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Loeation of Lower Hewa Khola Hydro Project 22.1 MW
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1168, Dorbar Marg, Kathmandu

Aryal & Aryal crotete

Fax No. 00977-1-4255982

Chartered Accountants Emalk iasndbas et o
Independent Auditor's Report
To,
The shareholders,

M/S Mountain Hydro Nepal Limited
Kathmandu, Nepal

Opinion

We have audited the accompanying financial statements of M/S Mountain Hydro Nepal Limited which comprise
the Statement of financial position as at 31 Ashadh, 2081 (15 July, 2024), and Income Statement, Statement of
changes in equity and Statement of Cash flows for the year then ended, and notes to the financial statements,
including a summary of significant accounting policies.

In our opinion, the accompanying financial statements give a true and fair view of the financial position of the
Company as at 31 Ashadh, 2081, and its financial performance and its cash flows for the year then ended in
accordance with Mepal Financial Reporting Standards {NFRS).

Basis for Opinion

We conducted our audit in accordance with Nepal Financial Reperting Standards (NFRS). 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 Company In accordance with the ethical requirements that are
relevant to our audit of the financial statements in Nepal, and we have fulfilled our other ethical responsibilities
in accordance with these requirements. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for aur apinian.

Emphasis of Matter Paragraph

Revocation of Performance Guarantee

We draw attention to Note 24 to the financial statements, which describes the revocation of a performance
guarantee by the company fram Himal Hydro and General Construction Limited amounting to Rs 58,377,349, The
guarantee was revoked on the grounds of non-compliance with the terms of the contract. However, settlement
proceedings were conducted by the Nepal Council of Arbitration (NEPCA), which ruled in favor of defendant le.
Himal Hydro and General Construction Limited. The company has subsequently appealed this verdict to the
Hon'ble High Court, Patan which has issued a verdict leading to the appointment of an arbitrator representing the
company. Additionally, retention money of Rs. 58,053,336 remains payable, while the company has provided an
advance of Rs, 11,574,185 to Himal Hydro and General Construction Limited.

Events after reporting period
We draw attention to Note 25 of the financial statements, which describes the occurrence of a flood on 11 Ashwin,
2081, subsequent to the reporting period. The flood has caused significant damage to the company’s Capital Work
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in Progress (CWIP), which had been capitalized up to the reporting date. Management has determined that this
event constitutes a non-adjusting event as defined by “NAS 10 Events ofter the Reporting Period”, as the
conditions leading to the flood did not exist as of the reporting date.

While the financial statements for the year ended 31 Ashadh, 2081 have not been adjusted for this event,
management has disclosed that the damage to the CWIP may result in a materal financial loss, including
impairment of the capitalized amounts Rs. 284,607,522 till the reporting date. The Company is still assessing the
damage, which may result in an increase in the impairment loss.

Our opinion is not modified in respect of this matter.

Other Matters Paragraph

Niyamawali

We draw attention to the fact that the company is currently in the process of preparing "Karmachari Niyamawali"
{Employee Rules) and "Aarthik Binimayawali" {Financial Transaction Rules), which are critical for ensuring robust
governance, regulatory compliance, and financial management. The absence of these framewaorks at the reporting
date may have implications for governance and operational controls. This matter has not been disclosed in the
financial statements, and our audit opinion is not modified in respect of this matter.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our audit of
the financial statements of the current period. These matters were addressed in the context of our audit of the
financial statements as a whole, and in forming our epinion thereon, and we do not provide a separate opinion
on these matters.

There is no any key Audit Matters to be disclosed,

Responsibilities of Management and Those Charged with Governance for the Financial Statements
Management is responsible for the preparation and fair presentation of the financial statements in accordance
with Nepal Financial Reporting Standards (NFRS), and for such internal control as management determines is
necessary to enable the preparation of financial statements that are free from material misstatement, whether
due to fraud or error. In preparing the financial statements, management is responsible for assessing the
Company’s ability to continue as a going concern, disclosing, as applicable, matters related to going concern and
using the going concern basis of accounting unless management either intends to liquidate the Company or to
cease operations, or has no realistic alternative but to do so. Those charged with governance are responsible for
overseeing the Company’s financial reporting process.

Auditor's Responsibility for Audit of Financial Statements

Qur objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
fromn material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our
opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with N5As will always detect a material misstatement when it exists. Misstatements can arise from
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fraud or-error and are considered material if, individually or in the aggregate, they could reasonably be expected
to influence the economic decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with NSAs, we exercise professional judgment and malntain professional

skepticism throughout the audit. We also:

+ ldentify and assess the risks of material misstatement of the financial stataments, 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
Company's internal control.

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

+ Conclude on the appropriateness of management's use of the going concern basis of accounting and, based
on the audit evidence obtained, whether a material uncertainty exists related to events or conditions that
may cast significant doubt on the Company’s ability to continue as a going concern. If we conclude that a
material uncertainty exists, we are required to draw attention in our auditor's report to the retated disclosures
in the financial statements or, If such disclosures are inadequate, to modify our opinion. Our conclusions are
based on the audit evidence obtained up to the date of our auditor's report. However, future events ar
conditions may cause the Company to cease to continue as a going concern.

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

« DObtain sufficient appropriate audit evidence regarding the financial information of the entities or business
activities within the Company to express an opinion on the financial statements. We are responsible for the
direction, supervision and performance of the audit. We remain solely responsible for our audit opinion.

We communicate with those charged with governance 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.

We also provide those charged with governance with a statement that we have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships and other matters that
may reasonably be thought to bear on our independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those matters that were of
most significance in the audit of the financial statements of the current period and are therefore the key audit
matters. We describe these matters in our auditor's report unless law or regulation precludes public disclosure
about the matter or when, In extremely rare circumstances, we determine that a matter should not be
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communicated in our report because the adverse consequences of doing so would reasonably be expected to
outweigh the public interest benefits of such communication.

Report on other legal and regulatory requirements

On the basis of our examination, we would like to further report that:

i. We have obtained all the information and explanations, which were considered necessary for the
purpose for our audit.

iil.  The company has kept proper books of accounts as required by law, in so far as it appears from our
examination of those books of account.

jii. The Statement of financial position, statement of profit or loss and other comprehensive income,
statement of cash flows, statement of changes in equity, significant accounting policies and notes to the
accounts dealt by this report are in agreement with the books of account maintained by the company.

iv.  During our examination of the books of account of the company, we have not come across the cases
where the Board of Directors or any member thereof or any representative or any office holder or any
employee caused loss or damage to the company.

V. We have not come across any fraudulence in the accounts, so far as it appeared from our examination
of the book, and

vi.  The company has not acted in a manner to jeopardize the interest and security of the stakeholders.

vii.  The company has not yet formed an audit committee as mandated by section 164 of Companies Act,
2063.

viii. The company engaged in related-party transactions with the approval of Board of Director which is in
contrary to Section 93 of the Companies Act, 2063.

For Aryal & Aryal
Chartered Accountants

Gleg
Sudhan Regmi; F
Proprietor
Date: 2081.09.03
Place: Kathmandu
UDIN: 241231CA00675rBagh
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