IRRIGATION SYSTEM ENHANCEMENT PROJECT

IBRD LOAN 8267-AM

IMPLEMENTED BY WATER SECTOR PROJECTS IMPLEMENTATION UNIT
STATE INSTITUTION

SPECIAL PURPOSE FINANCIAL STATEMENTS
AND
INDEPENDENT AUDITOR’S REPORT

For the year ended 31 December 2017

YEREVAN
March 2018




TABLE OF CONTENT

Page
e L R RN g o R ————————— 3
VAR e e s ) A ————————————— i
STATEMENT OF SOURCES AND USES OF FUNDS ......ccevvuieneeeeereeneeeesseeeess e s e s 6
STATEMENT OF USES OF FUNDS BY PROJECT ACTIVITY vevueeeeieeeeeeeeeneeeeesseness s 7
SUMMARY OF SUMMARY REPORTS AND SOES.......cevviiiereneeeeeeeneneeessnnssessennssssseeme e 8
AR TS e o B Tacae | T GO ——————————————— 9
NOTES TO THE SPECIAL PURPOSE FINANCIAL STATEMENTS ....evveneeeeeeeee s 10

ANNEX 1. RECONCILIATION BETWEEN THE AMOUNTS SUBMITTED BY THE PIU AND DISBURSED BY THE
L R ER L R ———————————————————————— 15




Tel: +37410 528899 10 V. Sargsyan str.,
E-mail: bdo@bdoarmenia.am Office 114,
www.bdoarmenia,am Yerevan, Armenia

INDEPENDENT AUDITOR’S REPORT

To the management of “Water Sector Projects Implementation Unit” State Institution
Opinion

We have audited the accompanying special purpose financial statements of the “Irrigation System
Enhancement Project” (“Project”) financed by IBRD Loan Agreement 8267-AM dated 29 May 2013
(“Loan Agreement”), and implemented by the “Water Sector Projects Implementation Unit” State
Institution (“WSPIU”), which comprise the Statement of Financial Position as at 31 December 2017,
the Statement of Sources and Uses of Funds, the Statement of Uses of Funds by Project Activity,
Summary of summary reports and SOEs, the Statement of Designated Account for the year ended 31
December 2017, and a summary of significant accounting policies and other explanatory notes.

In our opinion,

1. the special purpose financial statements present fairly in all material respects the financial
position of the Project as at 31 December 2017, as well as the sources and uses of funds for
the year ended 31 December 2017 in accordance with the accrual basis of accounting
described in the Note 2 accompanying these special purpose financial statements;

2. funds have been used in accordance with the conditions of the Loan Agreement concluded
between the Republic of Armenia and International Bank for Reconstruction and
Development (IBRD), and World Bank related guidelines, with due attention to economy
and efficiency, and only for the purposes for which the financing was provided;

3. supporting documents, records and accounts have been maintained to support claims for
reimbursement of expenditures incurred. Expenditures included in the withdrawal
applications and reimbursed against are eligible for financing under the Loan Agreement;
Interim Unaudited Financial Statements (IFSs) issued by WSPIU during the reporting period
are in agreement with the underlying books of account;

4. The Designated account used has been maintained in accordance with the provision of the
Loan Agreement, and World Bank related guidelines;

5. Works, Goods and Services financed have been procured in accordance with the Loan
Agreement and World Bank related guidelines.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs) as issued by
International Auditing and Assurance Standards Board (IAASB) of the International Federation of
Accountants (IFAC). Our responsibilities under those standards are further described in the
Auditor’s Responsibilities for the Audit of the Financial Statements section of our report.

We are independent of the Project and the WSPIU in accordance with the International Ethics
Standards Board for Accountants’ Code of Ethics for Professional Accountants (IESBA Code), and we
have fulfilled out other ethical requirements in accordance with |IESBA Code. We believe that the
audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Emphasis of Matter- Special purpose framework

We draw attention to Note 2 to the financial statements, which describes that financial statements
are prepared in accordance with special purpose framework, as a result, they may not be suitable
for another purposes. Our opinion is not modified in respect of this matter.

Management’s Responsibility for the Special Purpose Financial Statements

The management of the WSPIU is responsible for the preparation and fair presentation of these
special purpose financial statements in accordance with the accrual basis of accounting described
in the Note 2 accompanying these special purpose financial statements, and for such internal
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independent member firms




control as management determines is necessary to enable the preparation of special purpose
financial statements that are free from material misstatements, whether due to fraud or error.

Auditor’s Responsibility for the Audit of the Special Purpose Financial Statements

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

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

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

» Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

e Evaluate the overall presentation, structure and content of the special purpose financial
statements, including the disclosures, and whether the special purpose financial statements
represent the underlying transactions and events in a manner that achieves fair
presentation.

We communicate with management regarding, among other matters, the planned scope and timing
of the audit and significant audit findings, including any significant deficiencies in internal control
that we identify during our audit.

R i

26 March 2018
“BDO Armenia” cjsc _ -ﬁ{ﬂ{ﬂ\/
~Nazik Chitchyan

Aq’ditor

IBDO




STATEMENT OF FINANCIAL POSITION

Irrigation System Enhancement Project
IBRD Loan 8267-AM
As at 31 December 2017

ASSETS
Cash

Designated account -IBRD Loan 8267-AM (in USD)

Current account - Government of RA (in AMD)

Total Cash

Prepayments

Cumulative project expenditures

Foreign exchange loss

TOTAL ASSETS

FUNDS AND LIABILITIES

Accounts payable

Funds

IBRD Loan 8267-AM

Government of the Republic of Armenia

Total Funds

TOTAL FUNDS AND LIABILITIES

31.12.2017 31.12.2016

Note usD usD
2,626,312.97 2,957,732.57
2,626,312.97 2,957,732.57
4 448,267.32 1,667,660.94
3 34,014,907.09 26,981,940.47
7 118,806.29 121,419.37
37,208,293.67 31,728,753.35
5 651,718.23 340,546.45
6.1 29,751,433.40 25,683,632.05
6.2 6,805,142.04 5,704,574.85

36,556,575.44

31,388,206.90

37,208,293.67

31,728,753.35

The special purpose financial statements were approved by the management of Water Sector
Projects Implementation Unit State Institution and signed on its behalf on March 26, 2018. The
accompanying notes form is an integral part of these special purpose financial statements.

Feliks Meligyan

Deputy Director

Ashkhen Janjughazyan

Financial Manager
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SUMMARY OF SUMMARY REPORTS AND SOEs

Irrigation System Enhancement Project
IBRD Loan 8267-AM

For the year ended 31 December 2017

In USD

Application

Application (1) Goods, works, non-consulting Total
N value date services, consultants’ services,
training and operating costs for
the Project

16 27-Jan-2017 2,042,267.43 2,042,267.43

17 03-May-2017 72,175.39 72,175.39

18 02-Aug-2017 1,039,939.36 1,039,939.36

19 19-0ct-2017 985,594.56 985,594.56
Total 4,139,976.74 4,139,976.74

Irrigation System Enhancement Project
Special Purpose Financial Statements
for the year ended 31 December 2017

8/15



STATEMENT OF DESIGNATED ACCOUNT

Irrigation System Enhancement Project
IBRD Loan 8267-AM
For the year ended 31 December 2017

Designated Account

—

Currency
Account number

Bank

Location

. Opening balance
Add:

. Cumulative opening discrepancy

. IBRD advance/replenishment

Less:

. Refund to IBRD from DA

. Present outstanding amount advanced to DA

. DA closing balance as at 31.12.2017

Add:

. Amount of eligible expenditures paid

. Service charges (if debited into DA)

Less:

. Interest earned (if credited into DA)

10.Total advance/replenishment accounted for

11. Discrepancy (5)-(10)

IBRD Loan 8267-AM

usD

900000906132

Central Treasury
4 Tigran Mets str., 1-st floor, Yerevan, 0010

Republic of Armenia

For the year ended
31.12.2017
usD

2,957,732.57

4,067,801.35

7,025,533.92

2,626,312.97

4,399,220.95

7,025,533.92

Irrigation System Enhancement Project
Special Purpose Financial Statements

for the year ended 31 December 2017

915




NOTES TO THE SPECIAL PURPOSE FINANCIAL STATEMENTS

Irrigation System Enhancement Project
IBRD Loan 8267-AM
For the year ended 31 December 2017

1. General Information
1.1.  Project Financing

According to the Loan Agreement 8267-AM dated 29 May 2013 concluded between the Republic of
Armenia and International Bank for Reconstruction and Development (IBRD), IBRD provided
financing in the amount of 30,000,000 United States dollars (USD) for the implementation of
“Irrigation System Enhancement Project” (the Project).

The Project financing agreement became effective on 15 July 2013.

The Closing date for the expenditures to be financed by the Loan is set on 30 June 2018. The Grace
period for submitting withdrawal application for expenditures incurred before the Closing date is
four months following the Closing date: 31 October 2018.

1.2.  Project objectives

The objectives of the Project are to:
a) reduce the amount of energy used and improve irrigation conveyance efficiency in targeted
irrigation schemes,
b) improve the availability and reliability of important sector data and information for
decision-makers and other stakeholders.

The Project consists of the following parts:
A - Irrigation system enhancement project,
B - Management information,
C - Project management and WUAs’ support.

1.3.  Project Budget
The Project is being financed by the following sources:
International Bank for Reconstruction and Development (IBRD),
- The Government of the Republic of Armenia (Government of RA).

Co-financing rate of 20% is applied for goods, works, non-consulting services, consultants’ services,
training and operating costs for the Project.

IBRD Government Total
Category 8267-AM of RA
usb usb usD

1.Goods, works, non-consulting
services, consultants’ services,
training and operating costs for the
Project 29,925,000 7,500,000 37,425,000
2.Front-end fee 75,000 75,000
Total 30,000,000 7,500,000 37,500,000

1.4.  Project Implementation

The Project is implemented by “Water Sector Projects Implementation Unit” State Institution (the

PIU).

The PIU legal address is: Vardanants blind alley 8, Yerevan 0010, Republic of Armenia.

Irrigation System Enhancement Project
Special Purpose Financial Statements

-

for the year ended 31 December 2017

10/15




2. Accounting policy

2.1 Preparation and presentation of financial statements

The special purpose financial statements have been prepared based on the accrual basis of
accounting and presented in accordance with Financial Management Manual for World Bank
Financed Investment Operations (March 2010): RM 3 - Financial Reporting and Auditing.

In accordance with the accrual bases of accounting the expenditure is recognized when the
transaction occur (expense incurred), and not only when cash or its equivalent is received or paid.
The transactions are recorded in the accounting records and recognized in the special purpose
financial statements of the periods to which they relate.

The special purpose financial statements consist of:
- Statement of financial position,
- Statement of sources and uses of funds,
- Statement of uses of funds by project activity,
- Summary of summary reports and SOEs,
- Statement of designated account,
- Notes to the special purpose financial statements.

Reporting currency of special purpose financial statements is US dollar (USD).

2.2 Foreign currency transactions

Project accounts are maintained and transactions are made in USD and Armenian Drams (AMD).
Transactions denominated in local currency are translated into USD as follows:

- Contributions of the RA Government expressed in AMD are translated into USD at the
average exchange rate at currency market issued by the Central Bank of Armenia (CBA) at
the date of transfer.

- Payments to contractors and suppliers expressed in AMD are translated into USD at the
average exchange rate at currency market issued by the CBA at the date of payment.

- Monetary assets and liabilities are translated into USD at the average exchange rate at
currency market issued by the CBA at the reporting date.

- Transaction and translation exchange differences (gains/losses) are recognized and
presented in financial statements in net as an Exchange difference.

The average exchange rate at currency market issued by the CBA as at 31 December 2016 is 1 USD
=483.94 AMD

The average exchange rate at currency market issued by the CBA as at 31 December 2017 is 1 usb
=484.10 AMD

2.3 Taxes

The Project related taxes and mandatory payments are calculated and paid in accordance with tax
regulations of the Republic of Armenia.

Irrigation System Enhancement Project
Special Purpose Financial Statements
for the year ended 31 December 2017 11715
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4, Prepayments

Works of the Project
Consultants’ services
Operating costs of the Project

Total

5. Payables

Works of the Project
Operating costs of the Project

Total

6. Financing

6.1.  IBRD Loan 8267-AM financing

Advance

Reimbursement-SOE procedure
Summary Report

Front-end fee

Total financing budget
Percentage of finance provided as at 31 Dec
2017

6.2. Government financing

Contributions

Total financing budget

As at As at
31.12.2017 31.12.2016
Usb usb
319,907.86 1,666,472.14
125,777.44 )
2,582.02 1,188.80
448,267.32 1,667,660.94

As at As at
31.12.2017 31.12.2016
usD usD
651,709.49 340,367.81
8.74 178.64
651,718.23 340,546.45
Reporting As at 31.12.2017
year 2017 Cumulative
usbD usb
(72,175.39) 4,927,824.61
3,897,678.71 22,854,309.39
242,298.03 1,894,299.40

75,000.00

4,067,801.35

29,751,433.40

30,000,000.00

99%

Reporting As at 31.12.2017
year 2017 Cumulative
usD usD
1,100,567.19 6,805,142.04
1,100,567.19 6,805,142.04

7,500,000.00

Percentage of finance provided as at 31 Dec 91%
2017

Irrigation System Enhancement Project

Special Purpose Fina

for the year ended 31 December 2017 13/15




Total 34,014,907.09 | 37,500,000.00 91%

9. Events after the reporting date

The Project expenditures for the reporting period at the total amount of USD 2,301,511.64 registered
at the application # 20 were submitted to WB on 19 January 2018 and approved on 30 January 2018.

Irrigation System Enhancement Project

Special Purpose Financial Statements

7. Foreign exchange gain/(loss)
As at As at
31.12.2017 31.12.2016
usD usbD
Translation of payables (71,883.68) (74,835.87)
Translation of cash balances (46,922.61) (46,583.50)
(118,806.29) (121,419.37)
8. Expenditure budget execution
Cumulative
Expenditures
as at 31 Dec
2017 Total budget Execution
Category usbD usD %
1.Goods, works, non-consulting
services, consultants’ services,
training and operating costs for the
Project 33,939,907.09 | 37,425,000.00 91%
2.Front- end fee 75,000.00 75,000.00 100%
for the year ended 31 December 2017 14/15




ANNEX 1. RECONCILIATION BETWEEN THE AMOUNTS SUBMITTED BY THE PIU AND DISBURSED BY THE

WORLD BANK

Irrigation System Enhancement Project
IBRD Loan 8267-AM

For the year ended 31 December 2017
In USD

Category Appl. N PIU wB Difference
Advance(recovery) 17 (72,175.39) (72,175.39)
(72,175.39) (72,175.39)
(1) Goods, works, non-consulting 16 2,042,267.43 2,042,267.43
services, consultants’ services, 17 72,175.39 72,175.39
training and operating costs for 18 1,039,939.36 1,039,939.36
the Project 19 985,594.56 985,594.56

4,139,976.74

4,139,976.74

Total

4,067,801.35

4,067,801.35

Irrigation System Enhancement Project

Special Purpose Financial Statements
for the year ended

-~

1 December 2017
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