airport 2013/14 2018/19 30.41 11.95 50
6 Rani Jamara Kulariya Irrigation Project 2009/10 2080/81 27.70 10.47| 40
7 Sikta Irrigation Project 2002/03 2019/20 25.02 14.47| 57
8 Babai Irrigation Project 2087/88 2020/21 12.69 6.33 59.5
9 Bheri-Babai Diversion Multipurpose Project 2011/12 2020/21 33.61 6.98 35
10 |[Western Seti Hydropower Project - - - - -
11 |Pashupati Area Development Trust 2000/01 2016/17 2.03| Not Receiveq 40.2
12 | Lumbini Area Development Trust 2009/10 - 6.10 3.74 80
13 [ Pokhara Regional International Airport 2014/15 2020/21 21.60 4.39 15
14 | Second International Airport Nijgadh 2014/ 2021/22 120.00 30 0.25*
15 [KathmanddTarai Madhesh Fast Track 2007/08 2021/22 250.00 11.71 4.68*
16 | Railway and Metro Development Project 2009/10 | Not Specified 70.97 7.87 13.7
17 [North-South Highway Karnali 2007/08 2022/23 4.10 1.00 12
18 [North-Sauth Highway Koshi 2008/09 2020/21 16.20 2.45 35
19 |North-South Highway Kaligandaki 2009/10 2020/21 22.12 3.94 10
20 | Postal Highway Project 2006/07 2020/21 65.20] 20.52] 25
21 |[President Chur@erai Conservation Developmg 2010/11 - 1.96 - -

Committee
22 |GalchhiTrishuli-Mailung-Safrubesi Rasuwagadh - 2 Years 9.50 1.72 18.11]
Road

* Financial progress is shown as physical progress not available.

146.1 Melamchi water Supply Project was started on 2001/02 with a target of completing by
2007/08 to supply 170 fiibn liters of water from Malamchi River of Sindhupalchowk to
Kathmandu Valley through constructing 27.5 km long tunnel in first phase, but the targeted
completion year has been extended up to 2017/18 revising the period for the fourth time. Up
to this yar, the work 627 km tunnel construction has bemympleted and the works of road
construction and laying of pipes in the Kathmandu valley and Melamchi Water Supply
Project areas are going on. Similarly, though the project has shown the overziiagp
physical progress of 96 percent with the total expenditure of NRs. 25.20 billion along with the
completion of first phase of water treatment plant of Sundarijal, but the construction work has
been stopped due to quitting of work by the construction achatr.

146.2 Upper Tamakoshi Hydropower Project was commenced since 2010/11 with the target of
generating 456 megawatt electricity. Though
and the targeted completion peandtone hasshesn 2015/
increasing due to neaccomplishment of works in specified time owing to various causes
including happening of earthquake. Accordingly, the revised cost estimate has increased to
NRs. 49.29 billion and revised completion time is extertde2019/20. Though the progress
of the project up to this year is shown 98.7 percent, it is stated that the problems have aroused
in the installation of equipment due to obstacles in transportation of large/heavy loaded
equipment.

146.3 Mid-Hill Highway Project which has a total length of 1 thousand 776 km that connects
Chiyobhanjyang of Panchthar from the east to Jhulaghat of Baitadi to the west, commenced in
2007/08 with an estimate of completing by 2017/18, but the revised schedule shows that
targeted compltén year has been extended up to 2020/21. The project has completed of the
blacktopping of 63 km road, gravelling of 125 km road and the construction of 14 bridges in
this year and along with this year dsofwor ks,
thousand 240 km road, blacktopping of 191 km road, graveling of 516 km road and the
construction of 14 bridges up to this year. The project has achieved 45 percent physical
progress and 33.95 percent financial progress till this year.

146.4 Budhigandaki Kdropower Project, which is situated in between the border of Dhading and
Gorkha District and has a potential electricity generating capacity of 1200 MW, has been
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146.5

146.6

146.7

146.8

146.9

146.10

commenced since 2012/13 with the target of completing by 2020/21. But, the targeted

completion time has been revised up to 2025/26. The cost of the project is NRs. 278 billion.

The project has distributed NRs. 10.85 billion compensations in 2017/18 pursuant to the
acquisition of 17 thousand 231 ropanies of lands. However, the land compensation of
Aarughat and Aarukhet market area of Gorkha and Aarughat market area of Dhading has not
been determined yet.

Gautam Buddha Airport has been started from 2018¥1#h an objective to develop the
tourism sector sustainable manner by upgradin interrational airport. It has target of
completing by 2018/19, but the time of the construction contractor has been extended since
the works of the previous year have not been performed as per projected. Against the total
cost of NRs. 30.41 billion, the NRs.3Z billion has been appropriated in this year with the
attainment of one hundred percent financial progress.

Ranijamara Kulariya Irrigation Project has been commenced in 2010/11 with an objective to
provide the irrigation facilities in 38 thousand 30Qtaees of agriculture suitable lands of

Kai |l al i District. Though the projectds initdi
completing time was 2017/ 18, the projectos ¢
nonaccomplishment of works ispecified time. As a result, the revised cost estimate has
increased to NRs. 27.70 billion and the revised completing time has been extended up to
2023/24. The project has incurred the expenditure of NRs. 10.47 billion and achieved 40
percent physical pragss up to this year.

Sikta Irrigation Project has been commenced since 2002/03 with an objective to provide the
irrigation facilities in 42 thousand 766 hectares agriculture suitable lands by a constructing

dam in Rapti River situated Agaiya of Bankeshi r i c t . Though the proj
NRs . 12.80 billion and initial targeted comp
and time has been increasing due to-accomplishment of works in specified time. As a

result, the revised cost emate has increased to NRs. 25.02 billion and revised completing

time has been extended up to 2019/20. The project has incurred the expenditure of NRs. 14.47
billion and achieved 57 percent physical progress up to this year. There have been obstacles in
completion of the project due to various causes inclusive of the weaknesses in contract
management.

Babai Irrigation Project has been commenced since 1987/88 to provide the irrigation facility

in 36 thousand hectares of agriculture suitable land of Bardsteidh Though t he pr oj
initial cost was NRs. 2.87 billion and initial targeted completing time was 2012/13, the
projectdéds both cost and t raccemplishament of tvazke m i nc r «
specified time. As a result, the revised cosineesie has increased to NRs. 12.56 billion and

revised completing time has been extended up to 2021/22. The project has incurred the
expenditure of NRs. 6.33 billion and achieved overall physical progress of 59.5 percent up to

this year.

Bheri-Babai Diverson Project has been commenced since 2011/12 with an objective to
generate electricity by diverting 40 Cu. Sec. water of Bheri River into Babai River and to
provide irrigation facility in 51 thousand hectares of land. Though the initial cost of the
projectwas NRs. 16.43 billion, the revised cost has been increased to NRs. 33.61 bhillion
along with the construction of dam and power house. Similarly, against the estimated
completing time of 2019/20, the revised completing time has been extended up to 2021/22.
The projectds three major works include the
Bheri River, and the construction of power house in Babai River. The project has incurred the
expenditure of NRs. 6.98 billion and achieved an overall physicalgssgf 35 percent up to

this year.

PachhimSeti Hydropower Project has been commenced with an objective of generating a
total of 750 megawatt electricity. A three member committee is constituted to give
suggestions on project development model, but thertef the committee is still to come.
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146.11

146.12

146.13

146.14

146.15

146.16

146.17

The construction works of the project has not yet begun as the modality of project
construction has not been finalized.

Project has been commenced since 2000/01 with an objective to develop the Pashupati area as
a model place of religious, cultural and g¢oarism based on Pashupati Area Master Plan and

the revised target of completing project has been extended up to 2018/19. The total cost of the
project is NRs. 2.03 bhillion, but the overall financial progrdkshis year has stood only 40
percent as the construction works included
million have not been carried out. There has been a situation that the project will not complete
within the specified time due t@dk of the construction materials and skilled manpower,
delay in contract management etc.

In accordance with the Lumbini Master Plan, the work to develop the holy land of the birth
place of Lord Gautam Buddha as an international attraction centiteef@uddhists & peace
loving community has been undertaken through Lumbini Area Development Trust Project.
The revised cost estimate of the project is NRs. 6.10 billion. Though the works have been
undertaken since 1985 (2042) in accordance with Lumbinitdvidan, but the completion

time still remains uncertain. The project has achieved an overall physical progress of 80
percent up to this year with the expenditure of NRs. 3.98 billibme works of land
acquisition for the archaeological site of Dev D&tsmgram, construction of staff colony as

per master plan, bladlopping of service roads, and construction of electricity transmission
lines are yet to be completed.

Project has been commenced since 2014/15 with an objective to promote the tourism by
congructing Pokhara Regional International Airport setting the target of completing by
2020/21. As per the project execution agreement reached between the Government of Nepal
and the Government of China, the construction works have begun Z#i/07/11
(20743/27)with the total cost of NRs. 21.60 billion. The necessary works of the construction
internal and international aprons and pavements are going on.

This project has been commenced since 2014/15 with an objective to develop the tourism
sector in sustaiable manner by constructing the Alternative International Airport at Nijgadh

of Bara. The estimated completion time is 2021/22 and the total cost of the project is NRs.
120 billion. The project has spent only NRs. 300 million up to now.

The total lengthof the KathmandirerarMadhesh Fast Track is 76 km, which connects the
Capital with Tarai Madhesh. The construction works of this-Festk Project has been
commenced since 2007/08. This project is handed over to Nepal Army for carrying out the
construcion works with the approval of Project Implementation Procedures 2017 and has a
target of completing by 2021/22. The project has spent NRs. 7.62 billion in this year as
against the appropriation of NRs. 8.06 billion. At present, the works of trees cuttingpil
cutting & filling are goingon in Nijgath, Budune, Sisneri, and Makhubeshi camp areas.

The Rail, Metro and Monorail Development Project, which commenced since fiscal year
2009/10, has a goal of constructing and operating 946 km long railwagrketbeginning

from Mechi in the east to Mahakali in the west. It is mentioned that the total cost of the
project is NRs. 70.97 billion and all the cost will be borne by the Government of Nepal. The
construction works of track opening in 25 km Bardihakbandi section is going on; the
detailed project report of Bardib&ankadvitta section has been prepared; only the 50 percent
work of detailed project report of Butw&laddachauki Railway has been completed; the
construction of 322 meters bridges out ofhdusand 634 meters has been completed; the
construction works of 68 out of 240 culverts have been completed; the acquisition of 227
hectares land are made; and the construction works of various sections are going on.

North South (Karnali) Corridor Prage has a goal to construct 196 km road of Khulalu
Simikot (Humla) Section and 88 km roads of Hiimikot (Humla), but only 93.7 km tracks

have been opened till now. With respect to the targets set in this year to opening of 40 km
track in KhulaluSimikot Section and commencing of the construction works of 4 bridges, it

Auditor General's Fifty -Sixth Annual Report, 2019-Summary - 57



is acknowledged that the works of 11 km track opening has been completed. The project has
achieved an overall physical progress of 12 percent and financial progress of 11.68 percent.

146.18 North-South (Koshi) Corridor Project has a goal to construct and upgrade 162 km road
beginning from Basantapur of Tehrathum District to northern border Kimathanka. Amongst
the 162 km road, the transportation has been operated in 50 km. The remaining 77 km is
graveled road. Till now, the works of 144 km track opening and 69 km gravelling have been
completed. The project has achieved an overall physical progress and financial progress of 35
percent and 40.39 percent respectively.

146.19 North- South (Kali Gandaki) Coidor Project covers 9 districts beginning from Nawalparasi
to Mustang District. The projectodés 2017/18 t
road and constructing 8 bridges in GaidaRgialdanda Section, track opening of 50 km road
in JomsorAKorala Section, and upgrading of 30 km road, widening of 25 km road and
constructing 4 bridges in Bedbmsom Section, but the project has only implemented the
works of 34 km track opening and 39 km gravelling. Up to now, the track opening of 435 km
and graviing of 118 km have been completed. The project has achieved an overall physical
progress of 10 percent and financial progress of 8.36 percent.

146.20 Hulaki (Postal) Highway Project has set the goals of constructing 1 thousand 792 km black
topped roads and 148ridges beginning from Kechana of Jhapa at the east to Dedhara
Chandani of Kanchanpur at the westoppingaof c ompa
34 km road, gravelling of 207 km road and constructing 15 bridges, the project has completed
the bhcktopping and gravelling works in accordance with the targets set, but constructed
only 10 bridges. Till now, the project has achieved the overall physical progress of 25 percent
and financial progress 42 percent with the completion of Hiagging of DO km road,
gravelling of 225 km road and the completing 75 bridges.

146.21 Rastapati (President) Chdfarai Project has been classified as a national pride project since
2013/14 with an objective to protect tarai area from the risks of-ietationship bet@en
upper and lower coastal environment. With respect to the total budget appropriation of NRs.
1.91 billion made in 2017/18 to operate various programs the lkechasing new plants,
controlling fires in forests, controlling of forest encroachments<goet smuggling, running
employment generating programs for poor class people, and conducting programs for the
group networking between the coastal residents, the project has achieved 84.3 percent
financial progress.

146.22 GalchhiTrishuli-Mailung-SafrubesiRasuwagadhi82 km Road beginning from Galchhi of
Dhading District to Rasuwagadhi of Rasuwa District, the track opening of 19 km road has
been completed, construction works in 16 km are going on from the Chinese Government
side, blacktopping of 3.5 km road ds been completed, and the construction works in 11
bridges are going on. The project has achieved the overall physical progress of 54 percent and
financial progress of 28 percent.

It is foundthat the above projects will nbe completel in specified tine and both
the time and costs wilbe increasd due to various causes of lack of implementing capacity,
weak contract management, problems/delay in land acquisition and tree cutting, non
implementation of land use policy strictly, lack of-aaination between entities, nen
finalization of implementation modality of projects, and #waparation of detailed
feasibility study and detailed project report etc.

9 Norms and Cost Estimate

147. Additional Burden 8 Section 26(1)(B) of Public Procurement Act, 200@ves that in the
event of the lowest evaluated substantially responsive tender is substantially above the cost
estimate, all received tenders may be disapproved or the procurement procedures may be
cancelled. To construct swimming pool along with hotewdacility, the National Sports
Council has prepared the cost estimate of NRs. 379 million 774 thousand inclusive of 5
percent contingency, 10 percent physical contingency, 10 percent price adjustment and 13

Auditor General's Fifty -Sixth Annual Report, 2019-Summary - 58



148.

149.

150.

percent VAT. For the purpose tender evaluatiba,actual cost estimate of the work becomes
NRs. 224 million 220 thousand inclusive of VAT. The Council has, however, approved the
lowest tender of one construction contractor having contract price of NRs. 252 million 93
thousand. Actually, the tenderhigh quoted more price of NRs. 27 million 873 thousand
(12.43 percent) than the cost estimate has been approved. Though the quoted price is
substantially high in comparison to the cost estimate, the tender has been approved. So, an
investigation should beonducted pursuant to this.

Consistency in Norms§ Section 10(2) of Public Procurement Act, 2007 stipulates that the
cost estimate are to be prepared in accordance with the approved norms and the norms being
used by Department of Roads specify thatwhstage in stone masonry works with cement &

sand joint and in the iron rod works shall be 15 percent. However, in the norms of Department
of Irrigation and Department of Housing, the wastages in same works have been determined
as 10 percent and 5 percaespectively. As a result, the cost works carried out by 7
subordinate entities of Department of Roads under 127 procurement contracts have increased
by NRs. 125.87 million in case of stone masonry works and NRs. 11.51 million in case of
iron rod works wih the total increment in costs of NRs. 127.38 million.

Mahakali River Control Project has implemented procurement contracts preparing the
higher cost estimates of NRs. 21. 29 million in comparison to the rates specified in main
norms for stone masonry wks, cutting and bending of iron rod works and concrete works.
The 9 offices inclusive of Department of Irrigation, Medium Irrigation Project, Prosperous
Tarai Madesh Irrigation Development Special Program, have carried out the feasibility study
works of rrigation projects directly through the consultants without making any competition
on the basis of norms approved by the Director General, and have granted the payment of
NRs. 216.60 million for such works.

Thus, all necessary norms are to be approvedcoordance with the procedures
provided in Rules and the construction works are to be carried out on the basis of such
approved norms.

Cost Estimate § Section 10(4) of Public Procurement Act, 2007 stipulates that the public
entities shall have to prepathe cost estimates in accordance with the district rates of
construction materials, equipment, laborers etc. N8dhuth Corridor Project Office,
Taplejung, while making rate analysis of the soil cutting and rock cutting works of 53 km in
DovanOlangchungla Section, has determined the ratios of 80 percent for machine use and
20 percent for human use, and fixed the rates of NRs. 174.62 per cu. meter for soil cutting and
NRs. 705.02 per cu. meter for rock cutting. In the cost estimates of other packageseof

road section prepared by the Project Office in this year, the rates have been stated as NRs.
117.22 per Cu. meter and NRs. 411.69 per Cu. meter respectively. It is because of the use of
distinct rates, the cost estimates of the package have beetataeeltsy NRs. 75.84 million.

Rate Analysis § § Rule 10(4) of Public Procurement Rules, 2007 provides that the
arrangements related to the rate analysis of construction workshiMidighway Project,
Eastern Section has included 15 percent overheads pritte of construction materials while
making the rate analysis of filling works of road shoulders. The overheads have been included
twice since the overheads are being included again after the calculation of rates of all items
with the inclusion of the verheads in the prices of construction materialst @ the
construction works which are undertaken in accordance with the contract agreements in this
year, whilereviewingthe cost estimates of only 8 construction works by the audits, it is
observed thathe overheads amount added thus is NRs. 11.03 million. Hence, it is necessary
to assure that the payment will be granted without making such duplication of overheads
amount.

While calculating the rate of the works of preparing embankment (roaddensul
filling and rolling) by the same section of the same road, the per Cu. meter price of soil has
been determined on the basis of transporting the necessary materials (soil) in trucks from the
place 2 km far away. However, it is observed that the sailimg out of digging of the
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foundation is sufficient for filling the shoulders of the roads. Since the rate analysis has been
done with the estimate of acquiring soil from outside, the cost estimate of soil has inflated by
NRs. 84.55 million in the calculah of necessity 743 thousand Cu. meter soil required for
the 8 contracts.

151. Quality Standard Test 8 The Postal Highway Project Directorate has included provisional
sum of NRs. 52 million 846 thousand in Bills of Quantities of 12 contracts for qualigy test
while arranging the procurement contracts of NRs. 11 billion 820.2 million in this year. In
making rate analysis for the purpose of preparing cost estimates of the construction works, it
has also included NRs. 134 million 118 thousand inclusive of ocadshior the quality tests
and laboratory tests in some of items along with of reinforced casting, brick masonry works
with cement and sand joint.uDdf the quality test amounts included in the cost estimates, if
reduced the amounts in proportionate to linser percent of the contract agreement, the
amounts included in the contract agreements for quality control and laboratory tests become
NRs. 131 million 575 thousand. Since the contract agreements have been made stating twice
to one work, an arrangemeshould be made not to include same item twice in giving
payments.

9 Public Procurement Management

152. Direct Purchase § Section 8(2) of Public Procurement Act 2007 provides that procurement
shall not be conducted slicing one work into pieces as to limit ettigm. However, 116
subordinate offices operating under MinistriedJrban Development, Irrigation, Water
Supply, Physical Infrastructures, Federal Affairs & General Administration, and Education,
Science & Technology have made the direct purchasiifef 2 billion 54.5 million without
making any competition fragmenting the works of infrastructure construction and goods
purchases into different pieces. Such procurements should not be made against the provisions
of the Act so as to limit competition.

For the purpose of ministries operated under Provincial Governments No. 1,3,4,5,6 &
7, theBuilding Divisional Offices, Biratnagar, Rupandehi, Surkhet, and Housing Technology
Research & Training Center, Hetauda have made the direct purchases of various goods
including the machinery equipment, furniture of NRs. 131.9 million in this year, and the 12
offices have made direct purchases and provided the payment of NRs. 394.9 million slicing
the works of repair & maintenance and painting of buildings, and raastraction into 722
pieces. The 33 Offices along with Sunsari Moramgydtion Project, Water Induced Disaster
Management Divisions Baitadi and Morang, Irrigation Development Division Phase,
carried out the construction works of NRs. 239 .18 millimough direct purchase without
making any competition fragmenting the cost estimates into numbers of pieces up to NRs.
500 thousand. The work of making direct purchases from a single firm for several times is not
in conformity with the Act. The prevaletaws should be complied with while making the
procurement works.

153. National Construction Capacity 8 Nepal has made the commitment to upgrade from the
least developed country up to 2022 and become middle income country attaining the
sustainable developmenbdags up to 2030. With the implementation of federalism, the goal of
AiProsperous Nepal and Happy Nepali o decl ared
For the attainment of the above objectives, the investments from the government and private
secto in the projects related to hydro power, road, irrigation, urban development, airport
grounds, parks, power houses, factories and other constructions have been growing. For the
purpose of attaining the goal of prosperity as envisaged by the governmemssential to
make an assessment of the national construction capacity along with the evaluation of the
required human resources and construction entrepreneurs to operate projects related to private
and public sector development works, the availabditynachinery & equipment required in
construction works, the availability of construction materials etc. For this, the assessment
work should be done by Ministry of Physical Infrastructure & Transport coordinating with
various entities.
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154. Drug Purchase8To purchase essential drugs that required for operating free health program,
the Primary Health Service of Revitalization Division has entered an agreement of NRs.
585.67 million by preparing a cost estimate of NRs. 966.62 million in 2017/08/20. In annual
procurement plan, it is stated that the 29 types of drugs will be supplied in 2017/18. Though
the purchase works should have completed within this year in accordance with the annual
procurement plan, only 8 types of drugs of value NRs. 101.78 million heare feceived in
this fiscal year due to various reasons inclusive of inability to make timely procurement
management, and tenders are to be invited as the received tenders are not technically
approvable. Of the remaining drugs, the 8 types of drugsugelied partially only and 13
types of drugs have not been supplied in the year.

155. Letter of Credit 8 Rule 113 of Public Procurement Rules, 2007 stipulates that if the goods
are not received from the concerned supplier within the specified time that isedetu
provide such goods through the letter of credit, the letter of credit shall have to be canceled
and the advance amount of opening of the letter of credit shall be settled by withdrawing the
amount deposited in the bank for the same. As per trenwsat obtained from Nepal Army,
it is observedhat total 83 letter of credits advances amounting to NRs. 4 billion 282.5 million
of the period from 2000/01 to 2016/17 are yet to be settled, which shows the situation non
receipt of the goods in due timedalack of actions for the settlement of advances. Hence, the
advances should be settled by closing letter of credits in accordance with the provision of the
Rules.

156. Construction Work from Non-governmental Organization § Section 46 of Public
Procurement Act,2007 provides that the works the like, public awareness training,
orientation, empowerment, mastreaming may be carried out through the-gomernmental
organizations. This year, the 6 offices under Ministry of Urban Development have directly
carried ot the works of drainage construction, road upgrading, retaining wall construction
and park construction works from 326 ngovernmental organizations and granted the
payment of NRs. 1 billion 271.1 million, but the organizations have not issued invoices.
There should be controls in such works making responsible to the concerned officials that
have incurred expenses by carrying out such public works from thegawemnmental
organizations.

157. Wide-body Aircraft Purchase 8Audi t or Gener al 6 snclusiésltthe auditn n u a |
finding that O6the procedures foll owe-#80by Nep
series two widéody aircrafts are not in compliance with the laws and it cannot be assured
t hat the purchase pr i c dostheaatter mantionaed in¢he BRepatmi c a |
discussions were held in Public Accounts Committee of the Federal Parliament and the
Committee constituted a subcommittee to make study on the aircrafts purchase. The report
submitted by the subommittee was endorddy the Committee meeting and the Committee
has sent the report to Commission for Investigation of Abuse of Authority for taking
necessary investigation. The major observatitmsd in this year while examining the
transactions related to this matter asefollows:

157.1 The approved proposal of the purchase of viiddy aircrafts mentions that the first aircraft
will be delivered in September 2017 and other aircraft in March 2018, but the contract
agreement states that the first aircraft will be delivemeigril 2018 and other aircraft in May
2018. The Corporation has received the first aircraft only on 25th June 2018 and second
aircraft only on 24th July 2018. Thus, the first aircraft and second aircraft have been received
about 9 month and 4 month del@gpectively than the dates specified in approved proposal.

157.2 Though the approved business plan related to the purchasdedgeircraft mentions that
the 2 widebody aircrafts will be operated since 2019 and the destinations for the operations
will be Danmam, Seoul, Sydney, Tokyo and Hong Kong, but the destination routes have not
been finalized till now. It is because of the failure to operate the aircrafts finalizing the
destination, the Corporation has to incur an estimated loss of NRs. 1 billion 6> m
during 6 months 2018 Miduly to Mid-January 2019.
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The Corporation has taken the total loans of NRs. 23 billion 996.1 million from
Empl oyeesd Provident Fund and Citizen I nvest
Corporation has utilized NR&2 billion 901 million 716 thousand to purchase the aircrafts
after deducting the service charges and capitalized interests of the two organizations. Since
the Corporation has failed to operate the aircrafts in accordance with the business plan, the
Corpaation is unable to pay the installation of principal and interest of NRs. 804.2 million
which is required to be paid within 2019/01/14. There is a situation that the loss amount will
grow further if the aircrafts are not operated in long distance routes.

157.3 While inviting the proposal related to aircrafts purchase, all proposal submitters are instructed
to disclose the price variations in aircrafts if the capacities of the aircrafts such as Maximum
Load Takeoff Weight (MTOW), Maximum Landing Weight (MLW), @hMaximum Zero
Fuel Weight (MZFW) are made fluctuationsutOdf the proposals received, the approved
proposal has stated that the costs with respect to increase in the MaximuoifT\Aleght
have already been included in the price of aircrafts. The cativardescription of the
capacities as stated in the proposal and contract agreement are asNbllows

(In Tons
Description As per Proposal As per Agreement
Maximum Load Takeoff Weight 242 230
Maximum Landing Weight 182 180
Maximum Zero Fuel Weigh 166 186

The Corporation has however not made any analysis pursuant to the effect and
consequences in capacity, efficiency and price of the aircrafts due to difference in the
specification that specified in proposal and specification specified in tiuired aircrafts.

1574 Rul e 114(2)(e) the Corporationds Financi al B
be approved by the Corporation shall contain the matters specified by Public Procurement
Monitoring Office in the standard bidding documents. Thotige Public Procurement Office
has prepared the standard bidding document for the procurement of goods (International
Competitive Bidding) by stating the matter that the price adjustment shall not be granted in
case of the price fluctuations up to 10 matcin the prices of the goods, but the contract
agreement has been arranged against the document by including the provision of granting
2.44 percent price adjustment in the price of the aircraft in accordance with manufacturing
price revision formula. As result, the NRs. 744 million 384 thousand equivalent to USD 6
million 788 thousand 119 at the rate of NRs. 109.66 per Dollar have been paid with respect to
the purchase of 2 aircrafts.

157.5 To undertake the technical monitoring and handover works of-laadg aircrafts, total of 31
persons inclusive of 3 officers of Employees Provident Fund, 5 officers of Citizens
Investment Trust, 1 officer of Ministry of Culture, Tourism & Civil Aviation, 15 high ranking
officers of Nepal Airlines Corporation along withetimembers of board of directors, 1 legal
adviser, 4 officials of Nepal Civil Aviation Authority and 1 officer of Nepal Rastra Bank,
have gone for overseas visit. Amongst the visits conducted, the General Manager has gone on
visits for 3 times, 1 officer ofhe Corporation has gone on visits for 3 times, 3 officers has
gone on visit for 2 times and llegal adviser has gone on visit for 2 times. For the visits, the
total of NRs. 11.19 million has bespentinclusive of daily allowances of NRs. 7 million 374
thousand and air ticket expenses NRs. 3.82 million. Most of persons included in visits are
nontechnical persons. Since the expenses have been incurred without making any analysis on
the needs of visits, except the essential expenses incurred for theakpenson, the rest of
expenditure amounts related to the visits should be recovered or caused to be recovered.

q Contract Management

158. Contract Management 8 As per Financial Procedure Rules, 2007, the work of approving
contract agreement should be dorithim first trimester period. This year, the ministries of
Urban Development, Federal Affairs & General Administration, Irrigation, Physical
Infrastructure, Home Affairs, Water Supply and Education, Science & Technelbgye
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entered total of 2 thousam® contract agreements amounting to NRs.54 billion 572 million,

and of the agreements entered, the 1 thousand 795 contract agreements amounting to NRs. 50
billion 688.2 million have beemwardedin second and third trimester periodutQof the
contractsawardedin third trimester, 193 contracts amounting to NRs. 19 billion 280.3 million
have beemwardedn the last month of fiscal year (Asadh Month).

159. Competition in Procurement 8§ Public Procurement Act 2007 (2063) provides various
provisions with respecto the promotion of fairness, transparency, accountability and
trustworthiness in public procurement processes, and the assurance of equal opportunity in
participation of public procurement process without making any discrimination. This year, 30
offices under Department of Roads ab&partment oRailways have invited 926 tenders for
carrying out the construction works having total cost estimates of NRs. 87 billion 541.5
million, andawardedthe procurement contracts of total contract price NRs. 70 b#l&n5

million, which is 19.76 percent below of the cost estimate amounts. However, of the
procurement contracts made by Department of Roads and Nepal Army in this year, the
following 47 contracts have beemwardedwith the contract prices of 1 percentless than 1

percent below the cost estimate amounts:
(NRs. In Millions

No. of
Procurement
Contract

Cost Estimate
Amount NRs.

Approved Amount

Office NRS.

Below Percent

Postal Highway Project

12

10,610.0

10,540.0

0.66

Department of Roads Foreign

5

5506

547.4

0.58

Mid Hill Eastern Section

10

6,449.7

6,390.8

0.91

Project Directorate (ADB)

2

1,567.9

1,562.6

0.34

Railway Development Project

9

3,065.5

3,073.3

Approved High Bid

Kathmandu Tarai/Madesh Fast Trach

9

8,436.3

8,419.8

0.20

In making pocurement contracts, the procurement related activities should be
undertaken inviting the fair competition.

160. Pre-determined Liquidated Damage 8 Rule 121 of Public Procurement Rules, 2007
provisions that the liquidated damage should be recovered in the e¥embon
accomplishment of the works within the specified period set forth in the contract owing to
delay caused by theontractor Though thecontractorshave not accomplished works in
accordance with the contract arrangements, time extensions have aetu gime to time
without recovering any predetermined liquidated damages. Since the works have not been
completed due to causes of thentractorseven in such time extended period, the-pre
determined liquidated damage of total NRs. 825 million 986 tnumlihave to be recovered
from the contractors which include NRs. 409 million 538 million to be recovered by 44
offices under Department of Roads, NRs. 384 million 14 thousand to be recovered by
Irrigation Development Division Office, Dhanusa and Wateutsdi Disaster Management
Division Office, Dhanusa under 11 procurement contracts, NRs. 27 million 751 thousand to
be recovered by 21 District Technical Offices from varicuentractors pursuant to
procurement contracts of roads and bridges, and NRs. i¢m8i83 thousand to be recovered

by 2 officesunder Department of Local Infrastructure Development & Agriculture Roads.

161. Contract Arrangements of subordinate Officesi Rule 118 of Financial Procedure Rules,
2007 stipulates that any superior or contngjlioffice shall not interfere in the affairs of an
official having authority.The Department of Roads, which is established as a central entity,
should act focusing on monitoring & evaluation of the works performed by the subordinate
offices and policy fanulation activities. However, the Bridge Division, Foreign Division and
Postal Highway Directorate of the Department hawarded77 procurement contracts of
price NRs. 26 billion 680.5 million and have sent related documents to subordinate offices for
implementation of procurement contracts only after the payment of the first installment of
mobilization advance of NRs. 2 billion 374.9 million. The entity which is liable for
monitoring and inspection, has been involved in the procurement management \abfél th
under jurisdiction of subordinate offices. This is not in conformity with prevalent laws. There
should be control in such acts.
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162.1

162.2

162.3

162.4

162.5

Incomplete Contracts§Rule 111(1)(B) of Public Procurement Rules, 2007 provides that the
construction contractors areequired to accomplish the works as per extended time in
accordance with the work schedule. Major observations related to this are as follows

Out o the 3 thousand 860 procurement contract agreements of amounts NRs. 1 trillion 101
billion 358.5 million enteed by the 52 offices under Department of Roads, the 807 contract
agreements of amount NRs. 35 billion 501.1 million entered by the 27 offices have remained
incomplete with the elapse of the contract period. Similarly, as per the statement received
from same Department, it is observed that amongst the 1 thousand 168 contract agreements
made with the contract price of NRs. 82 billion 520.5 million entered with respect to strategic
and local road, the due dates of 338 procurement contract agreements of BiRsu21l

billion 250 million have remained incomplete with the elapse of time.

Out of the 3 thousand 835 egping water supply projects run under Department of Water
Supply & Sewerage up to 2017/18, the 3 thousand 422 (89.22 percent) projects are
inconplete. Though the total cost of all project is NRs. 128 billion 935.1 million, only NRs.
22 billion 923.2 (17.78 percent) has been expended up to now. Out of such projects,
NRs.116.4 million isspendin Burtibang Water Supply Project which commenced from
1999/2000, NRs. 52.3 million ispentin Itahara Water Supply Project, Morang which
commenced from 2000/01 at a cost of NRs. 57 million, and NRs. 43.3 millispeigtin
Dangighat Water Supply Project which commenced from 2000/01 at a cost of NRs. 53
million, but the works of the projects have still remained incomplete. Though the total cost of
261 projects is NRs. 11 billion 411.5 million which commenced in 27 districts prior to the
period 1999/00 to 2011/12, only NRs. 4 billion 680.1 million has lseenttill now.

With respect to the agreement made with one contractor on 2016/06/20 for the improvement
of main and branch canals of Duduwa Canal of Sikta Irrigation Project at a contract price of
NRs. 988.1 million to be completed by 2018/10/18, the paywieNRs. 14 million inclusive

of price adjustment and advanceNiRs. 83 million 274 thousand have been granted till 2017
Mid-July. After the breakup of the contract and recommendation to keep in blacklist to the
contractor on 2018/10/18, a letter hasrbéssued to Prime Commercial Bank, Newroad,
Kathmandu for depositing the work performance guarantee amount NRs. 99 million, but the
amount has not been deposited till the audit period 2018/12/15.

The 148 contracts amounting to NRs. 9 billion 785.8 milaomnged by the 45 offices under
ministries- Energy, Water Resources and Irrigation have not been yet completed within the
original due date and the extended date. Total payment of NRs. 4 billion 1.4 million has been
granted for the contracts till th@28 Mid-July. Likewise, the 9 contracts made by Irrigation

& Water Resources Management Project Component A, which aims to irrigate 4 thousand 75
hectares of land with the expenditure of NRs. 115.5 million, should bearecompleted by
2017/18 beginningrdbm 2009, but the works of sytvojects havdoundincomplete after the
payment of NRs. 68 million 492 thousand citing the reasons that the construction contractors
of the project have abandoned the conehract
mobilized due inactiveness of the user groups.

The works of the contracts should be completed by taking actions sueh as
recovering the liquidated damages in accordance with the clauses of the contracts, Public
Procurement Act 2007 and Rules 2003rfditure of performance guarantees and advance
guarantees and bladilsting of contractors, the contracts which have remained incomplete due
to the construction contractors.

As per the report of Investigation & Problem Resolving Committee of Sick hydBsbject
constituted as per the decision of 2017/08/18 of Ministry of Urban Development, the works of
construction contracts arranged for constructing 133 health institutions have remained
incomplete stage. Out of the contracts made from 2008/09 to 1Z)1e works of 30
building construction having the contract price NRs. 504.33 million have already been
suspended, but no action has been taken to the contractors in accordance with the provisions
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164.1

164.2

of the Act. The construction works should be completethkiyng actions as per the prevalent
laws to the contractors that have disappeared by leaving construction works incomplete.

Termination of Procurement Contract 8 Section 59 of Public Procurement Act, 2007 and
Rule 127 of Public Procurement Rules, 2007ehprovided the arrangements related to the
termination of procurement contracts. With respect to agreement made by the Division Road
Office, Dang on 2013/12/13 for blat&pping of TulshipwPurandhara Road to be
completed by 2015/03/04 at a contract @riof NRs. 73 million 936 thousand, the
construction contractor performed the works of only NRs. 34 million 349 thousand, but not
completed the remaining works. Hence, a decision was taken on 2017/01/12 to recover NRs.
17 million 684 thousand as governmehtes after deducting the deposit account NRs. 1
million 522 thousand from recoverable amount NRs. 19 million 206 thousand, inclusive of
NRs. 11 million 360 thousandthe 25 percent amount of NRs. 39 million 587 thousand the
works of which are to be congied. However, the amount of deposit account has not been
deposited in revenues and the dues amount has also not been recovered. Those amounts
should be recovered.

Price Adjustment § Section 55(1) of Public Procurement Act, 2007 provides that the price
adjustment can be granted while executing the procurement contracts having the period of
more than 15 months, and Section 55(2) provides that the price adjustment can be granted if
the works are not completed due to delay in works caused by the persaomg roakiract
agreement and procurement contracts are made on the basis of certain budget. Major
observations relating to this are as follows:

Though the price adjustment formula of the special condition of the contract entered by Postal
Highway ProjectJanakpur states that the adjustment will be calculated for 85 percent as per
specified weightage treating 15 percent as not changeable factor, but the office has entered the
contract agreements with 2 construction contractors with the condition of gieightage of

95 percent for the same and the payments of NRs. 22 million 395 thousand hawealdeen

up to this year on that basis. The Midl Highway Project, Eastern Section, while making

the price adjustment of 35 percent work under construction fMikstone) has not taken

the basis of the indicators of final phase of milestbnand consequently, the project has
granted the excess payment of NRs. 25 million 599 thousand in 13 contracts up to this year.

Business Road Extension Project, Rupandesi firovisioned the Milestone 1 and 2
in entering contract agreement, and made decision of taking the basis of the price indicators of
Nepal Rastra Bank of last month of the work to be completed as per original contract upon the
condition of not increasinghe financial liability while granting time extension to all
contracts, but the project, while giving the price adjustment of 35 percent work, has granted
the excess price adjustment of NRs. 10 million 51 thousand in 4 contract agreements
exceeding the pere index of the last month of works to be completed as per mile$tories
contract agreements made by Lumbini Circle Road Project, Rupandehi stipulates that the
price adjustment will be made in the bill amounts after deducting the mobilization advance,
but the excess amount of NRs. 7.77 million has been paid concerning with the price
adjustment factor 0.242 of the mobilization advance settled amount, and the projeeideas
the excess payment of NRs.11 million 224 thousand to a construction contrattwsagaid
NRs 74 million 608 thousand instead of payable NRs. 63 million 384 thousand. Thus, total of
NRs. 18 million 994 thousand should be recovered.

The contract agreements have provisioned that the correction factor should be used for the
calculaton of price adjustment if different currentydexis used for the calculation instead

of the prescribed payment currency. Ranijart@uéaria Irrigation Project haswarded?2
procurement contracts with an international construction contractor with tree @dégiving

20 percent payment in US Dollar andlculating price adjustmenising the price index of
Reserve Bank of India as source of ind&kus, payment currency and the price index
currencyis different Hence, for the purpose of the calculatiorpo€e adjustment of foreign
currency, the payment shoulte madeby calculating the price adjustment on the basis
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correction factors of the Indian currency and US Dollar of the time of base rates and current
rates of two currencies as per the provisiorthef contracts, but the price adjustments have
been calculated using the price index of the Reserve Bank of India without calculating such
correction factors. This has resulted the excess payment of US Dollar 1 million 187 thousand
up to 22nd running bill focontract No. 1 andp to30th running bill of Contract No. 2, which
becomes NRs. 130 million 296 thousand at the exchange of the date 2018/07/16 NRs.109.77
each US Dollar. The excess paid amounts should be recovered.

Rule 119(3) of Public ProcuremeRules 2009 stipulates that the maximum amount of price
adjustment shall not become more than 25 percent of original contract. Sikta Irrigation Project
Banke, has made the contract agreement with an international contractor on 2068 Paush (2012
January) to anstruct the main canal work from 17.7 to 35 km at a cost of NRs.2 billion 117.5
million to be completed within 1,095 days. Since the project $igeed the contract
agreement without determining of the maximum allowable ceiling of the price adjustneent, th
payment of NRs. 63 million 525 thousand has b@awlein excess of 25 percent ceiling till

the payment of price adjustment NRs. 592.9 million made up to the 18th. running bill. Such
amounts should not be paid entering the contract agreement againswiki®p of Rules.

Scheduled of Rule 22 of Public Procurement Rules 2009 provides that an agreement may be
arranged for carrying out the design work and construction works through one contractor.
Since the Public Procurement Act and Rules have not sgmkeifly details about carrying out

the construction works through such procedure and Public Procurement Monitoring Office
has also not prepared any sample bid document for this purpose, differenframengith
respect to the provisions of price adjustinand variation order. The DepartmerfitRoads

has stipulated the provision of getting price adjustment while making contract agreement
under the design & build procedure. Bridge Project, Eastern Sector No. 1, Mid Sector No. 2,
Western Sector No. 3 & 4nd DhararChatara Road have paid the price adjustment of NRs.
299 million 902 thousand to 51 contractors. Since the contracts sd@tutop sum nature,

it is not appropriate to state granting the price adjustment in such contracts.

Coordination and Constuction Site 8§ Rule 6(3) of Public Procurement Rules 2009 provides

that the procurement work shall ¢ commencd without arrangement of the construction

sites and Rule 20(3) of Public Procurement Rules 2009 provides that the works of
correspondence armbnsultation about any assistance or apprprk@tessshall be completed

within first trimester. Central Regional Road Directorate had entered a contract agreement
with a joint venture company for conducting maintenance works of 6 roads of 24.4 km at the
cost of NRs 85.67 million to be completed within 2015/05/20t @ the roads included, the
maintenance work of one road having 6 km has been completed and the maintenance works
of another road (7 km) are @oing, but the procurement contracts of the oégither roads

have been terminated as per decision of 2018/07/08 giving priutibeipe contractor citing

the reasons the repair works of the roads have already been completed by Kathmandu Valley
Road Extension Project and Road Improvement Project dS#A#RC summit time. Since

the procurement contract was made without analyzing the road condition of Roads of
Kathmandu Valley, the availability of construction sites and coordinating with other entities,
the expenditure of NRs. 14 million 309 thousand ofitthe expenditure incurred for
maintenance of NRs. 22 million 945 thousand has become useless.

Engineering Facility 8As per the decision of 2012/12/17 of Public Accounts Committee, an
instruction is issued for not purchasing or not renting any vebjciacluding in contracts of

any construction work. Similarly, any amount cannot be included in contract under
engineering facility. However, total of NRs. 494.7 million have bgmentalong with NRs.

9.8 million spentby Special Economic Zone Authorityntering 3 contract agreements for
vehicle renting and paying same amoantl made provision dfRs. 131.3 million in vehicle

and engineering facilities, NRs. 124.1 millispentby 2 projects under Department of Roads,
and NRs. 229.5 milliorspentby 10 pojects under Ministry of Water Supply. Since the
expenditure on vehicle rent are incurred at the price which is sufficient enough for purchasing
new vehicles and the expenditure incurred with condition of returning vehicles back to the
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construction contrdaors and the expenditure incurred for renting vehicles have notdaeah
economical. The officials which have incurred vehicle rental expenses as against the decision
of the Public Accounts Committee should be held responsible.

Similarly, in the Poih No. 11 of the Guidelines Related to Budget Implementation,
2017/18 of Ministry of Finance, it is mentioned that the purchase of vehicles cannot be
included in the cost estimates of any project and consultancy service. However, the
agreements made by Regal Urban Development Project and Kathmandu Valley
Development Authority with 5 consultants include the supplying of 12 jeeps, 8 motorcycles
and other machinery equipment from provisional sum, and the payment of NRs. 64 million
have beemadeby them wih respect to purchases made without making any competition.
The officials which have carried out the purchases in contrary to the guidelines of Ministry of
Finance should be held responsible.

167. Contingency Expensess Rule 10(7) of Public Procurement Rule802 provides that the
work charge Staff expenses of 2.5 percent and petty other expenses of 2.5 percent may be
included in the cost estimate of construction workisere isno clear policy framed for
incurring contingency expenses, various entities underinstries includinginfrastructure
Development]rrigation, Urban Development and Federal Affairs & General Administration
MinistireshavespentNRs. 1 billion 324.9 million through contingencies in this year

167.1 The codes related expenditure has been spdcih Economic Codes and Expenditure
Classification issued by the Government of Nepal. Without complying with the codes, the
projects and offices under Department of Roads have purchased 12 backhoe loaders, 7
chipping spreaders, 10 tippers/trucks and ltomoycle from the expenditure heading of
public construction by utilizing NRs. 436.6 million that provided for the purchase of vehicles
and equipment.

167.2 Irrigation Department, by obtaining 1 percent contingency amount from the projects and
offices under itand getting acceptance of Ministry of Finance on 2017/01/09 for purchasing
jeeps, pickups and motorcycles to supervise the offices thereunder, purchased 5 jeeps through
its mechanical management section with total cost NRs. 60 million 375 thousandad thie
NRs. 12 million 75 thousand per jeeputQdf the jeeps which are provided to Irrigation
Departmentpnejeep has remained in damaged condition in the premises of the Department
due to accident and the rest 4 jeeps have been used by the Directoal Gexd Deputy
Director Generals of the Irrigation Department.

In the conditionof lacking vehicles in subordinate entities for making supervision, it
is not appropriate to use the vehicles in center as against the purpose of purchasing vehicles.

168. Consulting Service 8§ Section 29(1)(a) of Public Procurement Act 2007 stipulates that the
procurement of consultancy service shall be taken only if works cannot be performed through
the office's own human resources. The works which can be performed through timg exis
human resource of offices have been carried out through the consultants. This year, the offices
under ministries Physical Infrastructure, Urban Development, Irrigation, Water Supply and
Federal Affairs & General Administration hawgpentNRs. 3 bilion 4.1 million for the
procurement of consultancy services. The costs of projects have been increasing as the
consultancy services have been received for the works which can be performed through the
departmental human resources. Except for the very ésewotrks, the consultancy service
expenditure should be controlled by mobilizing departmental human resources.

168.1 The 12 projects implemented under Agriculture & Livestock Development, Physical
Infrastructure & Transports, Energy, Water Resources and laigaand Water Supply
ministries have spentNRs. 75 billion 75.4 million up to now along with the expenditure
NRs.15 hillion 276.6 million incurred in this year out of the total project cost NRs. 116
billion 225.2 million. The expenditure incurred by fmjects in consultancy serviceNRs.
10 billion 799.4 million. The consultancy expenditure becomes 6.17 percent to 23.69 percent
in comparison to the projectso6 construction ¢
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(NRs. in Million

Consultancy Gl ey
. Expenses of | Expenses up ; Service
S.No. | Name of Project Total Cost this year to this year Eierevr:gz . Expenses in
p Percent

1. Project for Agriculture

Commercialization & Trade Project 5,580.0 1,263.7 5,012.6 809.4 16.14

Kathmandu
2. Raising Incomes of Small and Mediul

Famers ProjecNepalgunj 2,592.0 226.9 1,183.4 239.0 20.19
3. Agriculture & Food Security Project, 6.329.2 320.8 51743 979.8 18.94

Kathmandu
4. High Value  Agriculture Crop

Development Project, Surkhet S A I SBILE Y
5 Building Resiliece to Climate Hazard

ConstructiorProject Kathmandu S L2 G Ly z
6. Earthquake Emergency Support Projeq 2,821.1 727.1 995.2 80.5 8.08
7. SASEC Road Connectivity Project 4,714.6 1,002.2 3,683.9 405.5 115
8. Irrigation & Water Resource Managent

Project 6,387.5 1,334.3 4,457.6 444.1 9.96
9. Building Re_snlencao Climate related 2,748.5 640.4 1,077.4 235.4 21.85

Hazards Poject,
10. Melamchi Water Supply Project 35,540.0 2,480.0 25,200.0 5,266.1 20.89
11. Project Implementation Directoratj 38,837.6 4,603.7 19,399.9 1,429.0 737

(water supply)
12. Third Small Town Water Supply Projec| 8,671.5 2,255.5 6,799.5 419.3 6.17

Total 116,225.2 15,276.6 75,075.4 10,799.4 -

The expenditte of consultancy service should be minimized
available human resource in operations of projects.

by utilizing the

Though the Water Induced Disaster Management Department has 50 approved positions of
technical human resources and 35 position of thenndréfilled condition, the payments of

NRs. 282.62 million have beenadeto 54 consultants with respect to survey and study of

landslide and river control works without ensuring whether or not the works can be carried

out through the departmental humasaurces. The study reports which were conducted in

past years have not been implemented. The consultants should have appointed only on basis
of identification of needs, but such need identification has not been done.

Construction Work from User Group & Rule 97 of Public Procurement Rules 2007
stipulates the matters to be considered while carrying out the construction works through the
user groups. Major observations pertaining to this are as follows:

There exists the provision that any complex work fleguires using the heavy machines
cannot be carried out through the user groups. The works from user groups should be carried
out only after analysis of available capital, technical capacity and human resources of user
groups. The participation of userogps has become essential as the Department of Irrigation
has provisioned the use of user groups while approving irrigation plan under small and
medium irrigation project. As the user groups are not capable to carry out complex
construction works due tdhgsical, technical and other reasons, necessary revision should be
made in the policy of carrying out works through the user groups and the user groups should

be i

nvol ved onl

y i

n

t he

wor ks

where t he

peopl

SunsarMorang Irrigation Project has paid NRs. 61 million 591 thousand by carrying out the

gravelling, structure repair of service roads and removing soil of canal from 1 user group for
29 times, and along with this work, the project has paid NRs. 302 million 828 thondhig] i
year by carrying out the works through 10 user groups for 174 times. Likewise, Underground
Water Irrigation Development Division, Lamabhi, has paid NRs. 78 million 269 thousand by

installing 41 deep tube wells through the user groups. Though su&k wamnot be carried
out without using machines, the user groups have not acquired any acceptance for using
necessary heavy machines in the works. The works which are beyond the capacity of user
groups should be carried out through the contractors.

Any work which has cost estimate up to NRs. 10 million along with the share of value added
contingency
However, the 4 offices inclusive of Medium Irrigation Project have ahwigt 6 projects in
this year through the user groups avoiding the tender process, which have the total cost

t ax,

over heads,

and

peopl eds
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estimate of NRs. 65 million 825 thousand and the cost estimate of more than NRs. 10 million
in each project, anchadethe payment of NRs. 57 miliin196 thousand for this purpose.

The Irrigation Policy 2013 and Rule 97 of Public Procurement Rules 2007 provide that the
completed irrigation project should be handed over to user groups for sustainable
management of the repairs, maintenance and apesatworks. However, the 6
offices/projects along with Irrigation Development Division, Dang, and Jhapa, have not
performed the handover works of the 182 irrigation projects constructed at the cost of NRs.
738 million 732 thousand. It is because of thiasmn, the irrigation offices have been still
conducting the repair & maintenance works of the projects every year, which fall under
liability of the user groups, and the expenditure incurred in this year alone for such repair &
maintenance works has figureNRs. 1 billion 241.1 million. Such repair & maintenance
expenditure should be reduced by conducting the handover works after the completion of
irrigation systems.

The detailed project report for the constructing Burtibang Town Sewerage approved by New
Town Project Office 0r2018 April stipulates that the project will cost NRs. 140 million. But,
without inviting tender on that basis, the project work has been undertaken through the user
groupsduring year by slicing the work into 6 packages of NRs. 45.Bliom slicing each
package within ceiling of NRs. 10 million.

9 Quality Standard of Construction Work

170.

171.

Quality Standard of Bridge § Kathmandu Sustainable Urban Transport Projectdigkda
contract of NRs. 226.18 million on 2014/07/23 with a contratdoconstruct a bridge in
Bishnumati River which links Teku and Kalimati, and the payments of NRs. 139.24 million
granted till the 12th. running bill. The project office directed the contractor not to carry on the
construction work citing reason that thenstruction works were undertaken by using the
inferior quality materials whiclkould not be capable to bear the loads of plying vehicles, but

the bridge has been operated completing the construction works. Hence, an investigation
should be made with respeo the quality of works undertaken and operations of the bridge.

Damage in Main Canal 8 Ministry has formed a committee to investigate the damage
occurred due to collapse of main canal of western part of Sikta Irrigation and the report of the
committeementions that the dam of some places in between 17 to 35 km of the canal has
collapsed, leakages of water are found due to low length and height of wing walls in most of
all constructed aqueducts, beds of canal are broken, service roadsekeaesllapsedand
developed holes, slopes of canal are broken, and damages have occurred in the slabs which
are used for lining of canal. The Clause 3.2.6 of specification mentioned in Section 2 of
contract agreement and the contract agreement made with the corstiftzlate that it is

duty of the consultants, contractor and project chief to examine the quality standards of soll
and the construction materials used in the construction of canal, however, such quality tests of
materials used have not been carried out.

After handover of the section of the canal, the contractor has not performed 66 types
of works to be done during defect liability period. The contractor has not corrected works
within 1 year, and the defect liability period has not been extended eitlte8 Tommittees
formed for examining whether the works have been done in accordance Attt asap;
effectiveness in implementation of project has not come due to frequent transfer of project
chiefs; and new additional contracts have been arrangeadnstebringing effectiveness in
implementation of old contract. The construction contractor, project chief and consultants
which have not performed works in accordance with the contract agreement should be held
responsible.

I Project Management

172.

Replacementof Tuin 8 In perspective of the materials such as tyre tubes, boats, bamboo
mats, tuins used for the purpose of floating/crossing river at local level are becoming
hazardous and painful, the tuin replacement program has been implemented as per decision of
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2015/10/12 of Government of NepaluOdf the 187 places where tuins have existed, the
replacement of tuins are not feasible in some places as per studies made, and except such
places, the suspension bridges are to be constructed in 135 places. Fiveicu$pelges are

to be constructed in Mahakali River which lies in the border area of Nepal and India, but the
construction works have not been commenced as the acceptance from Indian Government is
yet to be received. @ o the 130 places where the comstion works are in process, the
construction works of 106 suspension bridges aready completed. The easy crossing
services should be delivered by timely completion of the suspension bridges which are
possible to construct or which are under constoucti

Building and Other Construction 8§ The Authorization and Program Implementation
Directives of Education & Human Resources Development Center mentions that for the
purpose of building and other construction works, the agreement with School Management
Committee shall be done in first trimester period and such works are to be completed within
Mid-June. Though the expenditure of NRs. 5 billion 104 million incurred in this year with
respect to physical construction, girl toilets, and school maintenancegtkg ave not been
completed. In course of audits, it is revealed that though the majority of Education
Development & Coordination Units have disbursed budgets for the purpose of the
construction of school buildings and others, at the same time, theyissaeel letters to the
banks for withholding the amount preventing the concerned schools to incur any expenditure.
The disbursements to the schools should not be provided only if the disbursed amounts cannot
be spentin the ongoing fiscal year. There shalibe control in the processes of providing
disbursements at the end of fiscal year and withholding such amounts.

Outer Ring-road 8 On the basis of planned land pooling, the works to develop new planned
city and construct 72 km long outer ringad in 3 dstricts of Kathmandu valley was initiated

in 2004/05. It is stated that the Detailed Project Report of 54.5 km road has been completed
and the report of rest 17.5 km ispnocess. In course of conducting the Environmental &
Social Impact Assessment ofetlouter ring road, the report relating to identification of area
and worklists has been prepared by conducting interactions with the localolaners,
tenants touched with ring road and the representatives of political parties, and provided to
Ministry of Forest & Environment for comments. Though total of NRs. 108.2 miltias

been spentip to this year, the detailed project report of total road section, and the reports of
land pooling and Environmental Impact Assessment report have not been prepared.

9 Grant Distribution and Monitoring

175.

Grant 8§ Rule 41(3) of Financial Procedure Rules, 2007 provisions that the concerned
ministry shall be liable to conduct monitoring & assessment of the provided grants by
receiving incomeexpenditure statements, progregsorts, and audit reports. Total budget of
NRs. 11 billion 478.7 million is appropriated to then Ministry of Agriculttorgrovide grant
duringyear under 32 projectsr agriculture related activities such ia$loriculture business
promotion, purchase athemical fertilizers, fruits seeds/plants, fishery development, crops
conservation, crops development, agriculture extension, agriculture & food security,
vegetable farming, pool construction, one district one production, agriculture tool&il.

of NRs. 8 billion 774.6 million have beespentinclusive NRs. 3 billion 195.5 million
provided to Agriculture Input Company Limited for purchasing chemical and other fertilizers
and NRs. 1 billion 398.9 million provided to Salt Trading Corporation LimitedjoM
observations relating to this are as follows:

175.1 The status of grants distributed with the objective to increase the production of agriculture

sector, and production made of past 5 subsequent years are as follows:
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Grants in Food Grain Production Vegetable Production Fruit Production
. (in Thousand Metric tons) | (in Thousand Metric tons) | (in Thousand Metric tons)
Fiscal Year NRs.
L . Progress . Progress . Progress
billions Production Production Production

Percent Percent Percent
2013/14 8.99 9563 9594 3589 103.36 979 104.14
2014/15 10.71 9266 90.75 3629 100.8 992 84.06
2015/16 10.04 8614 79.16 3643 99.64 1097 87.06
2016/17 10.78 9345 100.02 4125 111.48 975 80.51
2017/18 8.77 9657 98.62 4099 107.86 1010 75.42

While comparinggrant money with ageulture production, it idound that 19.13
percent rise in grant monend 3.10 percent decreasefaod grain production in 2014/15,
7.37 percent rise in grant monapd 11.12 percent decreasefrimt production in 2016/17.
Though the vegetable productibas been made in accordance with target set in 5 subsequent
years, the food and fruit production have been met thetargets. Theproduction and
productivity should be raised by proper utilization of grant monies.

175.2 Additional grants of NRs. 528 millio869 thousand have been provided to Agriculture Inputs
Company Limited and Salt Trading Corporation Limited for administrative works. Though
the government used to provide grants in purchase of fertilizers in past, the grants of this year
have been providkfor administrative works, which is not appropriate.

175.3 Agriculture Entrepreneur Center has been established under Federation of Nepal Industry &
Commerceto contribute in economic development by establishing -agtostrial business
and to conduct worksuch asidentification of goods, packaging training, entrepreneurship
training, and expansion of storage capacity by analyzing the market and demand of high value
and exprtable agriculturdbased goodslotal grants of NRs. 936 million 548 thousand have
been provided to the Center during the period 2013/14 to 2017/18, which include NRs. 84
million 525 thousand from High Value Agricultural Goods Program, NRs. 139 million 268
thousand from High Mountain Agriculture Business & Livelihood Improvement Program,
NRs. 55 million 397 thousand from Raising Income Small & Medium Farmers Program,
NRs. 184 million 768 thousand from Improved Seeds for Farmers Program, NRs. 192 million
441 thousand from One Village One Production Program, and NRs. 280 million 149 thousand
from One District One Production Prograkvhile carryingout works by providing huge
grants directly from the approved government budget to thegoeernmental organization
which is formed for distinct purpose, it has not become possible to conducotitenng of
such works, and the audits of such grants cannot be carried out by obtaining the related
documents along with bills/receipts. As a result, the proper utilization of grant money cannot
be assured.

Hence, pursuant to utilization and achievemef the grants, the Ministry should
conduct monitoring & evaluation and make review on the policy of giving continugydo
grants.

176. Monitoring of Grant Disbursement § Ministry of Education, Science & Technology has
provided total grants of NRs. 13llton 736.7 million in this year to 11 entities along with
University Grant Commission, Technical Education & Vocational Training Council, Medical
College Infrastructure Development Committee, which include NRs. 10 billion 859.1 million
from recurrent expnditure and NRs. 3 billion 877.6 million from capital expenditure.
Likewise, Ministry of Culture, Tourism & Civil Aviation has provided the grants of NRs. 2
billion 188 million 493 thousand to 22 development committees/boards and 93 local levels.
The minstries have not formulated a policy relating to providing grants and have not
conducted the monitoring with respect to the works performed by those entities from the use
of the grant money. The ministries should make arrangements for conducting mor&toring
evaluation of the use of the grant monies.

i Tax Deduction and Deposit

177. Tax Deducted at Source§ Section 88 and 89 of Income Tax Act, 2001, provide the provision

related to the tax deduction at source at the time of making payments. This year, the 530
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177.1

177.2

177.3

178.

offices under 25 ministries have not deducted applicable tax at source of NRs. 102.3 million
and 101 institutions/Committees have not deducted tax at source of NRs. 25.5 million.

Pursuant to purchase of tea, cardamom, sutho (dry ginger), chhurpee (haejl cteekswith

the persons thatrenot registered in tax in income year 2013/14 to 2017/18, the 24 taxpayers
registered with 5 offices along with Inland Revenue Office, Bhadrapur, Dharan, Thamel, are
required to deduct the tax at source of NRs. 55.2 millibthe rate of 1.5 percent on the
purchase amount NRs. 3 billion 685.4 million, but such taxes at source have not been
deducted. Hence, the tax amounts should be recovered and such taxpayers are to be brought
into tax net.

The 23 taxpayers operatirgeli-charter 7 rescue businesses, which registered with Inland
Revenue Office§ Maharajgunj, Tripureswar, Putalisadak, Thamel and Medium Taxpayers
Office, have not deducted the tax deduction at source on the payment of helicopter rent NRs.
662 million 266thousand that recovered from the tourists in respect to rescue operations. The
applicable tax NRs. 993.4 million on the payment ameuad not collectedOne taxpayer of

Inland Revenue Office, Battisputali has paid NRs. 237.2 million in 2016/17 in regpect
service fees. In the expenditure amount, total revenue of NRs. 51 million 266 thousand should
have collected including the tax deduction at source of NRs. 35.6 million and VAT of NRs.
15.66 million applicable to payment granted to snesidents as peBection 8(2) of Value
Added Tax Act 1996, but only NRs. 463.9 million has been collected. Hence, the less
collected tax of NRs. 46 million 627 thousand should be recovered along with the applicable
fees and interest by conducting an investigation.

ThoughNepal Rastra Bank has provided various types of subsidized loans to its employees, it
has not computed the income tax from remuneration of its employees by including the
amounts in respect to difference in prevalent interest rate and privileged interestarged

on loan given to employeas per Section 27 of Income Tax Act 200he advance tax afh

such facilityNRs. 59.8 million (except fees and interest) is to be recovered.

Recovery of Tax8 As per Section 7 of Value Added Tax 1996, the statemietstx returns
relating to recovered Value Added Tax in a month should be submitted to the concerned
Inland Revenue Office within 25th day of next month. When conducted verifications from the
website of Department of Inland Revenue in respect to the paymkwalue added taxes to

230 contractors under procurement agreements that provided by 34 offices under Department
of Roads in this year, it is observed that the contractors have been showrfitersidne to

non submission of the monthly tax returinsthe concerned tax officeblence, the paid value

added tax NRs. 244 million 74 thousand and necessary taxes along with applicable fines in
respect to timely nesubmission of tax returns should be recovered as per Section 29 of the
Act.

District Coordnation Committee21 includingJhapa, Morang, Makwanpur, Sarlahi,
Rautahat, Rupandehi, Kailali, have not collected VAT of NRs. 107 million 32 thousand as per
the agreement of various income contracts, but have not deposited same amount in federal
consolidded fund. Likewise, 14 offices have notcoveredof NRs. 203.6 million from
income contracts in accordance with agreement. The recoverable amounts should be
deposited in revenue account timely basis.

I Mobilization of Fund and Deposit in Consolidated kind

179.

Fund Account Mobilization § The amounts of various funds which were operated in
accordance with the provision of then Local Self Governance Act and Rules and the amounts
received from revenue allocation have remained as balances in fund accounsiriof Di
Coordination Committees. Total balance of various fuad$Rs. 10 billion 971 million 244
thousand. Though it is necessary to prepare a standard relating to procedure, distribution and
utilization with respect to mobilization of fund received fronternal fund and revenue
allocation, such standards has not prepared. Hence, such balances of funds should be utilized
by preparing necessary procedures.
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180. Non-operative Account 8§ As per Section 11 of Nepal Agriculture Research Council Act,
1991 (2048), th€ouncil is required to include the income received from its internal source in
the Council dés budget and prepare/ i mpl ement
without including such incomes in its budget, has been showing such income keeping in
deposit account. There in a total balance of NRs. 1 billion 306.3 million iroperative
accounts including the previous year6s savin
any use. The operating and capital expenditure of the Council have baatethah annual
budget of the Government of Nepal and research and development works have been
conducted in accordance with the allocation. Hence, the balance amounts existed in the above
mentioned account should be deposited in consolidated fund.

181. Reserve§ In Section 45 (3) of Telecommunication Act 1996 (2053), it is mentioned that
Nepal Telecommunication Authority may ask money with the Government of Nepal, if the
funds obtained are not adequate for its operations and any excess amount provided by the
Govenment of Nepal need to be refunded to the Government. As compared to the
Aut horityds reserve balances of NRs 32 billi
balances have reached NRs 32 billion 717.7 million in this year. Out of the amount, if t
exclude the balance of Rural Telecommunication Fund of NRs. 18 billion 641.1 million, the
remaining balance NRs. 14 billion 706.6 million should be deposited in the consolidated
Fund.

182. Unused Saving8 The analysis of the income & expenditure of ForeignpByment
Promotion Board of last 5 subsequent years shows that sipeasonly 7.74 to 10.80 percent
in comparison to the income earnings. As comj
billion 667.18 million (I,itbasspentonlydNRs 709.28r evi ou
million (12.51 percent) and kept NRs. 4 billion 957.9 million as balance.

183. Revolving Fund & The Directorate of Animal Health has not prepared the consolidated
financi al statement of 2 0 1 7stater@ent, itAmthe gotal previ
income of NRs. 242.4 million, investment made in the year of NRs. 19.2 million and the
closing balance of NRs. 223.2 million. It is necessary to assure that whether the revolving
fund has been effectively utilized. The balamreount in the fund should be deposited in
revenue account along with the preparation of the consolidated financial statements.

184. PostedRate § The budgebf NRs. 500 millionwas allocatedor providing grants of NRs. 5
million per megawatt to the projectsat have generated electricity in specified time and NRs.
150 million allocaed for giving posted grant3hus, total of 650 million budgets has been
allocaed toMinistry of Energyfor providing grants. However, the Ministry of Energy has not
implementecthe program of providing grants per megawatt and has provided the grants of
only posted rates to 8 electricity producer companies by making the amendment of program at
the last day of this fiscal year. Whigendingsuch conditional grant, the basic evides
have not been enclosed.uOd the amounts sent tdNepal Electricity Authority the
undistributed balance of NRs. 209.75 should have deposited in consolidated fund, but has not
been deposited.

185. Management of Balance§ As per Clause No. 4(D) of éntral Renewable Energy Fund
(Operations) Directive 2014, the fumdre to be invested in the areas which is secured or less
risky and where it can be operated with income earnings. This year, the Fund has total balance
of NRs. 5 billion 54.8 million inclaive the balance of NRs. 3 billion 55.2 million existed in
12 commercial banks and the balance of NRs. 1 billion 999.6 million existed in other banks.
I n accordance the operations directive, t he
income generatintields.

With respect to the carbon (including smokedluctionMitigation, the Government
of Nepal has received NRs. 667.53 million up to previous year and NRs. 376.56 million in
this year from various international organizations. Amongst the amoueisadcince 2007,
NRs. 174.2 million has been spent in this year for the consultancy service and the balance
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186.

amount NRs. 1 billion 42.35 million has been kept in bank without making any expenditure.
Necessary procedures should be framed for the propieatith of the Fund amounts.

Balance Amount without Expenditure § For the unspent balance of the disbursed amounts

to embassies in current year, Ministry of Foreign Affairs has been deducting the same
eqguvalent amounts from the disbursements amount of upcoming budget and depositing in
revenues amount. As per the financial statements of embassies, out of the unspent balances of
recurrent and capital expenditure disbursed to 39 Nepalese missions in &rmiadjons

have not deposited NRs. 123 million 165 thousand in revenue accounts after deducting freeze
amount. Similarly, Nepalese Embassy of Dhaka has not yet deposited NRs. 37.35 million of
2016/17 in revenue account till now. Including the amount, @whsamounts should be
deposited in revenue account.

The revenues collected by the Nepalese missions in abroad have been deposited in
separate accounts of local banks of the concerned countries for interim purpose, and such
amounts have to be sent to Mitmy of Foreign Affairs for the purpose of depositing in
consolidated fund or the Ministry has to deposit in revenue account by deducting equivalent
amount from the upcoming disbursements to be provided to such missions. However, of the
revenues collectely missions in previous year, 30 missions have still retained NRs. 338.7
million as balances in their concerned local banks even after elapse of 6 months of fiscal year.
The amounts should be deposited in revenue accounts.

I Compliance with Laws

187.

188.

Compliance with Law § Section 26(2)(e) of Contribution Based Social Security Act, 2017
(2074) provisions that the amounts collected as social security tax till the time and to be
collected in future should be deposited in social security fund. The Governmentaifiidep
started to collect social security tax since 2010/11 and the 1 percent tax deducted in the
payment of remuneration has reached NRs. 22 billion 26.4 million till now. The tax amounts
have been deposited in consolidated fund instead of depositirigiad security fund, and

such deposited amounts are being spent in accordance with Appropriation Act. Thus, the
provisions of the Act have not been implemented. Since the social service tax amount of this
year has already been deposited in revenue acabent, is no such situation that the section

of the Act will be implemented. Hence, the provision made in the Act and Rules should be
either implemented or amended.

Disagreement with Objectivei Section 5 and 13 of Bonus Act, 1973 (2030) provides that
each organization has to allocate an equivalent amount of 10 percentage of net profit as bonus
to its employees and if any amount remains after distribution of bonus, the 70 percent of such
balance should be deposited in welfare fund of the concerned zatianiand the remaining

30 percent amount should be deposited in national level welfare fund. Thoughnitheas

been constituted with an objective to operate programs related to interest and welfare of
employees/laborers otoncernedindustrial organizéons, the amounts have not been
mobilized in accordance with set objective, and the balance of NRs. 16 billion 394 million
which has remained balances since previous years has been transferred to social security fund
in this year.

The Contribution Base®ocial Security Fund Act, 2017 provisions that the Fund
amounts shall be mobilized in making investment in shares, debentures, providing loans to
employees of the government service, constructing of buildings and renting in addition to the
interest and wéhre of the employees, and Section 32(1) (c),(e),(9),(k) of Act provides that
the amounts will bespentin various activities of social securities of the employees of all
participating organizations. But, there has been no such situation the amountsutzmhin
National Level Welfare Fund will be only mobilized in the programs associated with the
concerned depositors or the interest, welfare and facilities of employees of the participating
organizations in accordance with the set objective. Pursuatigotie concerned entity
should pay attention to this matter on time.
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189. EmbossedNumber Plate 8 An agreement is entered with an international supplier to keep
embossed number plates in 2.5 million vehicles at the cost of US Dollar 43.787 million (NRs.
4 billion 787.7 million) and the work schedule provided in the agreement requires to keep 1
million 377 thousand 500 number plates up to 2075 Chaitra (2019/04/13), but only 4 thousand
403 (0.32 percent) number plates have been fitted.

The Constitution of Nepgdrovides that the official language of the government shall
be written in Devanagarik Script, but the agreement has been entered stating that the letter and
figure of embossed number plates will be in English Language. The Supreme Court has
issued an ordeto stop the distribution work citing that the arrangement made to write the
embossed number plates in English Language is against the provision of the Constitution, and
accordingly, the distribution work has been stopped.

The agreement entered with thepplier provides a condition that the embossed
number plates of 2.5 million vehicles are to be supplied and personalized in five years period,
and 95 percent amount of the agreenmer@ds to b@aid even if the works are not completed
within the period. Sice the work period of the agreement is going to end in near future, there
has been a situation that additional liability of NRs.4 billion 540.2 million will be created in
accordance with the agreement despite of-cumpletion of the work of personalizing
number plates. Hence, an arrangement should be made not to pay the amount in the state if
specified works are not performed.

190. Certification of Software § Point No. 3 of Information Technology System (Management &
Operations) Directives, 2014 of the Gavexent of Nepal provides that consistency is to be
maintained in the information technology system used in government entities, and Point No. 4
of the same Directives provides that an architecture framework is to be set while developing
information technolgy system to conduct own works through electronic medium and has to
be sent to Information Technology Department to determine whether or not the system has
been prepared in accordance with the architecture framework. Up to 2017/18, the Department
has cerfied the software of only one government entity prepared on the basis of the
architecture framework. Other government entities have either developed or purchased
software, and they have been using such software for the purpose of work operations, service
delivery, accounting and reporting.

The use of any software without the certification from the Department may result
inconsistencies in use of software, lack of user logs, unavailability of the digital signature
friendly facilities, unnecessary econonbarden to the government and lack of quality in
software, which may lead to the deficiency of the specified standard based on the government
enterprise architecture. Software will become insure if the government entities use any
software against the lawsi@ without certification of standards. So, the prevalent provisions
made with respect to software use should be complied with.

191. Bonus Distribution 8 Agriculture Development Bank had distributed the bonus of NRs 260
million as advances to its employees B08/09 and 2009/10 on the basis of Bonus Rules,
1982 without getting approval of the Ministry of Finandayt the advances have not been
cleared till now. The amount should be recovered from the concerned official. Similarly,
against the provisions of Bogsu\ct 1973 (2030), Citizen Investment Trust has distributed the
provision made of NRs. 7 million 593 thousand with respect to employees bonus of 2015/16
after elapse of 2 year period, and Nepal Oil Corporation has shown the bonus liability of NRs.
3 billion 130 million. The bonus distributed as against the Act should be recovered and the
liability shown amount should be deposited in revenues.

192. Deposit8As per Directives related to Operations
Service Charge in AiTicket, 2012 (2069), every international airlines operators are required
to retain deposit an equivalent to the amoun
basis of seat capacity of each flight, and internal airlines operator companies aredragui
retain deposit equivalent to the amount of 15 days passengers service charge. As per this
arrangement, the 30 international airline operators companies and 18 internal airlines
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companies are required to maintain the deposits of NRs. 652 milliothdd4and, but such
deposits have not been retained. Nepal Civil Aviation Authority should collect such deposits.

193. Stabilization Fund 8 As per Rule 3(2)(c)s of Petroleum Product and Gas Price Stabilization
Fund Rules 2014 (2071), one percent of retailrggrice of all types of petroleum products
shall have to be deposited in the Price Stabilization Fund. Such amounts deposited in the
Fund have reached NRs. 6 billion 345.9 million up to enthisffiscal yearlt is appropriate
to create the Fund fronmé amounts received from the levying of additional charge in selling
price without receiving such amounts from the profit earnings.

9 Investment Returns

194. Returns of Share Investment8§ As per the statement obtained from the Financial
Comptroller General Offi, it is observed that as against the total share investment of NRs.
181.91 billion in 108 institutions up to previous year, the total share investment of the
Government of Nepab NRs . 226.78 Dbillion up to this ye
investment made NRs. 44.62 billion and the addition of NRs 0.25 billion from the receipt of
bonus share and adjustment made.

The government has received bonus share of NRs. 15.7 million from Citizens
Investment Trust and the dividends of NRs. 17 bilk&9 million from the 13 institutions
along with Nepal Telecom, Nepal Rastra Bank, Nepal Civil Aviation Authority. Except
mentioned above, no return has been received from the rest 97 institutions in which the
government has invested total share investsmentNRs. 151.86 billion. It is necessary to
bring the effectiveness in management and operations of the public enterprises.

195. Deposit& The statement received from Army Welfare Fund shows that it has total deposits of
NRs. 26 billion 784.4 million in the & commercial banks, 2 development banks and 5
financial companies, foreign currency balance equivalent to NRs. 7 billion 240.6 million, and
out of remaining balance of NRs. 6 billion 627.9 million, NRs. 5 billion 522.4 million has
been invested in welfarplans and NRs. 1 billion 105.5 million in shares, debentures and
saving bonds up to end of this fiscal year (2018/07/16}. dDthe total deposits, the NRs.
62.7 million inclusive of the principal NRs. 50.3 million of fixed and saving accounts and
accruel interest NRs. 12.4 million thereon have not been recovered within end of this fiscal
year, which are in risk. The amounts should be recovered.

196. Recovery of Interest/ Loan8 Rastriya Banijya Bank has an interest dues of NRs. 1 billion
139.8 million of som loans provided in theondition ofthe zero balance of principal since
previous years. Likewise, Nepal Industrial Development Corporation has total dues of NRs. 1
billion 811.4 million to be recovered with 9 borrowers inclusive of the written off loads a
interest as of 2018/05/01. The amounts should be recovered making responsible to the
officials that caused loss and damages to the bank without recovering the principals and
interest on time.

197. Reconciliation of Interest Account § Under other liability acount, Nepal Industrial
Development Corporation Development Bank Limited has been carrying forward NRs. 152
million 536 thousand since past years as the outstanding interest of loans to be paid to the
Government of Nepal. In accordance to letter of Firsr@omptroller General Office of date
2018/04/23, the bank is asked to make payment of NRs. 334 million 896 thousand. The
concerned officials should be held responsible to make immediate payment by verifying the
correct amount.

198. Change in Exchange Rate8 Though the foreign exchanges have been the major assets of the
Nepal Rastra Bank, the normal fluctuations in forex rates have been immensely affecting
financial position of the Bank. The Bank had incurred the loss of NRs. 23.75 billion in fiscal
year 2086/17 due to 3.63 percent fall in the rate of US Dollar and generated the profit of NRs.
38.27 billion in 2017/18 due to 6.48 percent rise in the rates of the US Dollar. To mitigate the
risks caused by fluctuations in forex rates, the Bank should adopmipaspe tools inclusive
of hazing.
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199.

Investment and Recoveryg Youth Selfemployment Fund has invested NRs. 7 billion 271.1
million to 55 thousand 333 entrepreneurs from the period of its establishment to 2018/07/16,
and of the investments made, the outsiag investmenis NRs. 3 billion 887.6 million at the

end of this fiscal year. Out of the total investment made in 1 thousand 437 institutions
including in banks & financial institutions, cooperative institutions by the Fund as of
2018/07/16, the unrecered principal is NRs. 286 million 387 thousand, and the recovery to
be made with 192 cooperative institutioissNRs. 208 million 123 thousand inclusive of
overdue principal NRs. 173 million 185 thousand, interest NRs. 28 million 334 thousand and
fines NRs. 6 million 604 thousand. Amongst them, the NRs. 75 million 855 thousand to be
recovered with 47 cooperative institutions which are found problematic.

I Monitoring and Regulation

200.

201.

202.

Monitoring of Quality Standards and Measurement8In accordance with the infimation
received about monitoring and the complaints received through various medium, Nepal
Standard & Metrology Department has conducted the monitoring and inspection of 52
industries, and of the such industries so inspectedyahieusdeficiencies arebserved in

case of the quality standards of 8 ghee & oil industries, 15 cement industries, 7 steel
industries, and 4 food industrids.is statedobservedhat the actions have been taken along
with the issuance of cautioned letters to the concernedstinesifor the deficiencies
instructing them to take back the production of the specified batch from the market. However,
there has been no basis to assure the instructions issued have been implemented.

Pursuant to measuring instruments, the new liceinges been issued to 11 thousand
946, and renewals have been done by 24 thousand 365 license holders. Though 10 thousand
645 taxis are registered up to this year, only 3 thousand 326 have done renetwdlsh®
registered, 2 thousand 191 have not instalthe billing printers. The processes of the
monitoring and taking action on all types of measurements and taxi meters have been found
ineffective. The act of monitoring and inspection should be made effective by extending the
scope of monitoring and ineption.

Food Sample Collection and Tesg In order to prevent the adverse impact of the food stuffs
used by general people, Food Act, 1966 has determined the minimum quality standard. This
year, Department of Food Technology & Quality Control and ttsoedinate offices have
tested various 2 thousand 813 food stuffs by collecting samples and of the foods tested, 354
(13 percent) stuffs have been stated as the-awailability specified standards. The
availability of food stuffs below the specified stands will cause the risk of adverse impact

in human health.

Joint Market Monitoring Directives, 2012 has made the arrangement relating to the
monitoring of meat shops, and Animal Slaughter House & Meat Test Act, 1998 has made the
arrangement relating tpunitive actions for the operation of meat shops without getting
license.While monitoring 484 shops by the Department and subordinate offices amongst the
meat shops available in the country, the 288 shops (60 percent) have been found operated
without geting registration in concerned offices and 308 shops (64 percent) have been
operated without fulfilling the specified standards. Actions should be taken in accordance
with the laws to those which have produced and sold substandard goodsumbad items
in goods and not fulfilled the specified standards.

Likewise, amongst the 560 drinking water samples tested by the Department,
deficiencies are noticed in 140 samples and the actions have been taken to 54 samples by
filing legal cases. However, no acatitias been taken to any of the industries that have sold
and distributed the food & drinking stuffs that has caused adverse impact in human health.
Necessary actions need to be taken in accordance with Food Act, 1966.

Monitoring of Cooperatives 8§ Section 8 of Cooperative Act, 2017 provides that
arrangement relating to conducting the inspection and monitoring by the Mimsrper
statistics published in the Statistics by Cooperative Associations and Organization, 2018
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203.

204.

205.

(2075), there are 34 thousand 513a&éations/ organizations inclusive of those operating
saving & loans, multpurpose agriculture, and vegetables and fruits etc. In such associations/
organization, the share capital of NRs. 273.17 billion has been invested and the deposits of
NRs. 302.1avillion and loan investment of NRs. 273.71 billion have been mobilized. The
Department has not maintained the record of monitoring of such organizations. The statement
obtained in course of audit shows that the Ministry of Land Reforms, Cooperatives &yPove
Alleviation has conducted the monitoring of 19 cooperatives of 8 districts, whilst Department
of Cooperative has conducted the monitoring of 109 cooperative associations/organizations.
The monitoring work of cooperatives has been found ineffectivehasntonitoring is
conducted only for the smaller number or 138 cooperatives in comparison to total number of
cooperatives operated. The monitoring and control work should be made effective.

Problematic Cooperative Institutions 8 In the report of 209/01/19 of Problematic
Cooperative Management Committee, it is mentioned that amongst the problematic
cooperatives, 10 cooperatives have the total liabilities of NRs. 15 billion 483.9 million
including the interests to be paid. As per the statement recdieen Department of
Cooperatives, it is mentioned that the directors of 83 cooperative institutions have
disappeared and amongst them the liability of 51 institutions have been identified as NRs.
122.1 million, but the status of others institutions haseh®en mentioned. Hence, pursuant

to problematic and directors disappeared cooperative institutions, the Department should
adopt the measures to safeguard of the amounts of shares and deposits of investors and
depositors. The Department should conductckeaction, and take legal action ascertaining
the assets & liabilities of such cooperatives.

Monitoring and Supervision § Point No. 31 of Directives relating to Health Laboratory
Operations Standards, 2016, stipulates that the National Public Healthatoapomay
conduct the monitoring any time of the laboratories the licenses which have been issued, and
can degrade the standard group of the laboratory or may also cancel the license to laboratory
if the specified standards are not found in the event difitoring. As per the statement
furnished by the laboratory, it is revealed that the total licenses are issued to 156 private
laboratories (including renewal and new registered) in 2017/18, but the monitoring of such
private laboratories has not been cornddan this year after issuance of the licenses.

Price Regulation of Telecommunication Servicé Section 4(2) (d) oConsumer Protection
Act, 2018 stipulates that thindustry, Commerce and SuppMinistry shall make the
necessary arrangement to prevaninake control any undue price determination by producer,
seller, or distributer of goods or services.

In Nepal,two telephone service providers have been providing mobile and telephone
services throughout the country and 3 telephone service propidetige the services only in
specified areas. For the purpose of determining prices of the telecommunication services in
Nepal, Nepal Telecommunication Authority has osstthe upper limit of chargefor the
purpose of determining the service chargetlom basis ofopen market competition. The
comparative status of profit share in telecommunication services of the service providers of
Nepal and the operating profits (profits before interest, tax, depreciation and amortization)
earned by the telecommunimm service providers of various countries of the world are
provided below:

. . Operating Profit

S.No. Service Providers Country P (Perc%nt) Remarks
1 A Telephone Service Provider U.S.A. 30.06 SeptembeR018

2 A Telecommunication Company U.S.A. 34.17 SeptembeR018

8 A Telephone Service U.K. 31.60 March 2018
4 A Telephone Group Europe 31.90 2017

5 A Telecom Company Germany 24.00 2017

6 A TelephoneService Provider Europe 33.33 March 2017

7 A Telecom Company Japan 30.90 May 2018

8 A Telecom Compay Japan 31.70 March 2018

9 A Telecom Company China 31.50 June2018

10 A Group Company Malaysia 37.80 A holding Company of 2017
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g ; Operating Profit
S.No. Service Providers Country p (Perc%nt) Remarks
11 A Telephone Service Provider India 36.40 June 2018
12 A Telecom Company Nepal 58.00 Financial Statement of 2017/1
13 A Private Telephone Service Nepal 62.40 As per Financial Statement
Provider

While analyzingon the basis of above table, it is clear that as compared to 24 to 37.8
percent operating profits of the telecommunication service providers of various coaohtries
the world, the operating profits of Nepalese service providers have appeared 58 to 62 percent.
Thus, thecontentof profits in the price of the service in Nepal has remained much higher.
The regulating agency has, however, not yet conducted any analjfsisespect to the
justifiability of the excessive operating pr
as the general people are bound to receive services at costlier prices. Pursuant to price fixation
of such service providers, regular ntoring should be carried out in coordination between
the Ministry of Information and Communication Technology and Nepal Telecommunication
Authority, and the quality of services and the price should also be regulated.

206. Drug Standard § A study conducted by &pal Health Research Council shows that 29
percent of drugs available in Nepal are not based on the pharmacopeia of any country. As per
the statement received from Department of Drugs Management shows that 127 national
producers out of 144 producers regisd in Nepal are not in accordance with good
production practices of the World Health Organization, and 132 producers have not obtained
the certificates as per National Drugs Skilled Production Practice Codes, 2015. Amongst the
80 ayurvedic drugs produceregistered in the Department, none of producer has obtained the
certificates as per the National Drugs Skilled Production Practice Codes. There has been no
such situation to assure that the state owned drugs producers inclusive of Sinha Durbar
Baidyakhaa have complied with the Skilled Drugs Production Code.

In the market monitoring report conducted by the Department, it is mentioned that 7 to
14 percent of drugs on an annual average are not as per the specified standards. The level and
standards of rawnaterials to be used in drugs have not been specified till now, and the Active
Pharmaceutical Ingredients (A.P.l1.) of drug producers have not been examined as per good
production practices of the World Health Organizatidhe mechanism to test the GMP
Qudity Test for the drugs imported to Nepal customs point has not been still formed
Therefore, there has been no such situation to assure that the drugs available in markets are of
the specified standards. Necessary mechanism should be developed &inntaénstandards
of drugs in accordance with the policy and effective measures are to taken to maintain the
quality of drugs.

I Reconstruction and Rehabilitation

207. Reconstruction Expenditure and Progress§ Total of NRs. 186 billion 925.9 million has
beenspet for the reconstruction works of damages caused by earthquake in 31 districts
inclusive of 14 highly affected districts and 17 less affected distrcts this year along with
this yearodés expenditure NRs. 11 éxpénont Ul
NRs. 72 billion 160 million After the elapse of 4 yeard happening of earthquake and the
passage of 3 years or 60 percent time from the establishment of the Authority, the
construction work ofl40 km strategic roads and 1060 km distiéstel roads have not been
yet commenced.

In accordance with the target set, the construction work of privates houses should
have completed within 2 years, but the construction of 268 thousand 575 (32.63 percent) out
of 822 thousand 909 private housaw aetrofitting of 7 thousand 448 (14.30 percent) out of
52 thousand 54 private houses have been completed after the elapsevhbldgeriod.
Though the construction works of educational and health institutions are required to complete
within the 3 yeas period, only 643 (53.71 percent) out of 1 thousand 197 health institution
buildings, 3 thousand 816 (50.52 percent) out of 7 thousand 553 community school buildings,
and 2 (12.50 percent) out of 16 buildings under universities have been completedlySimila
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only 248 (59.75 percent) out of 415 public buildings, 214 (31.19 percent) out of 686 buildings
of security agencies, 185 (24.56 percent) out of 753 archaeological and culture heritages, and
1 thousand 705 (56.83 percent) out of 3 thousand water sapglganitation projects have

been completedThe Authority as well as other concerned entities should show more
enthusiasnto complete the reconstruction works of the damages caused by earthquake

House Construction Grant 8§ Section 5(c) of Earthquake Affeed Private House
Reconstruction Grant Distribution Procedures, 2015, provides that the affected people are
entitled to get first installment NRs. 50 thousand after making grant agreement, second
installment of NRs. 150 thousand after construction ofptimeh level, and third installment

of NRs. 100 thousand prior to the construction roofing works. For the construction total 822
thousand 909 houses, total payment of NRs. 148 billion 747.4 million have already been
provided, which includes first installmeof NRs. 36 billion 695.2 million provided to 733
thousand 905 persons at the rate of NRs. 50 thousand each, second installment of NRs. 78
billion 505 million provided to 523 thousand 367 persons at the rate of NRs. 150 thousand
each, and third installmé of NRs. 33 billion 547.1 million provided to 335 thousand 471
persons at the rate of NRs. 100 thousand each.dDthe persons that took the first
installment, only 45.71 percent have received the third installment.

For the beneficiaries of 10 distts along with Kathmandu, Lalitpur, and
Sindhupalchowk in addition to the grants provided by the Authority of NRs. 300 thousand, an
additional grant of NRs. 79.15 million has been provided by various domestic and foreign
norrgovernmental institutions. &te it is not appropriate to receive double grant facilities, the
excess grants provided amounts should be recovered and the Authority should investigate and
ascertain that whether or not such double grants have been provided in earthquake affected 31
districts.

Reconstruction of Heritage§As per information received from Department of Archaeology,
there exists 5 thousand 402 heritages within Kathmandu Valley out of 7 thousand 402
heritages of the country. Out of them, the 1 thousand 590 heritages diktB&ts are
damaged by the 2072 earthquake and the reconstruction works have been commenced for the
1 thousand 178 heritages. Out of them, 221 are completed, 213 -g@ngnand the
construction work of 744 has not yet begun. Total of NRs. 1 billion53@#llion has been
spentin reconstruction of the heritages. Though the reconstruction works have also been
carried out through other foreign organizations, local levels, other governmental and non
governmental entities in addition to the Department, updo-date records of such works

have not prepared. Updated record of heritages should be prepared by conducting regular
monitoring and evaluation of the reconstruction works, and the reconstruction works should
be completed as soon as possible.

9 Sustainalde Development

210.

210.1

Sustainable Development Goa§ The sustainable development goals have been adopted in
accordance with the resolutions of Sustainable Development Agenda 2030 by the General
Assembly of United Nations on 2015 September ratified by Head tefsStaGovernments of

193 countries. There are 17 main goals, 169 targets and 230 indicators of the sustainable
development. Major observations noticed with respect to the preparation made to attain the
sustainable development goals are as follows:

In Fedeal Government, the High Level Steering Committee has been constituted to issue
guidance by conducting the periodic review of the implementation of sustainable
development goals, and Implementation and Coordination Committee under convenorship of
the Vice Chair of Planning Commission and other 9 subyeise committees have been
constituted to conduct monitoring of resource mobilization and program implementation, but
appropriate institutional structures have not been formed in executing ministries as well
provincial and local levels. In the federal structures, the role of 7 provinces and 753 local
levels becomes vital for the purpose of attainment of sustainable development goals. Hence,
the appropriate steering committees and other structures siisaltée formed in provincial
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and local levels under convenorship of head of provinces and chiefs of rural municipalities
/municipalities and the appropriate structures should be formed in sulgecministries
along with the determination of their resgdnilities.

210.2 The sustainable development goals have been taken as basis in formulation of 25 years
perspective plan and upcoming five year plan. Pursuant to subject matters mentioned as legal
and policy basis, the subjesise ministries of the federal gesnment, provincial
governments and local levels should incorporate the activities of the sustainable development
goals in the policies, programs and budgets to be framed by them, and efforts should be made
to determine the mediuterm and longerm goalf sector wise ministries on that basis.

210.3 National Planning Commission has issued Sample Plan Formulation Manual 2018 (2075) for
the provincial levels and local levels. Though the federation has started the work of
formulating budget and programs by pitiaing plans in accordance with sustainable
development goals, but the goals have not been localized by provincial and local levels
maintaining harmony in their policy, plan and programs. To internalize the sustainable
development goals, the provinciaichlocal levels, while formulating the periodic, annual
development plan etc., should prioritize, select and classify plans/projects on the basis of their
contribution to be made in attainment of sustainable development goals, and the arrangements
of necesary resources and expenditure projection should also be made.

2104 The peopleds awareness need to be enhanced
provincial and local levels in implementation of the sustainable development goals through
their capacity deslopment in collection of necessary data. Though the wogdivaig codes
of the sustainable development goals in annual development programs initiated since previous
years, the arrangement of presenting the annual budget appropriation on the basis of such
codes has not been done. Therefore, the annual budgets of all levels should be presented on
the basis of the codes of sustainable development goals.

210.5 National Planning Commission has prepared a report on the subject of Need Identification,
Cost and Fiscabupply Strategy. The report estimates that an annual investment of NRs. 2
trillion 25 billion is to made to implement the sustainable development goals. It is also
mentioned that the annual investment of financial resources of NRs. 585 billion inclueling t
NRs 218 billion from public sector and NRs. 367 billion from private sector will become
insufficient. Hence, considerations should be given in mobilization of financial resources and
mobilizing mass participation in costs and prioritizing investmemisgalith mobilization of
foreign aid.

210.6 There is no dependable system to make timely available of necessary credible fragmented
data and information on an integrated basis to analyze by integrating data and information to
be receivable from various entdie and to conduct the monitoring and evaluation of
progresses of sustainable development goals in 2019, 2022, 2025 and 2030. Though the
indicators of sustainable development goals are interrelated with one another, no such basis
and standards have beengared to make the evaluation of which program or the activities
implemented by the subjeatise ministry would contribute to which goals and to what
extent. From this, it appears that there will be difficulty in conducting thetenid evaluation
of the tagets. There should be a system to make timely availabilitargetwise credible
data and information, which are necessary for measuring the indicators of sustainable
development goals.

1 Irrigation Management in Command Area

211. Use in NorAgriculture Wor k § Land Use Policy 2015, stipulates that the land of the
command areas of an irrigation project will be used accordingly by classifying into the
agriculture areas. The land of command area has been decreasing due to use of such lands in
the establishmerdf industries, development of settlement areas, and plotting of lands. As per
the statements obtained from Sunddarang Irrigation Project and Kankai Irrigation Project,
it is noticed that the command areas of the projects used feagraulture sectois 3
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thousand 577 hectares, which include 997 hectares used for industrial sector, 851 hectares
used for land plotting, 1 thousand 416 hectares used for settlement development and 313
hectares used for other purposes.

Out of the total command areas, &8 percent of Sunsa¥lorang Irrigation Project
and 13.38 percent of Kankai Irrigation Project have been used feagraulture purposes.
With this, there has been a situation that the proper returns from the investment made in
irrigation may not be latained. The concerned entity should give attention in protection of the
irrigated agriculture suitable land.

Command Area 8§ Though SunsafMorang Irrigation Project has a goal to provide irrigation
facilities in 68 thousand hectares of lands, theatran facility has been provided only in 58
thousand 146 hectares. Bagmati Irrigation Project has total command area of 122 thousand
hectares inclusive of the first phase and second phase. The project has provided irrigation
facility in only 45 thousand @D hectares. Likewise, Kankai Irrigation Project of Jhapa
District has provided a statement of the availability of the irrigation facility in 7 thousand 700
hectares as against its goal to provide irrigation facility in 8 thousand hectares. Kamala
Irrigation Project, which has total command area of 25 thousand hectares including 12
thousand 500 hectares in Dhanusa District and 12 thousand 500 hectares in Siraha District,
has provided the irrigation facilities in total area for summer cropping, but it cader
irrigation facilities only in 10 thousand hectares for winter cropping. The irrigation facilities
should be provided in available command areas by conducting regular the repairs and
maintenance of constructed canals.

Discharge Capacity§ The irrigatbn facilities should be available throughout a year as per
the discharge capacity of an irrigation project. Though the intake of Sdwgeaing
Irrigation Project has discharge capacity of 60 cumec, it has provided water discharge of
37.02 to 49.44 cumeamisummer season, 30 cumec in Baisakh, Jestha and Asadh, 25.62
cumec in Magh, Falgun and Chaitra. Though Kankai Irrigation Project has water discharge
capacity of 10.15 cusec, it has the water discharge of nil in Kartick, 0.87 cumec in Paush, 8.53
cumec inSrawan. Though the eastern canal of Bagmati Irrigation Project has water discharge
capacity of 64.40 cumec, it can provide average water discharge of 7 cumec in dry season,
and in western canal, it can provide average water discharge of 3 cumec as itgainst
discharge capacity of 48.40 cumec. Thus, the irrigation facilities have not been provided in
the command areas throughout a year as per the water discharge capacities of the canals.

In the event of nomvailability of irrigation facilities as peahe target set, the target of
increasing agriculture crop production and productivity will not be achieved, the cost repair &
maintenance expenses will rise, and the problem of raising the living standard of people will
be remain unaddressed.

I Provincial Government Offices

214.

Pursuant to 68 entities of 7 provinces, the total audit of NRs. 2.62 billion has been
completed, and the irregularity of NRs. 190 million (7.25 percent) has been witnessed. The
audited figures have appeared the highest of NRs. 69%idmin Province No. 2, and the
lowest of NRs. 200.5 million in the Province No. 5. The irregularity percent as compared to
the audited figure has appeared the lowest of 0.07 percent in Karnali Province, and the highest
of 23.71 percent in Province No2ignificant observations relating to this are as follews:

Revenue Collection8 The related Schedul® of Section 3(2) of InteGovernmental Fiscal
Management Act, 2017, provides that the provincial government is empowered to impose the
house land regisition fee, vehicle tax, entertainment tax, advertisement tax, tax in
agriculture income, service charge duty, tourism fee, punitive actions and fine, and the taxes
and nonrtaxes to be levied in accordance with provincial laws and other prevalent laws which
fall under provincial jurisdiction, however the 7 provincial governments have not prepared
any proposatiuringyear pursuant to levying or raising the taxes on any subject.

Auditor General's Fifty -Sixth Annual Report, 2019-Summary - 82



215. Differences in Facilities§ The service facilities are be provided in accordanite Rrovince
laws, Provincial Cabinet Orders, 2018 and other laws formulated by the Province. Pursuant to
facilities of officials, there is no uniformly in remuneration, residence facility, and furniture &
fuel facilities of Speakers, Deputy Speakers, Gjijmn Party leaderdviain Whippier, Chief
Whippier, Provincial Members and Ministers, State Ministers and Assistant Ministers. Efforts
should be made to harmonize the facilities of all officials of provinces.

216. Budget Expenditure § In this year, though &7 provinces have fixed the equalization grant
NRs. 7 billion 42.2 million as their budgets, but the expenditure of only NRs. 2 billion 573.1
million (36.54 percent) has been incurredit © the expenditure, the recurrent expenditure is
NRs. 1 billion 52 million (59.07 percent) and capital expenditure is NRs. 1 billion 50 million
(40.93 percent). The recurrent expenditure normally becomes high as this year is the first year
of the province establishment, but the policy adopted in incurring such experstituld be
economical.

217. Direct Purchase § As per Public Procurement Act 2007, the procurement works are to be
conducted on the basis of competition, but all 7 provinces, without making any competition,
have purchased goods such asniture, computersaptops, photocopy machines, printers
etc. through the direct purchase method with repetitive purchases, and granted the payment of
NRs. 304 million 278 thousand for such purchases. Though conducting immediate purchases
is essential for the operations ofwig established ministries, but the procedures of
procurement under special circumstance as specified in Section 66 of the Public Procurement
Act, 2007 and Rule 145 of the Public Procurement Rules have not been followed.

218. Inauguration and Celebration Expenses8 1 n t he i naugur atiRara cer en
Tourism Carnival, 2075 (2018) 0 conducted a
Government, the six ministries of the province have incurred total expenditure of NRs. 7
million 816 thousand inclusive NRs9®% thousand spenin publicity, NRs. 704 thousand
spentin gift items, NRs. 2 million 124 thousarekpendedn tiffin and foodings, NRs. 1
million spentin air tickets and transportation.

In the ceremony organized Wrovince Ne2 in Janakpurdham on 2018/05/11, the
expenditure has been incurred for publicity, construction of pandal/tents, welcome gates,
people mobilization. Gt of such expenditure, NRs. 13 million 449 thousand has &eemntin
tent/pandal constructiowithout making any competition and NRs. 8 million 404 thousand
has beespent forpeople mobilization.

Such expenditure should be economical and justifiable.

219. Election Area Development Program § To implement the plan/projects selected by
members of Pramce Assembly in accordance with Election Area Development Program
Operations Procedures, 2018 (2075), the Office of Chief Minister & Council of Ministers of
Province Ne2 has provided NRs. 107 million to the concerned District Infrastructure Office
at theend of fiscal year at the rate of NRs. 1 million per member showing advances in the
name of the concerned assembly members. Such advances amounts have been provided
without making any preparation in spite of the plan requisition forms not filled up in
acordance with the schedule of program operation procedures, the plan implementation
time not specified, the cost estimates of plan not approved, and basic description not prepared
and information along with the service recipient beneficiary groups ndosési along with
the preparation of basic description. There should be control in the act of providing advances
at the end of fiscal year without fulfilling the required procedures.

220. Grant Distribution § Ministry of Land Management, Agriculture and Coomées of
Karnali Province has provided the grants of NRs. 10.2 million to 10 business firms and
cooperative institutions to construct various works and to establish milk cooling centers. The
two ministries of Province N@ have provided the grants of NRE2.7 million to the 25
institutions at the end of fiscal year. Since the grants have been provided without taking the
basis and standards of capital, ldegn action plan, production capacity, consumption of
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produced goods, beneficiary population, dethiproject proposal of the institutions, the
proper usage of such grants cannot be assured. By systematizing the work of providing grants,
the assurance should be made with respect to the expenditure incurred and progress achieved.

221. Consulting Service8 The two ministries of Province N® have paid NRs. 4 million 883
thousand to 36 consultants by conducting the detail survey works of roads, water supply
projects and the Ministry of Industry, Tourism, Forest and Environment oefvéstern
Province haspentNRs. 18 million 116 thousand by conducting 35 feasibility studies with
respect to the establishment of industrial sector, operations of cable car, tourism sector
development etc. One ministry of Province-Ndas paid NRs. 35 million 340 thousand by
condut¢ing survey, drawings, design and cost estimate of various construction works
inclusive the construction of roads, bridges, view towers, irrigation channel etc. through 24
consultants. The overheads expenses are not to be included while making thencaist eft
a consultancy service, but the payment of overhead expenses of NRs. 4.61 million has been
granted by including the overhead expenses. The payment amounts granted as against the
prevalent Rules should be recovered.

The implementation of the abevnentioned survey, drawing, desigonducted by
the province government has not been certain, and the required procedures to be followed as
per Public Procurement Rules have not been complied with.

222. Service Delivery8 The service delivery of provincial gekxnments have not been effective
due to various reasons suchidess number of laws are formulated (16 to 41), positions are
not fulfilled in accordance with approved position, less annual budgets are expended (from
18.68 to 63.98 percent), implementatistatus of annual programs are weak, the works of
formulating policies, standards and procedures to regulate and systematize the service
delivery including the determination of minimum standards related to public services and
facilities at provincial leel are still outstanding. The service delivery of province
governments should be made intact and effective with the enhancement of their institutional,
technical and resource mobilizing capabilities.

9 Local Level

Pursuant to local levels, the total auditdN&Rs. 571.51 billion of 747 out of 753 local
Levels have been carried out, and the irregularity of NRs. 24.14 billion or 4.22 percent has
beenfound from the auditsWhile comparingrregularities percentvise basis, the lowest of
the average irregularitgf 7.34 percent iesbservedn local levels of Province No. 4 and the
highest of 26.48 percent w@bservedin local levels of Province No. 2. Compared to the
audited figures, the local levels have irregularities up to 52.65 percent. Major observations
pettaining to this are as below:

223. Local Levels not completed the auditg§ As per Section 20 of Audit Act, 2018 (2075) and
Section 77 of Local Government Operations Act 2017, each local level shall get the final
audit of incomeexpenditure completed by Office# the Auditor General. Theix local levels
including Bishnu, Ramnagar and Balara Rural Municipality of Sarlahi, and Hansapur Rural
Municipality of Mahottari, and Bungal Municipality of Bajhang have not completed the
audits of their accounts in this yearbmitting their incomexpenditure.

With respect to audit backlogs of then 127 village development committees inclusive
of Gaushala, Pipara, Samsi, Loharpatti and ManrB&awa of Mahottari District, the village
development committees except the Maniisawa Municipality have not completed their
audits even in this year. The situation of not adhering to the provisions of laws and not
completing the audits will create the situation of lack of financial discipline. Hence, the
necessary action is to bekén up to the withholding of grants to the local levels that have not
completed their audits.

224. Domestic Loan§ Section 68 of Local Government Operations Act, 2017 provides that any
local level may take loan with the approval of the concerned Assembly iamaiithin the
recommended ceiling of Natural Resources & Fiscal Commissionof@he loans taken by
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57 municipalities from Town Development Fund for the constructirgp as city hall, street

lights, road construction, bus terminals, water supplypging complex, and sewerage
management & sanitation, the NRs. 1 billion 974.8 million is yet to be redeemed at the end of
this fiscal year. Likewise, of the loan investments made by the Fund to 97 user groups under
57 municipalities, the NRs. 4 billion 9 Bimillion has been shown as still to be recovered.

Amongst the loans taken, NRs. 379.6 million of Birathagar Metropolitan, NRs. 383.7
million of Birgunj Metropolitan, NRs. 92.5 million of Pokhara Metropolitan, NRs. 45 million
of Bharatpur Metropolita, NRs. 54.1 million of Butwal Subetropolitan, NRs. 87.5 million
of Janakpur SubMetropolitan, NRs. 30.5 million of Panauti Municipality, NRs. 138.7
million of Siddharthanagar Municipality, NRs. 56.2 million of Bhimdutta Municipality are
outstanding. Ta loans taken by municipalities have not been shown in their consolidated
fund accounts.

225. Unallocated Budget§ Local Government Operations Act, 2017, provides that the income
expenditure estimate shall have to be submitted by preparing budget and proginam wi
prioritizing on the basis of local financial position, and without retaining any unallocated
amount based on source estimation and ceiling determination. However, the budget and
programs have been approved retaining unallocated amount of NRs. 206 r6iig
thousand by Shuklaphatta, Krishnapur, Belauri Municipality and Laljhandi Rural
Municipality of Kanchanpur District, NRs. 40 million by Bheri Municipality and Borekekotte
and Kuse Rural Municipality of Jajarkot District, NRs. 21.14 million by PangadBinayak
Municipality and Bannigadhi Jayagadh Rural Municipality of Achham District, NRs. 27.9
million by Akdara Rural Municipality of Mahottari District, NRs. 22 million 935 thousand by
Manahara Sisawa Municipality of Mahottari District, and NRs. 13ioni by Panauti
Municipality of Kavrepalanchok District. There should be control in practice of retaining
unallocated amounts in making appropriation and incurring expenditure on the basis of
executive decision.

226. Meeting Allowance 8 As per the Act related o L oc al Level Of ficial
Facilities, the meeting allowance shall not be entitled unless otherwise statezbrdition
of not specified by the Act related to facilities, the meeting allowances such as ward meeting,
executive meeting, specialeeting, assembly meeting cannot be provided. But, various local
levels havespentNRs. 497 million 559 thousand with respect to the meeting allowances not
specified by laws. The payment of facilities not specified by laws is not in conformity with
laws.

227. Incentive Facility 8 Section 86 of Local Government Operations Act, 2017 stipulates that the
operations, management, terms of service and facilities shall be as specified by federal laws.
In addition to the facilitieprovidedto the employees from locédvel council, assembly,
board meeting, the decisions have been made to provide facilities to the employees of local
levels such asthe communication facilities, tiffin expenses, monthly allowances, assembly
allowances, extra time allowances, incentilleveances etc. The facilities have been provided
without formulating any standard and indicator for providing the facilities. With respect to
such facilities, the 367 local levels have made the incentives payment of NRs. 368 million
315 thousand in additioto the remuneration specified by federal laws. There should be
control in the practice of providing additional facilities based on frequent decisions without
formulating any standards.

228. Of f i ci al ®The paynent df otheryfacilities cannot be madher than specified by
the Act relating to Local Level Officials and Members Facilities. The 201 local levels have
paid NRs. 224.73 million in excess with respect to remuneration, dasain expenses,
communication expenses and other facilities. The aisopnovided in excess of the
provisions of prevalent Act /Rules should be recovered. Similarly, the 15 local levels have
incurred NRs. 8 million 746 thousand as uniform expenses for the uniform of their officials.
Incurring expenditure not specified in Astnot inconformity with law.
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Ceremony and Carnival Expenseg€Each public entity should give attention in the economy
andresultwhile making expenditure. Janakpur Sdktropolitan haspenttotal of NRs. 18.5
million along with NRs. 6.71 millionspentfor a welcome ceremony organized by the
Metropolitan on 2018/05/28, and NRs. 4.25 milligmentfor civil reception, beautification,
publicity, sanitation goods procurement, electrification, and operation expenses. The
Pachaljharna Rural Municipality of Kkot District hasspentNRs. 4.43 million for 5 day

long village carnival. An attentioshould be made to maintain such types of expenses within
certain limit.

Deposit in Consolidated Fundg Rule 33(a) of Financial Procedure Rules, 2007 provides that
theunspent balance of conditional grants amount should be returned back to District Treasury
Controller Office. By committing the acts such as showing the whole disbursed amount as
expenditure, booking more expenditure with a motive of not returning anmtoamsferring

the balance amount in local consolidated fund etc. in submission of the financial statements to
the concerned District Treasury & Controller Office, the 136 local levels have not returned
the conditional grants disbursed amount NRs. 711.8%mih the federal consolidated fund.

The amounts should be deposited in federal consolidated fund.

Price Adjustment § The price adjustment cannot be provided in excess of the condition of
procurement agreement. Biratnagar Metropolitan, while making @atyrof the price
adjustment of new fixed rates and added items under urban environment reform project,
should have taken the price index of 30 days prior to the decision of price adjustment, but it
has paid excess price adjustment of NRs. 24 million 484stnd without doing so.

Dharan SufMetropolitan, while making the computation of price adjustment of
foreign currency of one water supply project, should have computed the amount on the basis
of eachcurrencyas per the condition of contract, but by canipg with different method, it
haspaid the excess payment dfRs. 30 million 61 thousand. Siddharthnagar Municipality,
Rupandehi, has provided excess price adjustment of NRs. 8 million 840 thousand as it has
calculated the total bill amount without deting the mobilization advances and provisional
sum amounts. The total excess price adjustment paid NRs. 63 million 385 thousand should be
recovered.

Excess Disbursemen®& While providing disbursements of grant amounts to schools with
respect to teachersalary and others, an examination need to made whether the required
procedures have been fulfilled or not. The 565 local levels have provided the disbursement of
NRs. 123 million 125 thousand in excess of the entitlement amounts as they have provided
doubk disbursements without examining the earlier disbursemengspvigled additional
disbursements, provided disbursement in respect to retired persons and provided more
disbursements than the approved positions. The persons involved in such disbursements
should be held responsible, and the excess provided amounts should be recovered by taking
actions to the persons that involved in excess disbursements.

Social Service Program8 The Government of Nepal has been providing the social security
allowances to lderly citizens, widows, fully disabled, single woman, children, endangered
tribes, aadibasi janajati (indigenous nationalities). As per the financial statement submitted by
Ministry of Federal Affairs & General Administration, total of NRs. 37 billion 4Bilion

392 thousand has bespentin social security allowance in this year. In accordance with the
Social Security Program Operations Procedures, 2015, the final installment advances need to
be settled within 25th of AsadhVhile conductingan examinabn on the basis of sampling
check with respect to the unsettled advances of more than NRs. 2 million, the 40 local levels
of Province Ne2 have not settled advances of NRs 841 million 462 thousand, 13 local levels
of Province Ne5 have not settled NRs. 24million 492 thousand, and 14 local levels of
Province Nel have not settled NRs. 154 million 326 thousand. Besides these, the advances
of NRs. 39 million 468 thousand of Saru Rural Municipality of Mugu, NRs. 13 million 837
thousand of Nisikhola Rural Mugipality of Baglung, NRs. 8 million 814 thousand of
Bagchaur Municipality of Salyan, NRs. 3 million 516 thousand of Bheri Municipality of
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Jajarkot, and NRs. 2 million 946 thousand of Suryabinayak Municipality of Bhaktapur have
not been settled. Actions @lld be taken to those which have not settled by submitting the
required documents in specified time.

Financial Assistance8 As per Local Government Operations Act, 2017, any financial
assistance, donation, prize and institutional grants cannot be wstrifsom the amounts of

local levels. The 69 local levels have distributed the financial assistances of NRs. 63 million
125 thousand. Such acts should be controlled by making responsible to the officials that have
expended the financial assistances.

Welfare Fund 8§ Section 91 of Local Government Operations Act, 2017 provides the
provisions related to the retirement fund. Every local level is required to deposit amounts in
the Fund by deducting 10 percent amount from the prevailing monthly salary of each
empoyee working in the approved position of local service and adding an amount equivalent
to such deducted amount. From the equalization grants, the 53 local levels have transferred
NRs. 122 million 709 thousand in employee welfare fund. From the singlenpagesision of

Chief Administrative Officer of Rajbiraj Municipality of Saptari, NRs. 14 million has been
transferred from fiscal equalization grant to employee welfare fund. Such grant amounts
cannot be transferred directly to employee welfare fund withwaking provision in the Act.

The transferred amounts should be taken back and deposited in local level consolidated fund.

Direct Purchase- Section 8(2) of the Public Procurement Act 2007 mentions that any public
entity shall not make direct purchasaéi to time so as to avoid the competition in purchases.
Pursuant to the purchases of recurrent and capital asset, the 302 local levels have done direct
purchases of NRs. 2 billion 58.45 million without making any competition. The persons
making such purclses as against the Act and Rules should be held responsible.

Vehicle Purchase§ Pursuant to vehicles and motorcycles purchased by the local levels, when
conducted an examination with sampling basis in course of audit, it is observed that the 172
local levds have incurred the expenditure of NRs. 902 million 653 thousand by purchasing
210 four wheeler vehicles and 221 local levels have incurred the expenditure of NRs. 291
million 385 thousand by purchasing 1 thousand 118 motorcycles, and the total expenditur
incurred in such purchases has figured NRs. 1 billion 194 million 38 thousand. The vehicles
have been purchased for the purpose of chiefs and deputy chiefs, Chairperson and employees
of the local levels and the local levels which have not purchasedeshiave used vehicles

by taking on hire. Though some of local levels have purchased vehicles form their internal
incomes, most of them have purchased by utilizing the equalization grant ambusts.
revealed that the equalization grant amounts whiehtarbespentfor development and
construction works have been expended for getting facilities and consumption related
activities.

Tax on Payment8 Section 88 & 89 of Income Tax Act, 2002 provides the provision relating

to tax deduction at source in nmia§ payment. This year, various local levels have not
deducted the applicable income tax and rent tax of NRs.180.60 million deductible as tax at
source. Pursuant to the payment granted without deducting the taxes, the applicable tax
amounts should be recened.

Outstanding Amounts 8 The outstanding amounts ascertained and specified in agreement
need to be received within specified period as per condition of the agreement. Observations
related to this are as follows:

Kathmandu Metropolitan is still to recew NRs. 21.1 million that borrowed from the
retention money of deposit. Birathagar Metropolitan is to recover NRs. 75 million 397
thousand with respect to fee, tax, rent, assets etc., Lalitpur Metropolitan is to recover NRs. 51
million 313 thousand with rgpect to fee, tax, rent, assets etc., and Pokhara Metropolitan is to
recover NRs. 37 million 146 thousand with respect to vehicle parking fee, shutter rent,
integrated property tax and export tax etc.
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239.2 Birgunj Metropolitan has not yet recovered NRs. 288llion 117 thousand from various
organizations/institutions with respect to income contract, property tax and shop rent etc.,
Bharatpur Metropolitan has not recovered the revenue arrears of NRs.4 million 37 thousand,
Janakpur SulMetropolitan has not yerecovered NRs. 5.2 million with respect to contract
made for fair market, Hetauda Municipality has not recovered NRs. 4 million 375 thousand,
Belauri Municipality has not recovered NRs. 2 million 412 thousand, and Gaushala
Municipality, Mahottri has norecovered NRs. 2 million 177 thousand with respect to income
contract of fair market. Thus, the total amount to be recovered has appeared NRs. 277 million
318 thousand.

The above mentioned outstanding amounts should be recovered and deposited in
local mnsolidated fund.

240. Unproductive and Distributive Expenditure 8 Section 76 of Local Government Operations
Act, 2017 provides that the accounts of inceempenditure should be maintained responsible
manner in accordance with the expenditure classificatiorcdmtrolling all loss, burden,
unproductive and distributive expenditure. However, the 22 local levels, without incurring
expenditure in accordance with expenditure classification and explanations, have granted the
payment of NRs. 15 million 183 thousandtiwrespect to the distributive and unproductive
expenditure such dshome tuition, repairs of personal residence, use of government goods in
personal residence, grants in respect to personal damages, excessive repairs, irrelevant
financial assistance, pthase of vehicles in road inaccessible places, foreign tours from grant
amounts, driver expenses for motorcycles, private use of fuel, remuneration for budget
speech, picnic expenses. There should be control in such distributive and unproductive
expenditue and the person making such expenditure should be held responsible.

241. Embezzlement of Amounts§ In course of transferring NRs. 662 million 837 thousand
through cheques from local consolidated fund for the distribution of social security program,
one office of Kattari Municipality, Udaypur has transferred the payment of two cheques
amounting to NRs. 39 million 837 thousand in his own bank account. The Municipality office
has accounted the embezzled amount uThder Ofii
financially irregularized and embezzled amount should be recovered from the concerned
person taking departmental actions as per prevalent laws.
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4. Areas for Improvement

Budget and Expenditure Management§ The budgets should ballocatedin prodictive
areasbased on the priorities of the lotgrm plan, certaintyn the receipt of assistances,
threeyear expenditure projection etc. to attain the goals of the poverty alleviation, gender
equality and sustainable development. While making budgetnditpee, there should be
control in unproductive expenditure maintaining economy and efficiency in expenditure. The
system of reward & punishment should be introduced by linking the budget and expenditure
management with performance evaluation and careseldpment of the concerned
employees.

Foreign Aid §All foreign aidshould be includeth national budgetary system, the practice of
incurring expenditures through international fgmvernmental organizations should be
controlled. Any foreign aid whichsiby nature focused on specific groups or publicity of
religion and affects the religious & cultural harmony of the country should not be accepted.
The received foreign aid monies should be fully utilized through the enhancement of the
foreign aid mobilizéion capability, and the reimbursementdareign aidshould bemade in
timely manner

Project Management 8§ The national construction capacity should be determined by
analyzing the availability of necessary means & resources for project construntiadhea
capacity of construction entrepreneurs. The projects should be completed within specified
time by resolving the problenabserved duringroject selectiorand execution ohational

pride projects and other development & construction works, and rsent situation of
increasing both the time & cost of projects needs to be improved. In addition, the project
managershould be made responsible by conducting performance evaluation based en result
oriented indicators, and the monitoring & evaluatiorteysshould be made more effective.

Procurement Management§ The lacunae and weaknesgeand in contract management,
implementation, worschedule, time extension, variation, price adjustment, quality of
construction works and monitoring should be ioyad. The works are to be completed by
taking actions as per clauses of the contract to the construction entrepreneurs that have not
performed worksin timely basis. Pursuant to the desmbuilt contracts, a clear legal
provision should be made pertaigito subject matters inclusive of the norms for preparing
cost estimates, tender documents, price adjustment etc. In addition, since the guidelines,
directives, and basis of evaluation have not been prepared to invite proposals and make
evaluation of the publici private partnership, Bui#®wn-OperateTransfer (BOOT),
engineering procurement contract and operation, financial lease proposal and making
assessment, such documents should be prepared.

Safeguarding Public Property and Usagei The public & Guthiowned and forest owned

land should be safeguarded by updating the records of encroachment and clearing the
encroachments and the government owned properties including houses & lands, vehicles
should be safeguarded and utilized by updating the records opsaprties. The monitoring

works of mining excavation, electricity generation licenses, renewal and production should be
made effective. The offeringo temple should be properly managed, and the repair &
maintenance and conservation of heritages shautthlried out.

Service Delivery8 All public entities should determine service delivery standards to provide
the delivery of services economically, effectively and efficiently to meet the demands of
service recipients and for maximum utilization of theilavde public resources. In the offices

such as land revenues, survey, foreign employment, transport management, where there exit
excessive pressure of the service recipients, the role of mediators or-pedsté@ should be
minimized by introducing systersuch as- flex time system, token system, ewendow

system and heldesk system, and the services should be delivered through electronic medium
to reduce the time and cost of service recipients. The delivery of services should be made
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more effective by mhancing easy access in health services and distributing free educational
materialsin timely basis and regular monitoring of markets; there should be system to
moni tor service recipientso6 satisfaction and
the grievances handling and public hearing procedsmdd be improved

Reforms in Revenue Administration § Efforts should be made to improve in revenue
projection system, determine the revenue targets making the tax amaxnates pertinent,

bring al persons operating transactions in tax net, increase tax compliance standard, and
make the tax examiner responsible with expansion of the scope of tax examination. There
should be arrangements to interlink between all regulating entities through thef use
information & technology by making customs evaluation realistic, to make the customs rates
explanations more clearer, to link with Inland Revenue Department by effective
implementation of billing system, to conduct necessary reviews of the systemnohgra
revenue exemption on the basis individual decision, and to provide the Permanent Account
Number (PAN) to all profession and business persons. There should be control in under
invoicing and under assessment in import export, building & land, salecafsgt services,
bringing all professionals and businesspersons in tax net through the exchange of information,
and making arrangement of the requirement to present tax clearance evidence while
purchasing the shares, house & land and assets more thdiredmaoiount. Efforts should be
made to resolve tax disputes timely basis, recover the revenue arrears strictly, determine
loan-capital ratio for the tax purpose. Legal provision should be made to recover taxes in all
electronic transactions inclusive sdcial networks, social media, and online businesses.

Laws Related To Financial Management The provision made in Financial Procedure Act
1999 with respect to fines should be revised as per relevancy ofdimaintain financial

good governance thrgh the enhancement of public accountability and transparehey
responsibilities and accountability should be determined in public sector by defining the
controlling entities and controlled entities, and the audit committee should be constituted in
everyministry. The legal provisions should be revised with respect to reducing the ceiling of
providing advances in construction works and charging interest in overdue advances, making
arrangement for obtaining performance guarantee in consultancy servideg, rftes
through integrated contract management in respect to the goods along with the stationery to
be used by all offices, determining the maximum ceiling for time extension, and adding the
defect liability period in construction works. Legal provisashould also be made to invite
tender only after the completion of all preparatory works that necessary prior to construction
works and taking action to the contractor that keeps the works incomplete without completing
such works on time, and not grantithge price adjustment in case the time extensions of any
procurement contract are granted. Likewise, legal provisions should also be framed inclusive
of basis and standards to make the person responsible that have prepared and approved a
wrong drawing, degn or cost estimates, and the legal provision should also be made to make
compulsory declaration from the contractors for the works which are acceptable on the basis
of availability of their capacities of capital, equipment, human resources and disgliin
tender if the works of any contractor becomes beyond its capacity.

Compliance With Financial Accountability i Efforts should be made to implement
effectively theprovision of overall responsibility and accountability of the works performed
by fedeal, provincial and local level rest upon t@aief AccountingOfficer of the concerned
entity; make accountable for the decision taken by the elected/nominated officials; develop
indicators for public enterprises and projects that operates more thanesbecifount;
appointing chiefs of public enterprises and project chiefs preparing performance contract on
the basis of indicators; and evaluating the status of financial accountability compliance of the
political officials and employees that are serving \ebaertain level. There should be
arrangements for taking departmental actions to the officials that do not present accounts and
not get done the internal and final audits, and exchanging information between regulating
entities pursuant to the subjectfofancial management
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Use of Information Technologyi To make time and cost effective of the subject matters
such as information flows, collection, service delivery, transparency and decision process
through the use of information & technology, theh®uld be arrangement for enhancing IT

in offices, getting approval from Department of Information Technology while selecting
software to be used in office, assuring reliability of used technology through conducting the
system audit, and delivering semgcthrough the same type of information technology system
by the entities that have similar work nature.

Accounting and Reporting Systemi Nepal Public Sector Accounting Standards for public
sector entities should be fully implemented in federal, pial and local levels. The
accounts and accounting system should be updated on the basis of international standards.
The financial reporting should be made effective by implementing the integrated reporting
software that captures the transactions of pres and local levels in addition to the
accounting software being used the Computer Based Integrated Government Accounting
System (CGAS). The integrated financial reports should be prepared by consolidating the
income and expenditure of provinces and léeeels in federal financial reports.

Internal Control and Internal Audit 1 Sectorial internal control system and code of conduct
should be developed and implemented as per the work nature of the federation, provinces and
local levels, and regular maaiing of such activities should be conducted. The organizational
structure should be arranged maintaining the operational independency of internal audit, and
the effectiveness of internal audit should be enhanced through developing professional
capability, implementation of guidelines, standards and directives, undertaking the capacity
development and supervision.

Enabling Final Audit & Budgets and physical resources should be available to maintain
professional independency of the employees workinbdaraudit institution and guarantee the
administrative and financial independency. In addition, there should be arrangement for
making the personnel administration of office of the Auditor General by very office. The
auditorsdé pr of es spiogramadhdulsl he cdrelucted oy pupdating audit
policy, standards, and procedures on the basis of good international practices. The audit
quality control and quality assurance review system should be made more effective.
Additional resources are needed fapacity development of employees to conduct the
subjectwise audits such as financial, compliance, environmental, information technology,
concurrent audits etc. There should be amendment in laws to review the practice of
conducting field audit of each araery expenditure unit, classify the audited entities into
controlling entities and controlled entities and conducting the audit of the offices under
controlling entities only on the basis of risk based approach without visiting all entities, and
taking the responsibility of the controlled entities by the controlling entities. In accordance
prevailing federal structur e, it i's necessal
structure in provincial level for the physical presence to this officeavimces.

Financial Management of Provinces8 To make reforms in financial management and
expenditure management of the province level, there should be reforms to link the budget
appropriation, expenditure and achievement with performance evaluatiortrol con
unproductive expenditure, and select and implement the province level pride project and
prioritized projects. The province level laws are to be formulated harmonizing with the
federal laws in accordance with the Constitution of Nepal, and the standexdto be
prepared and implemented to maintain uniformity in terms of service and facilities of all
officials. To perform works in accordance with prevailing laws, the internal control system
should be framed and implemented as per nature of works tpeliermed, and the
appropriate service delivery system should be adopted to minimize the time and cost of
service recipients. The revenue collection should be made effective in accordance with the
jurisdiction specified by InteGovernmental Fiscal Managemt Act, 2017. There should be
arrangements to prepare the consolidated fund accounts of province levels in accordance with
formats approved by the Auditor General and submit and deliberate the annual audit reports
of province levels in province public ammts committees through provincial assembly.
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Financial Management of Local Levels8 To make reforms in financial management and
bring effectiveness in utilization of means & resources of the local |eNese should be
reforms in budget formulationmplementation and expenditure management to adopt the
policies such asi linking the budgetallocation expenditure and achievement with
performance evaluation, formulating and implementing the standards for controlling
unproductive expenditure, controlj in the practice of allocating budgets in fragmenting
many projects, and making investment only in prioritized projects. The local level laws are to
be formulated harmonizing with the federal laws in accordance with the Constitution of
Nepal, and the stalards are to be prepared and implemented to maintain uniformity in terms
of service and facilities of all officials. There should be arrangements for collecting trimester
incomeexpenditure statements of local levels by Provins@lounts Compoller Office and
sending them to federal Ministry of Finance. There should be arrangement for preparing the
consolidated fund accounts of local levels in accordance with format approved by the Auditor
General and adopting the policy not to make conflict of intemesthe settlement of
irregularities of local levels.

Audit of Corporate Bodies and Committees” The corporate bodies and Committees should
prepare financial statements as specified by accounting standards and get them audited in
specified time. With rgsect to the minimal returns received from corporate bodies as
compared to the investments made by the government in such bodies, it is essential to make
reviews and an appropriate alternative for management reforms should also be adopted. In
addition, theconsultation for the appointment of auditor should be obtaiimeely for the

audits of the substantially owned corporate bodies and the audits of such corporate bodies
should be completetimely.

Information Flow and Coordination § 1t is essential to del@p a mechanism to exchange

the financial management related information between regulating agencies such as the
Commission for Investigation of Abuse of Authority, Office of the Auditor General, Prime
Minister & Council of Ministers, Ministry of Financé&jinancial Comptroller General Office,
Money Laundering Investigation Department, Inland Revenue Department, Department of
Customs, Revenue Investigation Department, Nepal Rastra Bank. etc. Interactions are to be
conducted regularly between the stakeholdgrarliamentary committees, government
entities, universities, boards, media persons etc.

Monitoring, Follow -up Audit and Implementation of Decisionsi The irregularities should

be cleared timely basis by making settlement by the concerned official cifiespén
Financial Procedure Act, 1999 and conducting follow up of such activities. In addition, the
records of the decisions and directives of the Public Accounts Committee should be
maintained and the monitoring of the implementation status of suchiatecishould be
conducted effectively.
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5. Office Activities

Diamond Jubilee Ceremonyi In the presence to Rt. Honorable the President Mrs. Bidya
Devi Bhandari, the 60th anniversary (Diamond Jubilee) program 2018 of the Office of the
Auditor General was Ihé on 2018/06/29. In the program, highlighting to the matter that the
irregularity figures have been growing in spite of reforms made in audit procedures &
methodology and the efforts made to make the concerned officials responsible and
accountable, and ¢hgrowth in irregularity figures indicates the lack of fiscal discipline in
public entities, Honorable the President had drawn attention of the concerned entities on
effective implementation of the findings and recommendations mentioned in Auditor
Ge n esrRepol pertaining te budgetary discipline, procurement management, project
management, responsibility & accountability, internal control and service delivery etc.

On the occasion, the Auditor General acknowledged the matter that pursuant to
maintenace of the good governance, the office has been moving ahead in a planned manner
by determining its vision/missioh i We strive to be a credible
accountability, transparency and integrity for the benefit of the people and provide
independent and quality audit services to ass
further added that to make the audits more effective in upcoming fiscal years, the office has a
plan to increase the numbers of performance, environmentahtorchation & technology
audits with respect to the subject matters of national significance in addition to the financial
and compliance audits.

Audit Entrance Meeting 7 In the presence of Rt. Honorable Prime Minister Mr. K.P.
Sharma Oli, a meeting relagino audit planning of fiscal year 2017/18 was concluded at
Office of the Prime Minister & Council of Ministers, Singh Durbar on 2018/07/31 with the
participation of Accounts Responsible Officers of the Government of Nepal along with the
presence of ChiefSecretary of Government of Nepal, General Secretary of Federal
Parliament Secretariat, Chief Registrar of Supreme Court.

In the program, keeping own views on relating legal complexities and fiscal
discipline, the Rt. Honorable Prime Minister highlightedhe matter that the level of fiscal
discipline would be measured on the basis of the growth in irregularities amounts, the role of
political leadership would be vital to maintain accuracy, fairness and transparency in financial
transactions of the ovetadublic administration. He had drawn attention of the participants to
show activeness in settlement of irregularities existed in public entities and to act in days to
come in such a manner any irregularity would not arise in the financial transactienRt.Th
Honorable Prime Minister also directed t@hief Accounting @ficers to take actions by
identifying corruption related activities of serious nature and to deliver the -besdt
performances with significant reforms in the fiscal discipline angicerdelivery for the
prosperity of the country.

Likewise, in respect to fiscal discipline, the Auditor General conducted discussions
with Rt. Honorable Acting Chief Justice Mr. Om Prakash Mishra of Supreme Court on
2018/08/16 along with the presence loé IChief Registrar, Registrar and employees, and the
Rt. Honorable Speaker Mr. Krishna Bahadur Mahara of House of Representative and Rt.
Honorable Chairperson Mr. Ganesh Prasad Timilsina of National Assembly of Federal
Parliament meeting them on 2018/08/&imilarly, meeting Rt. Honorable Chief Justice Mr.
Cholendra Sumsher JBR, the Auditor General also conducted dialogue with respect to the
audit process and reporting arrangements.

Organization Structure and Approval of Positioni As per decision of # Government of

Nepal of date 2018/07/ 16, the new organizat:i
of fice have been approved in accordance with
& Management Survey Report.veltheemdlIfdyeesdd npian
which existed 448 previously, has reached 614 at present. In course of implementation of
approved organizational structure and position, the liaison offices of the Office of the Auditor
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General will be established and operatealin7 provinces. It is expected that this will be
helpful in performing the audit works of the federal, provincial, and local levels as specified
manner in accordance with the federal structure and making the audit works trustworthy and
gualitative.

Interaction Program 81In the presence of the Auditor General, the province level interaction
and discussion programs were organized in all 7 provinces in the mob#cember 2018

and January 2019vith the provincial heads, chief ministers, ministers andrpbesons of
provincial assembly, chief secretary and secretaries of province and other officials pursuant to
the constitutional & legal arrangements and reporting system of the federal, provincial and
local level audits and other contemporary issues.

Similarly, 36 programs were organized in 15 districts inclusive of Kailali, Surkhet,
Rupandehi, Kdg, Chitwan, Makwanpur, Parsa, Dhanusa, Saptari, Sunsari, Morang,
Kavrepalanchowk, Sindhupalanchowk and Dhading covering all 7 provinces. In these
programsthe discussion and interaction programs were conducted with around 5 thousand
persons/officials along with chiefs of district coordination committee, chiefs of local levels,
chief district officers, chiefs of government entities existed in districts, atcohiefs,
journalists and the representatives of civil societies. In the programs, the participants had put
various curiosities and grievances about the status of performances of local levels, problems
observed& challenges encountered and various subjeatters of audits, which were
addressed in course of discussion.

Integrated Financial Management Reform Project§ Under Component B of Integrated
Financial Management Reforms Project run under the support of the World Bank, the Office
of the Auditor Gemral's Strengthening Project has been implemented from 2018/06/27. This
project includes major programs such jasmaking contemporary reforms in auditing
standards, making the audits more effective and qualitative, enhancing the capacity of
employees, prooting electronic audits based on information & technology, enhancing the
civil participation in public sector audit ef€he grant assistance of US Dollar 40 million will

be received from the multionors trust fundior the purpose of Office of the Audit@eneral

The project will be in operation for the three years.

Audit Advisory Committee 8§ Audit Advisory Committee has been constituted with the
inclusion of 16 persons that have acquired specialization in different fields with an objective
to enhance trstworthiness & quality of the audit and to carry out reforms in its legal,
procedural and practical aspects and to assist in implementation of the audit reports. The
Committee has provided the important suggestions/ advices to Auditor General in its 2
meetings heldduring this year pertaining to federal, provincial and local levels audit
procedures, methodologies, and major subjects to be addressed by the audit and the effective
implementation of the audit reports.

Assent of Audit Act § The President hagiven assent to the bill related to audits on
2019/03/29 which approved by the federal parliament with an objective to make laws related
to audits in line with demand of time. With this, the previously implemented Audit Act 2048
(1991) has repealed ancethew Audit Act 2018 has come into effect.

In the Act various subject matters including the concurrent audit, audits of grants and
assistance, the expansion of office of the Auditor General and audits of province and local
levels have been provisionedh the Act, some additional arrangements have been provided
relating to make the reporting system more
issue directives, write for taking actions, reward its employees that have excellence
performance, delege authority, formulate Rules and standards or guidelines.

Likewise, the Act also includes the provision relating to the submission of report to
Rt. Honorable the President or Heads of Provinces at any time by conducting the audits in the
condition where the current or necurrent national properties have caused a huge loss &
damage or may cause such loss & damage if an action is not taken immediately. It is expected

Auditor General's Fifty -Sixth Annual Report, 2019-Summary - 94

(



10.

11.

111

11.2

11.3

12.

that the improvement made with respect to audit provisions will help in making more
trustworthy and enhancing the quality to the audit works, and bring positive results on the
audi tsd overall aspects in days to come.

Approval of Accounting Format and Economic Code Classificationi The Auditor
General approved the Integrated Economic Gamted Classification and Explanations 2074
(2017) which submitted through the Ministry of Finance after amendment & revision by the
Financial Comptroller General Office in line with provincial and local level structures, and
the formats of financial repang (AG Form No. 210(A) and AG Form No0.210(B)) based on
Nepal Public Sector Accounting Standards on 2018/08/21 and 2018/11/25 respectively. It is
expected that the implementation of the approved Economic Codes, Classification and
Explanations and revisdihancial statement formats will ease in preparation and presentation
of the financial statements of federal, provincial and local levels.

Relation and Communication with Stakeholders- The relationship with stakeholders has
become vital to make efféee of the implementation of the audit reports with the
enhancement of the impact of audit results. Keeping view to this matter, the Office has been
giving an emphasis on conducting regular interactions and discussions with the officials of
federal parliarent, parliamentary committees, and provincial & local levels, the officials of
public enterprises, private sector, media and other stakeholders etc. Similarly, after the
implementation of 6 year Action Plan of the Auditor General, this office has been
conducting the regular monitoring of audit field works, discussion & interaction relating to
financial management and audit works, flows of information through the issue of press
notes, and publishing the monthly bulletin, Audit Journal and websitesharaffice has

been following the policy to acknowledge mass citizen level about the compliance status of
public financial management through the strengthening the relation with communication
media.

Office Building 7 Rt. Honorable President Mrs. Bidhya DeBhandari laid down the
foundation stone of this officebs building o
Kathmandu with multi storey having the floor area of 11 thousand 159 sq. meter. Presently,

the physical progress has remained 60 percehttivt completion of the construction works

of the outer structure of the building. A contract agreement was signed on 2016/08/15 with a
construction contractor for the contract price NRs. 542.2 million to be completed by
2019/09/09. For the construction thie building, the Government of Nepal had provided 10

ropanies 13 aanas of land existed in Anamnagar Kathmandu. It is expected that the
construction works of the building witlecomplete within the specified time.

Other National Activities T Major natonal activities performed during the reporting period
are as follows:

A Deputy Auditor Gener al of this Office re
Janasewashreedo on the occasion of the Republ
Civil Service Award on the occasion of Civil Service Day, 2073 (2016). Likewise, on the
occasion of Diamond Jubilee, the Rt. Honorable President honored a former Auditor General

and awarded prizes to 7 employees inclusive of one Assistant Auditor General affitd

for their excellence performances.

This year, 3 Assistant Auditor Generals of the office participated in Senior Executive
Development Program and new appointment and placement were made to 23 employees inclusive
of 1 Assistant Auditor Genal; 3 Directors, 11 Audit Officers, 5 Audit Superintendents and 1
Audit Inspector upon the recommendation of Public Service Commission.

In course of audits & replies and reporting, the Auditor General participated in 367 meetings
and discussion progms, (inclusive of 244 external and 123 internal) conducted with the
Government of Nepal and officials of public institutions and staffs of this office.

International Activities - To enhance the audit as per international standards through
adopting thegood practices prevailed in public sector audit, the following major activities
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have been performed in this year with an objective to acquire knowledge about the practices
followed by other countries and acknowledge the works performed by this offitteeto-0

A team consisting of two members led by the Auditor General participated in the program on
topic heading AThe Contribution of Supreme A
Devel opment Goal sd organi zedt ijwiitnited sy obfy WBnoictie
Department and | NTOSAI Devel opment I nitiativ:
in 19th. & 20th. July 2018In the program, a discussion was held on the topic subject the

roles of leadership of Supreme Audit Institutiomsd stakeholders in implementation of
Sustainable Development Goals, along with the sharing of information about the audit
practices and experiences.

A team consisting of three members led by the Auditor General participated in the 14th.
Annual Assenbly and 7th. International Symposium of Asian Organization of Supreme Audit
Institutions (ASOSAI) organized in Hanoi of Vietnam front"1622" September 2018, and

the deliberations was made in the program pursuant to strategic plan, budget, amgnaai pro

and capacity development programs of the Supreme Audit Organizations. The Heads and
representatives from 46 Supreme Audit Institutions of Asia & Pacific region participated in

the meeting. Nepal served as a member of governing board since 2015 amdG#8lected

as member for tenure of upcoming 3 years. In the program, a paper was presented on behalf

of Nepal pursuant to topic heading AThe Rol e
Sustainabl e Devel opment Goal so.

The Auditor Generaparticipated as a panel speaker in Annual Global Forum organized by
Global Partnership for Social Accountability of the World Bank held in Washington D.C. of
United States of America since "80ctober to £ November 2018. The main objective of

the progam was to enhance collaboration with civil society organizations, expansion of
human capital and mutual respects with international organizations in public audits, and to
share knowledge, skill and experiences between the participants.

A team consigng of two members led by the Auditor General participated in the Third Joint
Conference 2019 of Asian Organization of Supreme Audit Institutions (ASOSAI) and

European Organization of Supreme Audi't l nsti
Emergency8§i t uati on and Emerging | ssueso organi zec
With joint collaboration of INTOSAI Development Initiative (IDI) and the Office of the Auditor

Gener al Nepal a workshop was organized on t he

Corruptiono on 2075 Asadh (2018 July) in Kath
development of Supreme Audit Institutions to carry out the performance audits on institutional
arrangements for corruption controls. In the program, the pattmipwas made from 32
participants of Supreme Audit Institutions of different 11 friendly countries from Asian & Pacific

region and 4 instructors from Nepal, Cameroon, Thailand and Guam.

The participation from employees of this Office was madevarious foreign trainings,
workshops, seminars, and study programs organized by the Supreme Audit Institutions of
friendly countries- China, India, Pakistan, Thailand, United Arab Emirates, Kuwait, Kenya,
Austria, Cheek Republic and South Africa. Likesy the participation from employees of

this Office was made in capacity development programs organized by the INTOSAI
Development Initiative (IDI) and Asian Organization of Supreme Audit Institutions. As per
the requests made by the institutions, theplegrees of this office had also served as the
resource persons in the programs organized by those institutions. With the involvement of IDI
instructors, an audit was carried out on institutional arrangements against corruption and the
pre-preparation stagiof implementation of the sustainable development goals.

This year, two employees of this office represented in the joint audit team for carrying out the
audit of South Asian Association of Regional Cooperation (SAARC) Secretariat and its
Region& Centers
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