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Nepalese have suffered a lot during decades of people's struggle for political change resulting in protests of various kinds
from both political as well as non political groups. The frequency of these protests which resulted, on most occasions, in
general strike or road blocks was alarmingly high just before the Constitutional Assembly Elections and are continuing till date. After
the formation of Constituent Assembly and declaration of republic, people from all section of society are hopeful that their situation
will improve.

In spite of this the country is yet to recover from this crisis situation completely. There are lots of grave challenges that need to be
addressed systematically to realize and enjoy the economic and other benefits that are envisaged by our leaders. This can be
achieved only if there is shift of priority, from Country's leadership, to agenda of economic development from other political and
non political issues.

Crisis situations also bring about opportunities to the decision makers to take drastic actions. Decision having a huge political
backlash for the government in normal circumstances can be implemented without any significant repercussion in a crisis situation.
For example, under normal circumstances, mass exodus of young people prevalent in the country would have attracted a lot of
criticism and huge political backlash for the government but because of the extraordinary situation of the country, brain/ labor-
force drain is accepted by society and the government, without any significant repercussion.

The big increases in the number of people going for foreign employments have contributed in increasing foreign exchange
remittance of the country that is treated as a boon for the economy by government and experts.

The current economic scenario of the country especially critical issues like 'oil pricing', global commodity price hike linked with sub
prime lending crisis in the US and increasing demand due to almost double digit growth in China and India, general strikes
happening on a regular basis etc provide an opportunity to the economic administration of the country to take few bold steps for
facilitating the much desired structural changes which under normal circumstances would have got entangled in political opposition.

Decisions taken by economic administration of the country will not be able to achieve its objective, if it is not implemented in a
systematic manner. In other words, the objectives envisaged will not be achieved if there is no " Good Governance" and that the
decision makers do not analyze the situation with hard facts and real figures and take decision by heart, based on their belief, rather
than by their minds.

We can learn a lesson from Venezuelan situation where total government revenue from oil during the year 2008 is estimated to
be around $ 75 billion up from $ 43.5 billion last year and around $§ 7 billion from 1999. The country in spite of big revenue
increases lately, have not been able to achieve its expected growth rate. Living standards of ordinary Venezuelans' are declining. The
main reason for this situation is reduction in private investments on account of fear of nationalization of businesses. Venezuela has




recently nationalized cement, iron and steel industries and some dairy companies, giving an indication that these decisions were
taken on the basis of their leaders political believes rather than a vision for economic development. This means even if the
government have lots of revenue, it would not be able to improve the living standards of its people in general, if the analysis of
situation is made on the basis of their believes rather than on fact.

We should hence hope that the economic administration of the Nepal would take certain bold decisions for general good of the
community which will improve economic situation of the country. And Young Nepalese, rather than going abroad for foreign
employments and contributing to development of their country of work, should be able to contribute to the development of their
country of birth. ICAN and its members have a role to play in providing advice to the economic administration of the country. We,
as a community, should be standing behind every decision taken by the country's leaders for the good of the country.

We would like to congratulate ICAN for successfully organizing 67th SAFA Assembly, 15th CAPA Board Meeting and Joint CAPA-
ICAN International Conference during May 8 to May 11, 2008. Organization of such events demonstrates ICAN's commitment in
building a better future for accounting profession and has contributed in uplifting the image of Nepalese accountancy profession
internationally. The organizing committee of these events deserves a round of applause for their efforts.

The present issue of the journal offers insight into recent developments in the government and non governmental sector in
addition to giving comprehensive coverage to the latest updates and information on range of issues. Hope the issue will be of
benefit to you.

Finally we would like to offer our appreciation for all contributors to the journal whose support is vital for giving it a shape. We
request all our readers, including our regular contributors, to provide articles for forthcoming issues which will greatly enhance the

quality of the journal.

On behalf of the editorial board, | would like to thank all our editorial committee members for their continued support with special
thanks to Ms Bonisha Pandey and Mr Binod Neupane for their availability and support at all times.

Thank You.

Editorial Board



Dear Friends
Accounting Profession in 2021

| had the opportunity to lead ICAN delegation to the Diamond
Jubilee celebration of the Institute of Chartered Accountants of India
(entering into 60th year) from 1st -3rd July 2008. A conference
was also organized during 2™-3% July with the theme "Chartered
Accountancy Profession in Retrospect and Prospect”. On 3rd July,
a panel discussion on "Accounting Profession in 2021" was held
among the heads of SAFA member bodies. It was presided by the
SAFA President. The message conveyed in the forum was loud and
clear - accountants need to invest in their knowledge so that the
value added services could be provided to the clients. It was general
consensus that the Chartered Accountants should be able to provide
"solutions to business".

The practice of setting up specialized agencies to oversee the works
of public accountants is gaining momentum. It remains a matter of
concemn to the hitherto respected/acclaimed self-regulated profession.
Unless the profession stand up to meet the expectation of the
regulators, investors and general public at large, the danger of loosing
the status of self-regulation looms large. Institutions will have no
option but to strictly enforce the disciplinary actions.

In an attempt to ensure quality services from the members, the
Institute has also been giving maximum importance towards
formalization of Peer Review process. Extended training programs
have been organized on this and voluntary compliance is
encouraged in the initial phase. ICAN expects all practicing members
to be prepared for mandatory compliance of this process.

Preparation for Adoption of IFRS

The efforts to standardize and gain acceptance to the uniform
International Financial Reporting Standards (IFRS) has remained on
the top agenda in most of the countries. ICAN has been propagating
to adopt IFRS in 201 1. With a view to achieve this goal, ICAN is having
continuous dialogue with the Accounting Standards Board as well as
the government agencies as to officially fixing a date for formal adoption
of IFRS in Nepal. In this regard, we hope to receive a formal
communication from the Ministry of Finance through this year's Budget
speech. Accounting Standards Board has already formed a IFRS
Convergence Task Force under the co-ordinatorship of the Chairman
of Securities Board of Nepal (SEBO/N)

ROSC Project

Last month we had the opportunity to meet Mr. Bob Saum, Manager
for Financial Management for the South Asia Region of the World
Bank. Past Presidents of ICAN participated actively in the meeting,



which was basically focused on the recent activities of ICAN and
explore possibility to participate in the Reports on the Observance
of Standards and Codes (ROSC) Project of the World Bank. ROSC
is a joint World Bank and International Monetary Fund (IMF) initiative
that helps member countries strengthen their financial systems by
improving compliance with internationally recognized standards and
codes. The focus of ROSC initiative is on 12 key areas-of which
"Accounting, with Recognized International Standards and Codes"
and "Auditing, with Recognized International Standards and Codes"
topped the list. Mr. Bob Saum's response has been positive.

During the recent months, | had many opportunities to meet
Governor of Nepal Rastra Bank. Verbal and written request was
made as to introduction of Branch audit system with respect to the
bank and financial institutions as well as explore possibility for upward
revision of audit fees. A case was made particularly in respect of the
long form audit report (LFAR) which is additional professional work
requiring reporting to NRB. In a formal communication to ICAN,
NRB has allowed auditors to collect separate fee for LFAR work.

Development of Middle Level Accounting
Professionals

Development of middle level accounting professionals has been
receiving attention of regulators. Within our region, Pakistan and Sri
Lanka are already having recognized Accounting Technicians Courses.
As per the information given in the SAFA Board, in India, as directed
by the Government, both ICAI and ICWAI are going ahead with this
program. Bangladesh has also initiated the process.

We have also considered this issue few years back. Very recently,
the Diwakar Rimal Committee formed to look into the demands of
the students regarding development of middle level accounting
professionals has submitted its report to the Ministry of Finance,
which was forwarded to ICAN for initiation of necessary actions.
The recommendation includes for formation of a separate institute/
agency that would develop modalities for training and licensing of
middle level accounting professionals. However, the responsibility
to regulate the whole accounting profession, including the middle
level accounting professionals, would lie with ICAN. Based on the
recommendations of the report and discussion with the Ministry of
Finance, a request has been made for budgetary support to initiate
the primary works. | hope that the matter would receive support
from all quarters.

Adieu

The new President and Vice President of ICAN will be elected by
the close of Ashad 2065. | am sure that the new leadership will
ably lead the Institute to a new professional height. | will be continuing
in the council and accordingly will still be able to support the new
leadership plan and attain professional goals.

| wish to take this opportunity to express my sincere gratitude to all
who have extended their help and good wishes to ICAN and request
them all to continue the good gesture in future as well.

Ratna Raj Bajracharya, FCA



Narrowing the
Expectation Gap: Role of

an Auditor

Nanda Kishore Sharma, FCA

"It goes without saying that auditors have greater role to play for nation building. Unlike other profession, the result
of the auditors' service has wider impact on the society. However, there remains an expectation gap between the
society and the auditor regarding the duties and responsibilities of the auditor, scope of an audit and expected
outcome of the audit. This article tries to dwell upon expectation gap in the above areas and throws some light on
how the gap can be bridged by an auditor."

Background

The accountancy profession's reputation for
being ethical has been called into question
many times, recent and mostly talked being
the case of Enron. It is but natural that an
accountant's job is a target every now and
then as the result of an auditor, i.e. audit
report, is used by wide range of users for
making financial as well as economic
decisions. The resources are scarce and its
optimal use is the need for the day.

However, | feel that there are certain myths
or misunderstanding of the society with
respect to the roles and responsibilities of
an auditor. In our society, an audit is
considered to be a guarantee as to the
correctness of the financial statements,
efficiency and effectiveness with which the
management has managed the affairs of the
organization, and it is a guarantee as to the
future viability of the organization. In nutshell,
if | have understood the misconception
regarding the audit correctly, once the auditor
has put his "green ink (auditor's tick)" in the
ledgers and the financial statement, he is

expected to have made it clean with "Ganga
Jal (holy water)" and there remains no
problem whatsoever. However, its not the
case.

To remove the misconceptions or myths and
enhance the quality of services provided,
auditors are expected to play vital roles and
encourage to do the following:

1. Educate the users about the objective
and scope of an audit, roles and
responsibilities of auditor and

management and expected outcome of

an audit.

2. Observance of high standards.
Why Audit?

An audit is the independent examination of
financial information contained in the financial
statements of an entity, whether profit oriented
or not, and irrespective of size and legal form,
conducted with a view of expressing an
opinion thereon.

All entities, irrespective of nature, size or
form use economic resources to pursue
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their The
industrialization resulting into formation

goals. fast paced
of big business conglomerate, cut throat

competition and divergence of
management and funds providers i.e.
third party investment in the business has
pressed for an independent system of
auditing to ensure that the financial
statements reflect the results of economic
activities undertaken by the entities. Thus,
the underlying objective of an audit of
financial statement is to enhance the
credibility to financial statements prepared
by the management. The management
prepares financial statements and the
auditor examines and provides assurance
that the financial statements are free from

material misstatements.

An audit enhances user's confidence that
financial statements do not contain material
misstatement (fraud or error) because the
auditor is an independent and objective
oriented expert who is knowledgeable about
the entity's business and financial reporting
requirements including the disclosure of vital
information.

The Nepal Chartered Accountant 7



Inherent Limitations

It is necessary for an user of the financial

statements to understand the inherent

limitations of an audit. An audit has following
limitations:

B itis conducted on a test basis from sample
drawn from a population of a class of
transactions

B much of the audit evidence is persuasive
rather than conclusive in nature

B inherent limitations of an accounting and
internal control systems adopted by the
management (e.g. the possibility of
collusion and weak control environment).

It is difficult for an auditor to detect a fraud
than an error because fraud usually involves
acts designed to conceal it or intentional
misrepresentation being made to the
auditor. An auditor, however, plans and
performs his audit recognizing that he may
encounter conditions or events during his
examination that would lead him to
question whether fraud or error exists.
Further, while existence of an effective
system of internal control reduces the
probability of misstatement in financial
statement resulting from fraud and error,
there will always be some risk of internal
controls failing to operate as designed on
account of factors like human error,
erroneous design of control, etc. Thus, the
auditor cannot guarantee that all material
misstatements (due to fraud or error) will
be detected because of such factors.

Reasonable Assurance

An auditor can provide following services with
regard to financial statements:

B Audit

B Review

B Agreed upon procedures

®  Compilations

Each type of service carries a different degree
of assurance, about financial statement, ranging
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from high to no assurance. What degree of
assurance would be provided by what type
of engagement depends substantially on the
objective as well as nature and extent of
procedures employed by the auditor in
carrying out that engagement. Achieving
absolute assurance is not possible due to
factors stated under inherent limitations. Thus,
the auditor's opinion on the financial
statements provides users with a high, but
not absolute, level of assurance. Absolute
assurance in auditing is not attainable
because of such limiting factors as:

B the use of judgements and estimates in
financial statements (e.g. depreciation,
provisions for uncollectible amounts,
obsolescence, etc.),

B inherent limitations of internal and
accounting controls,

B use of test by an auditor, and

B evidence available persuasive rather than
conclusive

Thus, an audit is also called a reasonable
assurance engagement wherein the objective
of an auditor is to reduce the risk of
inappropriate audit opinion to an acceptably
low level.

Quality Assurance

Nepal Chartered Accountants Act, 2053
(1997), Company Act, 2063 (2006),
Banking and Financial Institutions Act, 2063
(2006) and so on has provisions for action
against the auditor if s/he does not perform
his/her duties with professional care and
ethics. In other words, auditor (i.e. the
member of the Institute) will be held guilty
of professional misconduct if s/he does not
exercise due diligence or is grossly negligent
in discharge of his/ her attest duties.

Although the term negligence has been defined
neither under the Nepal Chartered Accountants
Act nor in any other statutes, it has become
essential for the members of the Institute to
observe high quality standards with respect to
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their jobs and organization of their offices. The

Institute has made two important decisions to

ensure quality assurance of the attestation functions

carried out by its members, namely:

i Establishing Peer Review System, and

i. Making mandatory application of Quality
Control Standards

Peer Review

Peer Review is directed towards maintenance
as well as enhancement of quality of attestation
services and to provide guidance to members
to improve their performance and adhere to
various statutory and other regulatory
requirements.

The main objective of Peer Review is to ensure
that in carrying out their attestation services
assignments; the members of the Institute (a)
comply with the Technical Standards made
mandatory for application by the Institute and
(b) have in place proper systems (including
documentation systems) for maintaining the
quality of the attestation services work they
perform.

The Council of the Institute has approved a
Statement on Peer Review on 20 May 2007
and established a Peer Review Board to carry
out Peer Review Program in three stages as
follows:

a) Stage |: for Audit Firm carrying out attestation
function of Listed Companies only with effect
from 15 July 2007

b) Stage IlI: for Audit Firms carrying out
attestation function of listed as well as Bank,
Insurance Companies and Public Sector
Undertakings with effect from January 2009

©) Stage llI: for all audit firm with effect from
January 2011

The attestation function that comes under the
purview of peer review includes auditing or
verification of financial transactions, book of
accounts, records, or verification or certification
of financial statements, but does not include:
(i) Management Consultancy Engagements;



(i) Representing a client before various
Authorities;

(i) Engagements to prepare tax returns or
advising clients in taxation matters;

(iv) Engagements for the compilation of
financial statements;

(v) Engagements solely to assist the client in
preparing, compiling or collating information
other than financial statements;

(vi) Testifying as an expert witness; and

(vii) Providing expert opinion on points of
principle, such as Accounting Standards or
the applicability of certain laws, on the basis
of facts provided by the client.

The peer review process is directed at the
attestation services of a practice unit, which
includes a member in practice, whether practising
individually or in a trade name (either as a sole
proprietor or as a firm).

Once a practice unit is selected for review, its
attestation engagement records pertaining to
the immediately preceding three completed
financial years shall be subjected to review.
However, the records of audit reports/attestation
services relating to years prior to the accounting
year beginning 1 Srawan 2062 (15.07.2005)
shall not be subjected to review.

Quality Control Standards

There are two audit standards issued for
compliance by the members of the Institute
during the year 2007/8, namely, Nepal Standards
on Quality Control (NSQCT) on Quality Control
for Firms that Perform Audits and Review of
Historical Financial Information, and Other
Assurance and Related Service Engagements
which will be effective from July 2008 and NAS220
on Quality Control for Audits of Historical Financial
Information as Exposure Draft.

Following paragraphs provides for main features
of these standards which are landmark for
ensuring quality of the services offered by the
member of the Institute.

NSA220: Quality Control for Audits of Historical

Financial Information provides that:

B The engagement team should implement
quality control procedures that are
applicable to the individual audit
engagement.

B The engagement partner should take
responsibility for the overall quality on each
audit.

B The engagement partner should consider
whether members of the engagement
team have complied with ethical
requirements

B The engagement partner should be
satisfied that appropriate procedures
regarding acceptance and continuance
of client relationship and conclusion there
in have been documented.

B Before the auditor's report is issued, the
engagement partner, through review of
audit documentation and discussion with
the team, should be satisfied that sufficient
appropriate audit evidence has been
obtained to support conclusions reached.

B Where differences in opinion arise within
the engagement team, with those
consulted and engagement partner and
quality reviewer, the team should follow
firm's policies and procedures in dealing
with the issues.

B For audits of FS of listed entities, the
engagement partner should:

+ Determine that an engagement quality
control reviewer has been appointed;

« Discuss significant matters arising
during the audit engagement with the
quality reviewer; and

+ Not issue the auditor's report until the
completion of the engagement quality
control review.

NSQC 1: Quality control for firms that perform

audits and review of Historical FI and Other

Assurance and related Service Engagements

provides:

m  for policies and procedures of an audit
firm regarding audit work generally, and
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m  for firm's procedures regarding the work
delegated to assistance on an individual
audit

As per NSQCT1:

B Thefirm's system of quality control should
include policies and procedures
addressing each of the following
elements:

+ Leadership responsibilities for quality
within the firm

+ Ethical requirements to be complied
with all the members of the audit team

+ Acceptance and continuance of client
relationship and specific engagements

* Human Resources

+ Engagement performance; and

+ Monitoring

B The quality control policies and
procedures should be documented and
communicated to firm's personnel

Although compliance with the requirement
of the above mentioned auditing standards
is difficult and costly, each auditor has to make
a plan to gradually attain the heights so that
auditor's job is continually regarded as
independent, reliable and credible in the eyes
of all the stakeholders including regulators,
investors and society at large.

Conclusion

As a bonafide member of the Institute
upholding the image of the profession and
its acceptability by the society as value
provider, each one of us shall contribute to
disseminate true meaning of audit, its
limitations and quality assurance procedures
implemented to ensure that jobs performed
by an auditor is regarded as highly
professional and with due professional care
so that the financial statement signed by them
retains its credibility. Let's join hands to build
new Nepal by narrowing the expectation gap
and maintaining high standards of
professional conduct. QO

The Nepal Chartered Accountant 9



An Importance of IPSAS

Cash Basis in
Perspective

With a joint effort of International Organisation
of Supreme Audit Institutions (INTOSAI) and
International Federation of Accountants (IFAC)
a Public Sector Accounting Standards Board
(IPSASB) was formed under IFAC to set up
accounting standards in Public Sector. IPSASB
is working independently from its beginning
and had pronounced the Cash Basis
International Public Sector Accounting
Standards (IPSAS) in 2003 and referred to
as IPSAS Cash Basis. IPSASB has revised IPSAS
Cash Basis twice in 2006 and in 2003. To
date, IPSASB has developed 26 Public Sector
Accounting Standards (ASs) based on the
accrual system of accounting and these ASs
are referred to as IPSAS only.

As per IFAC "The objective of the IPSASB is to
serve the public interest by developing high
quality accounting standards for use by public
sector entities around the world in the
preparation of general purpose financial
statements. This will enhance the quality and
transparency of public sector financial
reporting and strengthen public confidence
in public sector financial management".

Similarly, IPSASB has put its message in
developing IPSAS both in cash and accrual
based accounting that IPSASB recognizes the
significant benefits of achieving consistent and
comparable financial information across
jurisdictions and it believes that the IPSASs will
play a key role in enabling these benefits to
be realized. IPSASs are being prepared for

10 The Nepal Chartered Accountant

Nepalese

application by entities adopting the accrual
basis of accounting and for application by
entities adopting the cash basis of accounting.

IPSASB hence encourages all governments to
apply IPSAS. If governments are not able to
apply IPSAS then they are recommended to
apply IPSAS in Cash Basis for better
presentation of public sectors' general
purpose financial statements for its reliability.

Based on information provided by IPSASB,
more than 50 countries have either adopted
IPSASs or are in process to adopt IPSASs and
more than 20 countries have either adopted
IPSAS Cash Basis or in process to adopt IPSAS
Cash Basis.

Here, the term public sector for the purpose of
public sector accounting includes all government
agencies, ministries, departments, secretariats
other than business enterprises and
autonomous bodies enacted by separate act
of parliament. Government owned business
enterprises (GoB), autonomous bodies and
regulating authorities are not included under
the term public sector and hence are required
to follow Accounting Standards applicable to
commercial entities. In Nepalese context all
government owned business enterprises are
required to follow International Accounting or
International Financial Reporting Standards (IAS/
IFRS) or Nepal Accounting Standards (NASs).
Some of regulating bodies are required to follow
IAS/IFRS, like Nepal Rastra Bank (the central
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Mahesh Guragain, FCA

bank of Nepal) whereas others are required
to follow Nepal Accounting Standards (NASs)
like, Beema Samittee (Insurance Authority),
Nepal Telecommunications Authority and Civil
Aviation Authority and so on.

Based on the information provided by various
government agencies, GoN introduced
treasury system from the era of first elected
government i.e. from 1960 (2016 B.S.)
Similarly double entry book keeping system
for government sector was also introduced
around the same time. Even though there
are many shortfalls and weakness in GoN's
Financial Reporting system, it continues to be
in use till date. GoN's financial statements are
not as per the format prescribed by IPSAS
Cash Basis and they are also not a general
purpose financial statements for whole
financial transactions of an entity (like opening
balances, income and expenditures of the
financial year and closing balance at the end
of the year), they are only serving as a
statement of budget utilisation. GoN has
admitted the scantiness in its financial reporting
system and has carried out some notable
assessments in public sector accounting and
financial reporting. Some of major studies and
assessments of GoN and donors working with
GoN are:
a.  Country Financial Accountability
Assessment (CFAA) 2003,
b.  Public Sector Accounting and Auditing:
A comparison to International Standards,
2007,



¢ Public Expenditure and Financial
Accountability (PEFA), 2008

Over IPSAS cash basis and develop Cash Basis
Public Sector Accounting Standards based of
IPSAS cash basis.

ASB is working for the development of the
Cash Basis Nepal Public Sector Accounting
Standards (NPSAS) with a support of experts
in public sector accounting. ASB has
developed NPSAS based on IPSAS but there
are minor changes in some paragraphs. These
changes do not have material deviations with
IPSAS Cash Basis. In introductions part of
IPSAS Cash Basis it is mentioned that IPSASB
recognizes the right of governments and
national standard setters to establish
guidelines and accounting standards for
financial reporting. In the same part it is
mentioned that financial statements should
be described as complying with this IPSAS
only if they comply with all the requirements
of Part 1 of IPSAS. So, ASB has considered
these statements of IPSASB that NPSAS should
comply with all the requirements of Part | of
IPSAS Cash Basis.

In June 2008, ASB has circulated an
Exposure Draft of NPSAS among senior
officials of Financial Comptroller General
Office (FCGO), Auditor General Office
(OAG), the Institute of Chartered
Accountants of Nepal (ICAN), Ministry of
Finance (MoF) and major international
development partners working in Nepal. As
per the recommendation of Comparison to
International Standards 2007 and PEFA
2008 ASB has chosen Sri-Lankan financial
reporting under IPSAS Cash Basis as a
model practices.

ASB is planning to submit NPSAS cash basis
to GoN in July 2008 with reporting format
of GoN's Financial Statement for Receipts
and Payment, Cash Flows, Disclosure of
Accounting Policies and Notes to Accounts.
Once the GoN take decision to introduce
NPSAS cash basis in public sector accounting
some of major changes in GoN's financial
reporting (which are not in practice to date)
will be as follows:

B Consolidated financial statement with

Accounting Policies and Disclosures,

B Explanatory Notes,

B Jointly signed by Secretary of Ministries
and FCGO- Ministry's Consolidated
Financial Statement,

B Jointly signed by Finance Secretary and
FCGO- Country Consolidated Financial
Statement,

B Certification of Financial Statements by
Office of the Auditor General,

B Public Access- Publicity of Annual
Audited Financial Statements with Auditor
General's Report,

B Transparency and Accountability through
proper and adequate disclosures of
collection and uses of public resources,

B Compliance with IPSAS,

B Universality in Practices and wide
acceptance,

B Presentation of Audited figures in the
Budget Document.

It is therefore, all are waiting for the GoN's
decisions for the adoption of IPSAS Cash
basis in Public sector financial reporting that
will enhance the credibility of GoN's and
harmonising Nepalese initiatives with the
global practices. QO
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Issues in International
Public Sector Accounting

Reforms

This paper is the proceeding of the 8th OECD
Annual Public Sector Accrual Symposium.
The authors attended the symposium this
year, which was held in Paris, March 3-4.
Every year, the OECD organizes public sector
accrual symposium in order to serve as a
forum for exchange of information on the
latest development in public sector
accounting, as well as on reform projects in
member countries. The symposium has also
been an arena for international
organizations such as the International
Accounting Standards Board (IASB),
Financial Accounting Standards Board
(FASB), and International Public Sector
Accounting Standards Board (IPSASB) to
put forth their projects and work plans into
discussions and solicit ideas of member

countries.

The OECD members are at the forefront in
public sector reforms. The contemporary
governments in OECD countries are claimed
to be more efficient, more transparent, and
more focused on performance than 20
years ago (OECD, 2005). Indeed, for many
years, the adoption of accrual accounting
dominated public sector reforms within the
OECD reign. Presently, many of the OECD
countries practice some forms of accrual
accounting in their public sectors, albeit in
various forms and degrees. Moreover, eight

Dr. Pawan Adhikari and Dr. Levi Garseth-Nesbakk’

member countries including Australia, Canada,
Finland, France, Greece, New Zealand, Sweden,
Switzerland, UK, and USA prepare their
consolidated financial statements for whole of
government on the accrual basis. Over time
the reform agendas have expanded beyond
merely discussions over accrual accounting to
other public financial reforms. This paper
discusses those contemporary issues in
international public sector accounting that
dominated the 8th OECD annual public sector
accrual symposium. They were; 'recent and
ongoing IPSAS projects/issues', 'applying
accrual concepts for budgeting', 'accounting
for public private partnerships', 'long-term fiscal
sustainability reporting', and 'recent and
ongoing IASB projects/issues'.

Recent and Ongoing IPSAS Projects/
Issues

The IFAC's (International Federation of
Accountants) International Public Sector
Accounting Standards Board (IPSASB) claims
that almost 70 countries have agreed to
process or have a project in place to adopt
IPSASs or align with IPSASs. In fact, the majority
of these countries represent developing and
those in transition. Reports on the accounting
and auditing gap assessment, prepared by the
World Bank for the South Asian countries, for
instance, show that all South Asian countries

(Afghanistan, Bangladesh, Bhutan, India,
Maldives, Nepal, Pakistan and Sri Lanka) are
either making or are committed to making
a transition towards IPSASs (Subramanian,
2007). Interestingly, a vast majority of OECD
countries have not yet taken a step towards
achieving convergence of their existing public
sector accounting standards with IPSASs.
However, the OECD countries have a
significant impact on the IPSASB's works and
projects. Eleven out of the fifteen members
in the IPSASB - Australia, Canada, France,
Japan, the Netherlands, New Zealand,
Norway, Turkey, UK, and USA (2 members)
- represent the OECD. Moreover, Switzerland,
Canada, and ltaly which have sent public
members to the IPSASB are also OECD
members.

The IPSASB's strategic themes and projects
have therefore become a dominant agenda
in each annual OECD forum. The recent
strategic themes of the IPSASB concern with
'conceptual framework for the public sector’,
'convergence with statistical bases', and 'IFRS
convergence'. The topics, suggested to be
included in the Conceptual Framework, are
divided
1(consultative document topics), which will

into two groups. Group
undergo a final review in June 2008, include
objectives, reporting entity, scope, and

qualitative characteristics. Group 2-topics are
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scheduled to be considered in June 2008.
The IPSASB chairs the Working Group | of
the Task Force on Harmonization of Public
Sector Accounting (TFHPSA) in order to
achieve convergence between the IPSASs
and the GFSM 2001. To promote
convergence with IFRSs, the IPSASB has
developed a convergence strategy, also
referred to as the rules of the road. Recently,
two IPSASs, i.e. IPSAS 24 Employee Benefits
and IPSAS 26 Impairment of Cash
Generating Assets, are being updated in line
with the respective IFRSs. Other ongoing IFRS
convergence topics include the update of
IPSAS 15 Financial Instruments: Disclosure
and Presentation in line with I1AS 32 and
develop an IPSAS on disclosure based on
IFRS 7.

Applying Accrual Concepts for
Budgeting

Accrual budgeting concerns with the
recording of budgetary costs based on
financial accounting concepts (GAO, 2007).
Although lagging accrual accounting in terms
of public attraction, accrual budgeting has
increasingly become a part of broader public
sector management reforms in many OECD
member countries in recent years. Presently,
four OECD members- Australia, New Zealand,
Switzerland, and UK- have been using a full
accrual basis budgeting with a view to
increasing transparency and improving
government performance. Canada, Denmark,
Finland, Iceland, Italy, and USA use accrual
information selectively and are attempting to
expand the use of accruals. The experience
of these countries demonstrates that accrual
budgeting can be useful for recognizing the
full costs of certain programs, such as public
employee pensions and retiree health,
insurance, veterans benefits, and
environmental liabilities, which will require
further cash resources. However, it is striking
that many of these countries have not
employed accrual budgeting for recognizing
their longer-term fiscal challenges that are

driven by public pension and social
insurance. Moreover, the member countries
have adopted different approaches while
designing their accrual budgets, which range
from full accrual at all levels of government
to accrual limited to government wide
surplus/deficit.

A number of implementation challenges
have however been cited by the countries
practicing accrual budgeting. Many countries
have, for instance, experienced accrual based
measures volatility due to changes in the
value of assets or liabilities or changes in
assumptions (interest rates, inflation, and
productivity) used to estimate future
payments every year. Another striking
challenge is claimed to be the management
and oversight of non-cash expenses. This
has led many member countries to
reconsider the expansion of accrual
budgeting, the USA serving as an example.
Moreover, this inherent complexity of using
accrual budgeting has drawn some critical
sentiments among the member countries.
For instance, Norway and Sweden have
rejected accrual budgeting by explicating that
cash budgeting is adequate for them to
maintain control over resources (GAO,
2007). We expect that accrual budgeting
will continue to draw attention of the member
countries and occupy a central position in
broader public management reforms in the
future.

Accounting for Public-Private
Partnerships (PPPs)

An international trend towards 'Public-
Private Partnerships (herewith, PPP)', started
in the late 1990s. The European
Commission (2003) defines PPP as "the
transfer to the private sector of investment
projects that traditionally have been executed
or financed by the public sector". The IPSASB
is, however, much focused on 'Service
Concession Arrangements (SCAs)', a special
subset of PPP arrangements. The SCAs are

June 2008

seemed to be different from other types of
PPPs in that the risks and benefits
associated with construction, owning,
controlling, and operating the underlying
property are shared to a large extent by
both the public sector entity and private
sector entity involved in the agreement
(IPSASB, 2008a).

The majority of OECD members now have
well established and distinct PPP/ SCA
programs in diversity of areas: transport
(road);
protection; hospitals; housing; and

education; environmental
prisons. However, there is a lack of clarity
in the way of accounting and financial
reporting guidance specific to PPPs/ SCAs.
Among the existing regulations for
accounting of PPPs, the European
Commission's (EC) (Eurostat) statistical
approach is explicitly focused on economic
risks. The UK Accounting Standards
Board's approach concerns mostly with
economic risks and rewards. While the
IASB presents a control approach (IFRIC
12 Service Concession Agreement), the
South Africa's Accounting Standards Board
has adopted an asset reversion approach.
Many countries still practice their existing
authoritative accounting and financial
reporting guidance, such as general
accounting frameworks and leasing
standards in order to account for the
property associated with SCAs (IPSASB,
2008a). Given this diversity, a Consultation
Paper (CP) on "Accounting and Financial
Reporting for Service Concession
Arrangements" is being developed, as a
collaborative effort between the IPSASB
and National Standards Setters (NSS). The
main purpose of the Consultation Paper
is to determine which types of public-
private partnerships need specific
accounting and financial reporting
guidance and to provide accounting and
financial reporting guidance to the public
sector. The development of the CP is
envisaged as a means of closing loopholes
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in the existing regulations and promoting
the
consequences of PPP/SCAs.

transparency  about fiscal

Long-Term Fiscal Sustainability
Reporting

The IPSASB has recently undertaken a
project aiming at developing a Consultation
Paper (CP) on 'long term fiscal sustainability
reporting'. A core issue seems to be to agree
on a definition of long-term fiscal
sustainability that could be globally
accepted. Presently, many of the countries
and supra national bodies that prepare
reports on the long-term fiscal sustainability
of government programs publicly available
have defined the term in the context of
medium term fiscal planning or budgetary
frameworks. Their long-term fiscal
sustainability reporting is much linked to
specific targets such as a pre-determined
net debt/gross domestic product (GDP)
ratio or net debt/GDP per capital ratio.
Government spending in these countries/
organizations is defined as fiscally
sustainable if contained within these pre-
determined and publicly communicated
targets over a certain period. This definition
of long-term fiscal sustainability is argued
to be inadequate, especially for national
governments (IPSASB, 2008b).

Another important aspect of the CP project
will be to analyze the existing approaches
to long-term fiscal reporting in jurisdictions.
By analyzing the existing approaches, the
CP aims at evaluating whether such
principles and standards are relevant for
long term fiscal sustainability reporting and
whether a complementary approach
should be adopted. Among the approaches
to long-term fiscal sustainability reporting,
the EC's approach, the US Financial
Accounting Standards Advisory Board's
(FASAB) standard at the federal level, and
ongoing projects in the USA, Canada and
other countries have actually drawn a
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particular attention. The EC, for instance,
assesses the sustainability of the public
finances of each member state of EU every 4
years on the basis of the medium term
budgetary plans. The US government includes
a statement of social insurance (SOSI) in its
financial reports for the federal level. The
FASAB has also developed a standard, SFFAS
17 "Accounting for Social Insurance (Revised
2006)", which provides requirements for
SOSI at the federal level. In addition, the US
Governmental Accounting Standards Board
has a project on economic condition tailored
to the state, local and municipal level. The
Canadian Public Sector Accounting Board has
also embarked on a similar project on
indicators of financial condition. The project
is intended to develop guidance in the form
of a statement of recommended practice.
Moreover, many other standards setters have
projects considering perspective information
and narrative reporting (IPSASB, 2008b).

Recent and Ongoing IASB Projects/
Issues

Although the IASB's works are explicitly oriented
towards the private sector, they have drawn a
significant attention of the public sector
accounting practitioners. There are at least two
factors that have made the IASB's recent and
ongoing projects an agenda for discussion in
the OECD forum. Firstly, three OECD members
including Australia, New Zealand, and the UK
(more recently) have adopted a sector-neutral
approach to accounting standards setting.
These three countries have adopted IFRS
standards applicable for all reporting entities
across all sectors - private and public. This also
means that the private sector accounting issues,
particularly the IASB's issues, have taken
precedence over those of the public sector in
these countries.

Secondly, a large number of IPSASs are based
on IFRSs, with public sector modifications, and
draw on concepts and definitions in the IASB
framework. However, after signing a
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Memorandum of Understanding (MOU)
with the FASB, the IASB has paid even more
attention to capital markets - thereby
increasing the gap between private and
public sector reporting (Loweth, 2008). In
addition, the Discussion Paper on the joint
Conceptual Framework of these two boards,
which is being developed, has pinpointed
investors and creditors as being the primary
users of the financial statements denying
the concept of a broadly defined stakeholder
group as found in the pubic sector
(Christine et al., 2007). Moreover, the
framework has put more emphasis on
decision usefulness as the fundamental
objective of financial reporting rather than
public accountability, which is considered
more important for public sector users.
Some OECD members including Australia,
Canada, New Zealand, and the UK have
therefore established a monitoring group
that could act on behalf of the IPSASB. The
group monitors the IASB/FASB projects from
the perspective of public-benefit entities that
are omitted in the project. Moreover, it is
tasked with considering and, where
appropriate, suggesting amendments to
address those issues and put them to the
IASB/FASB projects. As the IASB's activities
and issues are impacting upon the public
sector in one way or another, the former
will continue to be an important agenda in
the OECD forums.

Conclusion

Public sector reforms in OECD countries are
now not confined to adopting the accrual
basis of accounting. Over time, issues such
as accrual budgeting, accounting for PPPs,
long-term fiscal sustainability reporting, just
to name a few, have evolved and are
occupying a central position in public sector
accounting reforms. Moreover, the OECD
members have been closely scrutinizing the
activities of international organizations such
as the IASB and IPSASB and providing them
with valuable comments and guidance in



dealing with public sector reform issues. As
the OECD members are considered leaders
in public sector reforms, the agendas put
forth for discussions in the annual forums
are likely to penetrate other developing
countries and countries in transition. In the
coming days, developing countries, for
instance, Nepal, should, therefore, be
prepared to tackle these new issues of public
sector reforms along with the general issues
such as adopting public sector accounting
standards and making a transition towards
the accrual basis of accounting that are now
on top of the reform agendas.

Nonetheless, it is noteworthy that the OECD
countries to a large extent decide the works
and programs of the IPSASB. At the same
time, Nepal along with other South Asian
countries is proceeding towards IPSASs,

whereas the majority of the OECD countries
have not yet fully complied with IPSASs. Thus,
paradoxically, those countries that are involved
in setting the standards do not fully comply
with them, yet are expecting others to do so.
If this trend continues, it may, with time, be
necessary to alter the composition of the
IPSASB, to reflect the voice of those countries
that have gained experience in most, if not
all IPSAS areas, rather than only some areas.
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Water into watts and
watts into wealth

1. 1. Preface

Power is vital input needed to fuel the engine
of economic growth and to fulfill the basic
needs of the entire population of the country.
Power is the most critical input for agricultural,
industrial production, IT & telecommunications
and raising the quality of life of people. It is
well understood that the "marginal productivity"
of power in the rest of economy is far greater
than the cost of power. Energy differentiates a
least developed or developing economy from
a developed economy. One of the major
issues in power sector is, "raising of funds for
developing power projects and generating
energy" to meet the demand & supply gap.
This means that power development ought
to be the top most economic priority of the
country. It also means that there are
opportunities for financing power projects, so
that power sector does not suffer for
scantiness of resources.

Nepal is facing a severe electricity crisis. Like a
mirror, this crisis reflects some inherent
problems in the Nepalese electricity industry.
The current electricity crisis is caused by various
economic, political, and technical factors. They
can be roughly categorized as shortage of
generating capacity; less flexible transmission
and distribution network; lack of an effective
pricing mechanism; shortage of fuel; and
environmental problems. In any economy,
electricity supply and development are based
on the prediction of future electricity demand.
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In a market system, decisions are collectively
made by independent market entities, including
power plants, utilities, consumers and, probably,
a regulator as well. It is generally accepted that
there is a significant and stable positive
correlation between economic growth and
electricity consumption. The electricity industry
is an integrated part of the national economy.

The explosion of global capital markets and
the associated expansion of private capital
flows to emerging market economies provide
new opportunities to finance infrastructure
projects in Nepal, if the projects can be made
commercially viable. Several experienced
international companies are interested in
investing in infrastructure development in
Nepal provided the overall investment climate
is perceived as attractive. Therefore, evaluation
of electricity issues could not be succeed
without taking into consideration the broader
economic environment.

1.2 Key players

The parties involved will vary, depending on
how the project is financed. A large hydropower
utility may design, construct and finance a new
hydropower project with a minimum
involvement from other parties. In most cases,
however, the project will involve several parties
like: developer, lender, shareholders,
contractors, etc. This section provides a general
discussion of the parties involved and their
interests in the power project.
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1.2.1 Sponsor

The sponsor is the government agency or
utility that is promoting a project. A private
company that requires power may be the
sponsor, but it may not want to build or own
the plant. For large hydropower projects, the
sponsor will normally be the national
government or a government agency that
wishes to improve the power-supply situation
and to control the development of the power
sector. For small hydropower projects the role
of the sponsor is often less important. The
project may be a part of a national or regional
electrification programme with a government
sponsor. However, in many cases the owners
of the water rights develop small hydro
projects.

1.2.2 Developer

The developer is the most important participant
in the development project. They must acquire
the necessary permissions to develop, sign
contracts with consultants, contractors and
equipment suppliers, arrange a power
purchase contract and secure the necessary
financial resources for the development.

1.2.3 Lenders

Normally a bank or other investment institution
will provide the majority of the financial
resources needed, often in the order of 60 -
80 %. The lenders may be agencies established



for the specific purpose of facilitating investment
in the national infrastructure, e.g. the World Bank.
They will provide financing at more favorable
terms than can be obtained on the private
market. Private agencies such as commercial
banks and insurance companies can also
provide funding for hydro projects. However,
as their main concemn is to earmn money, their
interest rates will be higher backed by shorter
payback periods. In order to fulfill the financial
need, the developer must convince lenders
about the project's economic feasibility and could
provide security for the lenders' involvement.

1.2.4 Investors

In most projects, bank loans will provide the
largest proportion of the financial resources
required. However, the last 20 - 30 9% of the
financing, the equity capital, must be provided
through other sources. This capital is poorly
secured and has the lowest claim on the
project's assets and cash flow. In return for
taking this risk, the investors will expect to have
strong influence on the project, high-anticipated
profits or other special benefits.

The project may be organized as a shareholders'
company with the investors receiving shares in
retum for the equity they provide.

Possible investors include:

1. Power utilities that wish to influence or
control the electricity supply in an area.

2. Industrial companies that wish to have
access to power production utilities.

3. Local industry or local government
agencies that provide venture capital to
promote electrification in their area.

4. Financial institutions that are interested
in long-term investments.

1.2.5 Power purchaser

The power purchaser will normally be a
national or regional power utility or
distribution company. It is also possible that
the power will be sold directly to an end

user, or to a power broker. The agreement
between the developer and the user is spelled
out in detail in the Power Purchase Agreement
(PPA). It expresses the amount of power to
be supplied, prices and the price regulation
agreement, and penalty clauses The PPA is
extremely important for project development.
It is the lenders' main security that the project
will be able to pay its debts. Without it, limited-
recourse project financing is impossible.

1.2.6 Contractor

The traditional approach in the direction of
hydropower construction has been to let
separate contracts for the individual elements
of the project. The developer will also need an
engineering firm to plan and describe the
project, and for project control as well. As
several parties are involved, it may be difficult
to assign the responsibility for cost overruns
or delays.

As an alternative, a single contractor can be
used and sign a turnkey contract. The
responsibility for completion normally lies then
with the contractor, to whom the risk, or a large
portion of it, is transferred. Financiers may insist
on a turnkey contract to avoid the risk associated
with the project construction and performance.
The contractor will demand a higher contract
price in return for assuming the risk.

1. 3. Resources requirements of the
power sector of Nepal:

Nepal is facing formidable challenges in meeting
its power and energy needs and providing
adequate power of desired quality in a
sustainable manner and at reasonable costs.
Meeting the increasing demand of 8 -10 %
(around 50-60 MW) annually require
incremental investment in the range of Rs.7-10
billion. The difference in requirement and
availability of finance is obviously gigantic. In
many cases, arranging financing will be an
important obstacle when developing a small
hydro project, the most important reasons being:
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1. Large up-front investment and very
limited possibilities of gradual
development.

2. The long-term nature of hydropower
does not match the typical financial terms
well. The risks involved in hydropower
are not well understood and addressed
by the lenders.

3. There is a wide gap between demand
and supply of power in the country.
Serious efforts are required to finance
projects to meet this extensive gap.

4. Even though the Government has
expected high investment from private
players in energy sector, private sector
still worry due to current non-economic
situations due to which the massive

between

differences target and

achievements have been observed.

Despite these apparently favourable
circumstances, the experience in introducing
private investment into infrastructure
development has been mixed at best. There
have been some notable successes, but the
pace of implementation has been much
slower than was initially expected. The slow
pace has not only reflected the lack of private
capital but also inefficient regulatory framework.

The resources available are inadequate to meet
most of the infrastructure needs. The
infrastructure financing needs of our county
alone are going to run into the trillions of
Rupees over the next few decades--and
present banking system and public institutions
alone simply will not be able to pick up the tab.

2. Financing strategies for small
hydropower projects

The construction and financing of power-
generation projects has traditionally been the
domain of public sector. However, private
investment and ownership of power generation
utilities have increased continuously in recent
years. This is a consequence of a general
liberalization of the power market. Another fact
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for this development is that, the funding from
government and international agencies has
become steadily more difficult to secure. There
are three important reasons to portray the
raising importance for loans and equity capital
from private sector which are as follows:

1. Risk associated with investment in
hydropower projects is often regarded
as being higher than other corporate
financing.

2. The large up-front investment is required
for hydropower development.

3. The economic lifetime of a hydropower
project is often far longer than the
repayment period of loan.

2.1. Financing alternatives

Many projects around the world are structured
and financed on the BOT model. There are a
great number of varieties (and accompanying
acronyms) and some of the more common
are:

DBFO-design, build, finance, operate
DBOM-design, build, operate, maintain
BOT-build, operate, transfer

DBOT-design, build, operate, transfer
FBOOQOT-finance, build, own,

BOD-build, operate, deliver operate, transfer
BOO-build, own, operate BOOST-build, own,
operate, subsidise, transfer

The basis for all projects structured on the
BOT model is likely to be the granting of a
concession or license (or similar facilities) for
a period of years involving the transfer and
re-transfer of all or some of the project assets.
The concession agreement will, therefore, be
the key project document and as such is likely
to be examined with considerable care by
the project lenders. Under the concession
arrangements, the project company will usually
own and operate the project for the duration
of the concession. The revenue produced by
the project will be used by the project
company to repay the project loans, operate
the concession and recover the investment
of the sponsors plus a profit margin. A very
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common variant of the BOT model is the BOO
(Build Own Operate) project which is
structured on similar lines to a BOT project
but without the re-transfer of project assets at
the end of the concession period.

Financing can be a major problem in many
small hydro projects. In many cases, the
developer does neither have sufficient funds
for self-financing, nor have the sufficient assets
to provide security for a bank loan. Financing
alternatives for small hydro projects, the
essential factors that must be considered when
selecting the financing strategies and
government incentives for promoting small
hydro are summarized below:

2.1.1. In-house funds

The developer's accumulated reserves may be
used to finance a project. This may involve
developer's in-house funds or personal reserves.
As hydropower projects involve relatively large
up-front investments, the use of in-house funds
as the sole source of finance is only possible
for the smallest hydropower projects.

2.1.2. Ordinary bank loans (on balance
sheet financing)

A bank loan supplies the majority of the required
capital (60 - 80 %). Loans are secured against
assets or property owned by the developer. Bank
loans are relatively simple to arrange if the
developer can provide sufficient security for the
bank's involvement. As the lender's interests are
well secured, the need for a tight network of
contracts to control risk can be relaxed, making
the financing structure more flexible. This reduces
the time and cost involved in arranging the loan.
In addition, good security for the lender will
normally result in lower annual borrowing costs.

2.1.3. Co-development with a financially
strong partner

The project is developed as a joint venture
with a financially strong partner. A strong
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partner may provide equity capital and offer
security for bank loans (assets/property). In
addition to their risk-sharing potential, the
partners may also be selected based on their
ability to provide expertise important for the
project (engineering, finance, and power
market).

2.1.4. Limited recourse project financing

According to the historians, project financing
techniques were actively used during Roman
times. Sea voyages on the Mediterranean
ocean were extremely dangerous adventures
in Greek and Roman times, mostly on account
of the dual perils of storms and pirates. As a
result of these nautical perils, some risk
adverse merchants would take out a fenus
nauticum (sea loan) with a local lender to
share the risk of a particular voyage with that
lender. The fenus nauticum worked on the
basis that the loan was advanced to the
merchant for the purpose of purchasing
goods on the outward voyage, which loan
would be repayable out of the proceeds of
the sale of these goods (or more likely other
goods bought overseas with these proceeds).

If the ship did not arrive safely at the home
port with the cargo in question on board,
then, according to the terms of the fenus
nauticum, the loan was not repayable. At the
time this was viewed essentially as a form of
marine insurance, but it can just as easily be
classified as an early form of limited recourse
lending, with the lender assuming the risk of
the high seas and the perils that accompanied
her. History also recounts that, in order to
protect their interests, these brave lenders
would often send one of their slaves on the
voyage to ensure that the merchant was not
tempted to cheat on the lender (an early
ancestor of the security trustee perhaps).

In modern times too there is plenty of evidence
of project financing techniques being used
by lenders to finance projects around the
world. There is no universally accepted



definition of project finance. A typical definition
of project financing might be: "The financing
of the development or exploitation of a right,
natural resource or other asset where the bulk
of the financing is to be provided by way of
debt and is to be repaid principally out of the
assets being financed and their revenues."
The overriding aim behind this rather complex
definition is to make it clear that the repayment
of the loan in question is, essentially, limited
to the assets of the project being financed.

The expressions "non-recourse finance" and
"limited recourse finance" are often used
interchangeably with the term "project finance".
In strict terms, non-recourse finance is
extremely rare and in most project finance
transactions there is some (limited) recourse
back to the borrower/sponsor beyond the
assets that are being financed. These security
may amount to full or partial completion
guarantees, undertakings to cover cost
overruns or other degrees of support (or
comfort) made available by the sponsors/
shareholders or others to the lenders.

Security plays an important role in project
financing and problems encountered in
perfecting security can often necessitate
changes in how a project is to be structured.
As in most project financings, the lenders will
have no recourse to the project company's
assets, other than the project assets, and will
look primarily to the cash flow generated by
the project to repay loans to the project
company, it is crucial in project financing for
lenders to ensure that valid and effective
security interests are taken over all of the project
assets. If problems do arise with the project
and the lenders are forced to pursue their
security then, in the absence of any
shareholder's guarantees or other tangible
support, the enforcing of their security over
the project assets will be the only opportunity
for the lenders to recover their loans.

Therefore, one of the key differences, between
project financing and corporate financing lies

in the recourse that the lender has to the
assets of the borrower. In project financing
this recourse is limited to an identifiable pool
of assets, whereas in corporate financing the
lender will have recourse to all the assets of
the borrower (to the extent that these assets
have not been charged to other lenders).

2.1.5. Leasing

In general, the types of leases available in the
market today can be classified as either
operating leases or financial leases. An
operating lease is written for a short period of
time, from a few months to a few years. The
lessor assumes most of the responsibilities of
ownership including maintenance, service,
insurance, etc. The operational lease is not a
long-term financial commitment, and is unlikely
to be used for financing equipment in
hydropower projects. A typical example is the
rental of an office copying machine.

A financial lease (capital lease) is a long-term
contract by which the lessee agrees to pay a
series of payments that in sum will exceed the
purchase price of the asset, and provide the
lessor with a profit. The lessee takes on the
fundamental ownership responsibilities such
as maintenance, insurance, property taxes, etc.
Normally the agreement is not cancelable by
either party, but may provide clauses that allow
canceling of lese only on certain circumstances.
Upon termination, the asset is returned to the
lessor. Leasing is most suitable for high-volume
standard equipment, and is rarely used to
finance hydropower equipment. However, this
can be an option.

2.1.6. Pay-back using electricity or other
goods

As an alternative to paying the debt in cash, the
lender may accept payback in electricity or other
goods. For example, a company with high power
consumption may agree to finance a
hydropower project. In return, it receives electric
power from the developer (captive generation).
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2.1.7. Suppliers' credit

Suppliers are often willing to provide financing
for their equipment. The purchase price is
often closely linked with the financing terms.
The conditions are subject to negotiation, and
a competitive situation can significantly improve
the terms available.

2.2. Factors which affect the project
financing

The developer's financial resources are the
first things to consider. The principal question
for the developer is: should the project be
financed by the use of in house funds, by
co-development with a financially strong
partner, by ordinary bank loans secured
against the developer's other assets or
property, or by limited recourse project
financing? The financing strategy will affect the
developer in several ways. Risk, revenue, and
control over the project are all closely related
to the financial arrangements.

Afinancially strong developer can use in-house
funds or ordinary bank loans. This gives a
large degree of control over the project, which
may be an important consideration, particularly
if the project is a part of the developer's core
activity. However, it also means tying up financial
resources for a long time. Management of
the project risks is another important
consideration. In general, a high level of debt
means a high cash-flow risk. Debt service has
first claim on project earnings. In project
finance, the cash flow risks are higher. In a
non-recourse project, the developer's
involvement is limited to equity. In a limited-
recourse project, the developer has accepted
additional undertakings, but the involvement
is still limited. The developer will have to pay a
price for reducing the risk. The arrangement
costs are high and third parties accepting a
risk will require a premium.

Securing financing may be a major obstacle
in developing a small hydro project, and the
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efforts involved should not be underestimated.
Large-scale capital-intensive projects usually
require substantial investments up front and
only generate revenues to cover their costs in
the long term. Therefore, matching the time
profile of debt service and project revenue
cash flows implies that on average project
finance loans have much longer maturities
than other syndicated loans.

3. Financing conditions

For decades, project finance has been the
preferred form of financing for large-scale
infrastructure projects worldwide. Several studies
have emphasized its critical importance, especially
for emerging economies, focusing on the link
between infrastructure investment and
economic growth. The question whether longer
maturities are a source of risk is crucial for
understanding the distinctive nature of credit
risk in project finance.

All aspects of the project should be arranged
to control the risk for the lenders, who will wish
to see evidence of the project's economic
viability. Lender should ask an independent
technical report by a credible consultant or
document vetted by specialized development
agencies. Lender should scrutinize important
agreements such as the power purchase
agreement, the operating agreement,
shareholders' agreement, etc.

The developer may not have sufficient assets

to secure a bank loan, or the developer may

not wish to bear all the project risk involved in

the development. As the lenders cannot rely

on the liquidation value of the project (or

sponsors) as a means of securing repayment,

they will exercising tight control over most

aspects of the project development:

B Charge over the physical assets o
Assignment of the project contracts

B Contract undertakings o Shareholder
undertakings

B |nsurance

B Bonding
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The lenders must put conditions that project
should employ contractors, suppliers and
operators that have a strong track record of
accomplishment in their field. Whenever possible,
the risk is transferred to third parties. A contractor
working on a turnkey fixed-price basis can be
used to minimize the completion risk. A long-
term Power Purchase Agreement mitigates the
market risk. The lenders have to even ensure
that they have the right to step in and operate
the project in the case that it is not paying its
debts. Limited-recourse project financing involves

a series of complex contractual agreement. The

initial arrangement costs are relatively high. In

turn, this results in a higher interest rate. For
limited-recourse arrangements several additional
elements must be considered:

1. Initial arrangement fee: The financiers
will require an up-front fee for covering
the arrangement expenses of financing.

2. Undertakings: The lenders may restrict the
payment of dividends to shareholders. This
is done in order to provide a buffer against
unforeseen problems and may amount
to half a year of debt service. Payment of
dividends may also be cancelled in case
the project is performing badly.

3. Conditions precedent: A number of
conditions must be met before the loan
can be drawn. Normally this requires that
all contracts be to the bank's satisfaction,
that all permits are in place, the existence
of a favorable review from an
independent technical consultant, all
insurances in place etc.

4. Fees to external experts: The financiers
will require all fees to external legal and
technical advisers to be paid by the
developer.

Financing conditions depend on the individual
project, the financing institution, and the general
conditions in the banking industry. In general,
50 % to 80 % of the total cost can be
provided as debt. The level of debt that is
acceptable to the lender depends on how the
loan is secured. A large debt component
means increasing the lenders' risk. In turn, this
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results in a higher interest rate. Financing is a
critical activity in developing a small hydro
project. Key points for successful project
financing are discussed below:

3.1. Consider the need for external advice

The lender should seek professional advice
at an early stage in order to determine how
to arrange the financing. Key advisers are legal
and technical advisers.

3.2. Verification of available resources

Lenders should verify evidence of the water flow
available for power production. Reliable
assessment of the water flow may be difficult, in
particular at small hydro projects. The developer
should have at least 12 months of flow data.
Correlating them with long-term stream flow or
rainfall data from nearby gauging stations should
extend the flow measurements.

3.3. Careful structuring of the
contractual arrangements

The Lender and their advisers should analyze
the project risks and ensure that there are
adequate plan for mitigating these risks. The
principal agreements that the lender should
focus on are:

B Engineering, procurement and
construction agreement

Power purchase agreement

Operating and maintenance agreement

Site agreements

Shareholder agreement
3.4. Insurers

The essence of any project financing is the
identification of all key risks associated with
the project and the apportionment of those
risks among the various parties participate
in the project. Without a detailed analysis of
these project risks at the outset, the parties
would not have a clear understanding of
what obligations and liabilities they may be



assuming in connection with the project and,
therefore, will not be in a position to
consider appropriate risk mitigation exercises
at the appropriate time. Considerable delays
can occur and expense be incurred,
Problems may arise when the project is
under way and arguments ensue as to who
is responsible.

Insurers play a crucial role in most projects. If
there is a major catastrophe or casualty
affecting the project, then both the sponsors
and the lenders will be looking to the insurers
to indemnify them against loss. In a great
many cases if there was no insurance cover
on a total loss of a facility, then the sponsors
and lenders would have lost everything.
Lenders in particular, therefore, pay close
attention not only to the cover provided but
also towards who is providing that cover. Most
lenders will want to see cover provided by/or
reinsured with large international insurance
companies.

It is almost certainly impossible to list all the
potential problems that could arise with the
insurance aspects of a project, but some of
the principal concerns from a lenders'
perspective might be the following:

1. The policy may be cancelled, either in
accordance with its terms, by agreement
between the insured and the insurers,
or by the brokers for non-payment of
premiums.

2. The policy expires and may not be
renewed.

3. The policy may be changed so as
adversely to affect the cover provided, e.g.
the scope of the policy may be narrowed,
policy limits may be reduced or
deductibles may be increased.

4. The loss may be caused by a peril which
was not insured thus, a policy which
covers political risks such as war,
revolution and insurrection should be
checked further to ensure that it also
covers politically motivated violent acts
such as terrorism or sabotage

5. The policy may be avoided by the
insurers, on the grounds of breach of
warranty by the insured

6. The insured may not make any (or any
timely) claim for indemnity under the policy

7. Theinsurers may be insolvent and unable
to pay a claim

8. The claim may be paid by the insurers to
the brokers but somehow lost in the
brokers' insolvency

3.5 Information and access

There is often a danger that the project
company becomes overwhelmed with the
information requirements from the lenders and
that the lenders themselves get bombarded
with excessive information, a lot of which they
don't really need. The supply of reliable and
accurate information in connection with a
project is of crucial importance for the lenders.
Likewise, access to the project and its facilities
will also be important for the lenders to be
able to check regularly on progress and to
monitor compliance with the terms of
documentation. The project loan agreement
will contain detailed provisions on the type of
information required and the frequency of
delivery. The following are examples of the type
of information usually required by lenders:

1. Annual accounts and financial statements.
2. Periodic (e.g. monthly) progress reports
during project construction periods.

3. Architect's certificates etc., accompanying
drawdown requests together with
supporting invoices.

4. Copies of material notices and
communications received under project
agreements

5. Copies of communications from relevant
authorities.

6. Details of all disputes and claims in
connection with the project.

7. Periodic reports from experts.

8. Copies of all insurance documentation
and claims.

9. Copies of all consents and permits relating
to the project and
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10. Certificate of compliance with cover ratios
etc

4. Concluding remarks:

Lender should obtain comprehensive
financial model of the project economy. The
financial model should focus on project cash
flow. The should be
conservative, and a sensitivity analysis should

assumptions

demonstrate the viability of the project for a
range of scenarios. The developer should
maintain and update a checklist of the
outstanding items and issues that must be
resolved in the project, together with a plan
for how to make progress on each
outstanding item.

Private involvement in the energy sector is
becoming increasingly important as public
funding diminishes. Hydropower projects
involve large up front investment, and are
often regarded as high risk. Therefore the
financing situation for small hydro projects
should be improved in the following ways:

1. By supporting developers during an early
stage ( providing high quality stream flow
data, lessening regulatory processes,
providing open access policy in
transmission),

2. Byreducing the risk to the developer and
the financier (government incentives and
guarantees reducing the risks involved
in small hydropower development and
operation to make projects more
attractive to developers and lenders),

3. By Public incentives (various incentives
to promote small hydro development),

4. By Cost reduction (providing fiscal
incentives to make the project more
profitable) etc.

If these prospects are realized, the challenging

dream of "Empowering Nepal" could become
a "shining reality"! 0
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ALM in Risk Management

Perspective

Background

Risk is the probability of incurring a loss or
damage because of actual outcome being
different from the expected outcome. This
means that, broader the range of possible
outcomes, the greater the risk. Risk is the major
constraint on investment whilst return on
investment is the major opportunity or benefit
generated by it.

Asset-liability management (ALM) can be
defined as maximizing the risk-adjusted returns
to shareholders over long run. ALM involves
techniques to measure the matching of assets
and liabilities, thereby assisting in prudent
management of the investment portfolio. Thus,
the ALM is the management of total balance
sheet in terms of size and quality. ALM is aimed
for minimizing risks and maximizing returns.
The objective of ALM does not necessarily imply
achieving a perfect match of assets and liabilities.
It is not the exact match that is important but
rather the prudent management of mismatch.
The focus should be risk control since mismatch
will almost always be present. A fully matched
position would be one where changes in the
present value of assets equal changes in the
present value of liabilities.

In early days bankers used to interpret ALM
as a system of matching cash inflows and
outflows, and thus of liquidity management.
They used to think that if a bank meets its
cash reserve ratio and statutory liquidity ratio
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stipulations regularly without undue and
frequent resort to purchased funds, it can be
said to have a satisfactory system of managing
liquidity risks, and, hence, of ALM.

However, in these days the actual concept of
ALM is regarded much wider, and of greater
importance to banks' performance. Historically,
ALM has evolved from the early practice of
managing liquidity on the bank's asset side, to a
later shift to the liability side, termed liability
management, to a still later realization of using
both the assets as well as liabilities sides of the
balance sheet to achieve optimum resources
management. Later on, ALM began to extend
beyond the bank treasury to cover the loan and
deposit functions. The induction of credit risk
into the issue of determining adequacy of bank
capital further enlarged the scope of ALM. In the
current decade, eaming a proper return of bank
equity and hence maximization of its market value
has meant that ALM covers the management of
the entire balance sheet of a bank. This implies
that the bank managements are now expected
to target required profit levels and ensure
minimization of risks to acceptable levels to retain
the interest of investors in their banks. This also
implies that costing and pricing policies have
become of paramount importance in banks.

Significance of ALM
ALM is one of the tools that is assuming

significance as an integral part of Bank
Management. Many financial systems in the
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L. D. Mahat, FCA

corporate as well as individual context are
underpinned by a cash flow balancing (also
called matching) activity. The basic aspect of
financial planning encompasses such matching
activities of cash flows and is given the generic
label: ALM. Fundamentally, when a bank has
both assets and liabilities, in the course of
business, ultimately the banks have to meet
commitment on their liabilities, which are
sourcing their assets. Many a time two different
situations may arise. Assets with a particular
maturity may be greater than the liabilities of
the same maturity and vice versa. To avoid
this financial quagmire, banks require
advanced and meticulous financial planning,
and in this context, ALM is invaluable.

The basic objective of ALM is to enforce the
risk management discipline viz. managing
business after assessing the risks involved. Simply
stated, Asset Liability Management is the process
of planning, controlling, and monitoring a
bank's (firm's) assets, liabilities, and capital to
achieve financial goals and control financial risk.
Today, with an increase in demand for funds,
there is a remarkable shift in the features of
assets and liabilities of banks. Moreover, intense
competition coupled with increasing volatility in
the interest rates has prompted the
management of banks to strike a balance
among spreads, profitability and long-term
viability. Therefore, it is imperative for banks to
match the maturities of assets and liabilities.
Thus, banks in Nepal have started recognizing
the importance of Asset Liability Management.



Asset Liability Management
Committee

Banks set up ALM Committees (ALCO)
consisting of their senior management to
manage the bank's assets and liabilities in order
to generate sustained and defined levels of
profitability consistent with an acceptable and
agreed level of risk. ALCO is responsible for
deciding the risk management policy of the bank
and set guidelines for liquidity, interest rate,
foreign exchange and equity price risks. ALCO
is involved in balance sheet planning from the
risk-return perspective. It is also involved in
product pricing for both deposits and advances,
desired maturity profile of the incremental assets
and liabilities, etc. The ALCO would also articulate
the current interest rate view of the bank and
base its decisions for future business strategy.
For instance, it aids in developing a view on
future direction of interest rate movements and
decide on a funding mix between fixed vs.
floating rate funds, wholesale vs. retail deposits,

money market vs. capital market funding,
domestic vs. foreign currency funding, etc.
Individual banks would decide the frequency
for holding their ALCO meetings.

GAP Analysis

Gap analysis is a technique of asset-liability
management used to assess interest rate risk
or liquidity risk. Gap analysis is widely adopted
by financial institutions these days. When used
to manage interest rate risk, it was used in
tandem with duration analysis. Both techniques
have their own strengths and weaknesses.

Duration is appealing because it summarizes,
with a single number, exposure to parallel shifts
in the term structure of interest rates. It does
not address exposure to other term structure
movements, such as tilts or bends. Gap analysis
is more cumbersome and less widely
applicable, but it assesses exposure to a greater
variety of term structure movements.

To explain liquidity gap, following example may be considered:

Liquidity Risk Assessment of Siddhartha Bank Limited as on 16 July, 2007
. ____________ |

Management of Liquidity Risk

Liquidity risk refers to the risk of the bank being
unable to meet any of its obligations either by
being unable to continue to obtain funds to
meet any of its commitments or having to pay
a substantial premium to do so.

In the commercial environment, retaining the
confidence of lenders and depositors will
increasingly rely on the maintenance of capital
adequacy at or above the prescribed levels,
financial ratios that indicate viability and
sustainability and generate confidence in the
market that the institution is able to manage
its exposures and all of the associated risks.

The structure shows that in three months, the
Bank will receive cash from maturing assets for
NRs 1,262 million. However, in three months,
the Bank has maturing liabilities of NRs 2,096
million and needs cash (liquidity) to make the
repayment. The cash can come from two

Assets 91-180 days | 91-180 days | 181-270 days | 271-365 days | Over 1 Year | Total
Cash Balance 130 130
Balance With Banks 387 387
GON Securities 373 249 626
Investment in Shares 15 15
Inter Bank Lending 426 26 1 453
Loans & Advances 245 760 246 433 4,635 6,320
Other Assets 74 47 121
Total Assets 1,262 760 619 709 4,702 8,052
Liabilities

Borrowings 430 430
Current Deposits & Margins 91 136 227
Savings Deposit & Call Deposits 1,356 2,019 3,375
Fixed Deposits 16 66 273 744 1,924 3,023
Other Liabilities 204 204
Capital & Reserves 794 794
Total Liabilities 2,096 66 273 744 4,873 8,052
Net Financial Assets (834) 694 347 (35) a71)

Cum Net Financial Assets (834) (140) 206 171

Source: Annual Report of the Bank
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sources: one is assets maturing in the same
period and the other is from an external source.

The same three-month maturity shows there
will be a liquidity shortfall, a liquidity gap, and
the Bank will have to raise funds from an external
source before the end of the month. Liquidity
gap analysis gives important information on
when and how much an institution will need
external funds. A resulting fund-raising plan
then minimises default probability.

However, at six months, the Bank's negative
liquidity gap gets reduced to NRs 140 million.
This means that, after repaying all the maturing
liabilities, there will be NRs 694 million cash in
hand. Similarly, the Bank will face a different
problem because the 9-month liquidity is
positive to the amount of NRs 206 million.
This means that, after repaying all the maturing
liabilities, there will be NRs 347 million cash in
hand. The Bank has, therefore, 9 months to
identify the most profitable investment option
for this money. Liquidity gap analysis helps to
plan future investment.

A negative liquidity gap means future fund
raising is required and a positive gap means
future investment is required. The costs and
returns can be forecast by the term structure.
So, managing liquidity gap by asset and liability
reallocation can help lower funding costs and
raising investment returns provide the term
structure is known.

Management of Interest Rate Risk

Interest rate risk refers to the potential variability
in a bank's net interest income and market value
of equity caused by changes in the level of
interest rates. The interest rate risk affects the
bank in two ways: by affecting the profits due to
changes in interest income and by affecting its
balance sheet due to changes in market value
of balance sheet items. Thus, interest rate risk
can be viewed as sensitivity of earnings and
market value of instruments to changes in
interest rates.
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There are many constituents of interest rate risk.
A change in the interest rate also affects the
rate at which the periodic interest payments are
reinvested. Such risk is called the reinvestment
risk. A risk caused by the two rates not moving
in tandem is called the basis risk. The possibility
of getting the market price of the securities
decreased due to increase in interest rates is
called the price risk. Rate level risk refers to the
possibility of a change in the general level of
interest rates. A change in the frequency of
interest rate fluctuations, which affects the
business volume as well as the pricing of the
instruments, is called volatility risk.

Banks employ various techniques for the
management of interest rate risk. Some banks
use sensitivity analysis to measure the difference
in its rate sensitive assets and rate sensitive
liabilities. Splitting of products with uncertain
repricing into rate sensitive and rate insensitive
balances involves a similar process as their
division into core and non-core branches.

A large number of banks use gap analysis to
measure the price sensitivity to interest rates.
Gap analysis the weighted average maturity in
which the weights are stated in present value
terms. Gap analysis is just done for managing
lending and borrowings. This is because of
the notion that the existing balance sheet
composition cannot be altered significantly.

One of the ways to eliminate interest rate risk is
to have assets and liabilities in such a way that
their timings of cash inflows and outflows exactly
matches. A portfolio created in such a way is
called as dedicated portfolio. Unfortunately, in
is almost impossible to exactly match the cash
flows in a portfolio in the real practice. The
solution for this problem is to forget the
matching the cash flows exactly and concentrate
on the value of assets and liabilities and to make
the value difference interest rate sensitive.

The selection of assets so as to minimize interest
rate sensitivity in context of asset-liability
management is called as portfolio immunization.
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Since the goal of immunization is to make asset-
liability mix insensitive to the interest rate fluctuations,
the logical starting point is the measurement of
interest rate sensitivity. The most widely used
measure for interest rate sensitivity is the duration.

While gap analysis is simple to interpret, it has several
limitations. The duration values are reliable over
short period of time. As the time passes, the duration
of assets and liabilities involves changes and such
changes are not equal for all instruments included
in a portfolio. As the time passes on, the weighting
scheme becomes more unreliable. The duration
also changes with yields and these changes are
not necessarily the same for all the instruments.

Finding assets and liabilities of similar duration is a
difficult task for a banker. It would be much easier if
the maturity of a loan or security equaled its duration.
However, for financial instruments paying out
gradually over time, duration is always less than
calendar maturity. The more frequently a financial
instrument pays interest or repays the principal, the
shorter is its duration. To overcome the limitations
stated above, a bank has to compute the duration
at frequent intervals and readjust the portfolio
accordingly.

Conclusion

Today, banks cannot afford to ignore the
importance of Asset Liability Management.
Identification of the maturity patterns is gaining
importance. For traditional gap analysis to be
effective the presence of an effective MIS system is
imperative.

Banks should also stress on the setting up of good
MIS system. A centralized software system facilitates
managers to forecast income and portfolio values
based on different interest rate assumptions by
using stochastic interest rate models, test alternative
hedge strategies in real time, combine forecast
assumptions between the risk management and
business units using advanced forecasting and
planning functionality, simulate prepayments and
draw-downs, reduce deployment costs and
distribute information easily.  Q



RISE IN OIL PRICE,
CAUSES, AND IMPACTS

There has been dramatic and unprecedented
increase in the price of oil in international market
over the past few months and accordingly
price of crude oil touched as high as US

$141.71 per barrel on June 27, 2008 which is
the highest since 1988. This increase has
smashed in to some of the international stock
market on the same day and has become really

An Overview of Oil Price Increases Since 2003

Anupamananda Chhatkuli, CA, LLB

the matter of everyone's concern. Before going
to the factors underlying in the rise of ail price
and effects of such increase, let's have an
overview of oil price increases since 2003.

Inflation adjusted price/ barrel of crude oil on New York

S-N. Period/Date Mercantile Exchange [NYMEX]
1 From the mid 1980s to September 2003 Generally under $25
2 During 2004 Rose above $40, then $50
3 By August 11, 2005 Exceeded $60
4 In the middle of 2006 Exceeded $75
5 By the early part of 2007 Fell back to $60
6 By October 2007 Rose steeply to $92
7 December 2007 $99.29
Throughout the first half of 2008, oil regularly reached record high prices
8 On January 2, 2008 Surpassed $100
9 On February 29, 2008 Prices peaked at $103.05
10 On March 12, 2008 Reached $110.20 [the sixth record in seven trading days]
11 On April 22, 2008 Rose to $119.90
12 On May 22, 2008 Passed $135
13 On June 26, 2008 Reached $140.05
14 On June 27, 2008 Touched $141.71

Future Prediction :- OPEC's president predicted prices may reach $170 by the summer

Source: Various web pages

CAUSES/UNDERLYING FACTORS IN
THE RISE OF OIL PRICE

The remarkable increase in the price of oil
manifested above, which saw the index
rising as high as $141.71 a barrel recently,
is influenced a great deal by investors
in international capital markets that seek
to enjoy higher profits by exploiting so-
called hedge funds and investing heavily in

oil futures that predict a rise in prices.
Predictions that above factor and a number
of other important reasons, cited below, into
consideration are for a higher energy price
index over the coming winter months.

The devaluation of the US dollar

Continued weakness in the U.S. dollar, which
is almost 50 percent of the euro, is another
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factor. Qil is priced in United States dollars in
the world markets and the decrease in its
value has enabled the transfer of capital from
currencies such as euro or pound sterling
to dollars in order to invest in oil futures and
options. Moreover, as long as the dollar loses
value there is going to be a steady increase
in the price of oil. It is a vicious circle. Along
with the devaluation of dollar, one should
include the subprime crisis, which has hit
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investment houses and banks worldwide
and led to the transfer of further funds from
an ailing real estate sector to the oil sector
in the form of contracts that predict the rise
of the commaodity.

Great Demand for Fuel by Expanding
Economies and Established Markets

One great factor contributing to the current
rise in worldwide oil prices has been
increasing demand, from both expanding
economies (such as China and India) and
established markets. Demand growth is
highest in the developing world. As countries
developed, industry, rapid urbanization and
higher living standards drive up energy use,
most often of oil. Thriving economies such
as China and India are quickly becoming
large oil consumers.

Since 2004, China has been the second-
largest oil consumer, and its accelerating
growth of around 10 percent a year seems
unstoppable. Because China is in essence
a centralized command economy, a prime
investment destination and has the largest
monetary reserves in the world, it need not
worry about a possible recession due to
the rising oil prices.

India is the world's twelfth largest economy
at market exchange rates and the fourth
largest in purchasing power. Economic
reforms have transformed it into the second
fastest growing large economy and
accordingly there has been tremendous
growth in multiple sector industries viz.
automobiles, cement, chemicals, consumer
electronics, food processing, machinery,
mining, petroleum, pharmaceuticals, steel,
transportation equipment, and textiles. Along
with India's fast economic growth, there is
growing demand for oil and it is the sixth
largest consumer of oil.

The sector that generally sees the highest
annual growth in petroleum demand is
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transportation, in the form of new demand
for personal-use vehicles powered by internal
combustion engines. Cars and trucks will
cause almost 75% of the increase in oil
consumption by India and China between
2001 and 2025. As more countries
develop, the demand for oil will increase
further. This sector also has the highest
consumption rates.

Another large factor on petroleum demand
has been human population growth.
Because world population grew faster than
oil production, production per capita peaked
in 1979 (preceded by a plateau during the
period of 1973-1979).The world's
population in 2030 is expected to be double
that of 1980.

In the current scenario of continuous price
increase, some believe on no necessity of
increase in oil production as OPEC regards
the world market as saturated and only
speculators would benefit from any increase
in production. While other says that insufficient
oil production, not financial speculation, was
driving soaring crude prices and oil
production has not kept pace with growing
demand, especially from developing countries
like China and India. "In the absence of any
additional crude supply, for every 1% of
crude demand, we will expect a 20% increase
in price in order to balance the market,"

Supply

An important contributor to price increases
has been the slow down in oil supply
growth, which has continued since oil
production surpassed new discoveries in
1980. The fact that global oil production
will decline at some point, leading to lower
supply is the main long-term fundamental
cause of rising prices. This is because there
is a limited amount of fossil fuel, and the
remaining accessible supply is consumed
more rapidly each year. Increasingly,
remaining reserves become more technically
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difficult to extract and therefore more
expensive. Eventually, reserves will only be
economically feasible to extract at extremely
high prices. It is thought by many, including
energy economists such as Matthew
Simmons, that prices could continue to rise
indefinitely until a new market equilibrium is
reached at which point supply satisfies
worldwide demand.

Although there is contention about the exact
timing and form of peak oil, there are now
very few parties who do not acknowledge
that the concept of a production peak is valid
, though before the present energy crisis
some commentators argued that global
warming awareness and new energy sources
means that demand may fall before supply,
making reserve depletion a non-issue.

In addition, turbulence in the Middle East,
the world's largest oil-producing region, has
led to decreased exports, especially civil
unrest in Iraq after the 2003 U S invasion.So,
Iraq by itself is a major issue, since the
production of oil in the country is not
sufficient to assure a steady flow to the
markets, as was the case before the war.
For the moment, there are no signs of a
positive development in that regard, and it
should be noted that Iraq before the war
was the second-largest oil producer in OPEC.
Outside the Middle East, Venezuela has
experienced strikes and political turbulence,
and there is growing instability in West Africa.

Alternatively, lower production rates may be
due to the fact that oil's historically high ratio
of Energy Returned on Energy Invested,
continues a significant decline. The increased
price of oil also makes other, non-
conventional sources of oil attractive to
businesses. The most prominent example of
this is the massive reserves of the Canadian
tar sands. They are a far less cost-efficient
source of heavy, low-grade oil than
conventional crude, but with oil trading above
$60/barrel, the tar sands have become very



attractive to exploration and production
companies. Recent months have seen billions
of dollars invested in the tar (bitumen) sands.

In view of tighter supplies worldwide, terrorist
and insurgent groups have increasingly
targeted oil and gas installations to maximize
both mayhem and political gains. Sometimes,
such attacks are perpetrated by militias in
regions where oil wealth has produced few
tangible benefits for the local citizenry, as is
the case in the Niger delta. The terror factor
adds an additional premium, including
insurance costs, to the price of oil.

Even if total oil supply does not decline,
increasing numbers of experts believe the
easily accessible sources of light sweet crude
are almost exhausted and in future, the world
will depend on more expensive sources of
heavy oil and renewable energy sources.
Various renowned international energy
consulting company and energy agency (the
price projections of which are used by many
official bodies to plan long term strategy in
respect of energy mix and price) have now
changed their belief that the price of oil would
soon return down to 'normal' and the price
assessment/prediction prepared for some
time before, and now with the recent rises
they expects oil to reach $150/barrel during
2008, due to tightness of supply.

While efforts are underway to increase supply,
for example through a number of new mines
in Canada's tar sands region which is
estimated to contain as much "heawy" oil as
all the world's reserves of "conventional" oil,
such efforts lag behind the increasing
demand of recent years. Regulation and
environmental efforts have also increased the
shortage of oil supply and rise in price of oil.

Inability of OPEC to Operate as a Sole
Energy Cartel

Another aspect of the increase in prices can
be explained by the inability of OPEC

(Organization of Petroleum Exporting
Countries) to operate as a sole energy cartel.
Even though it currently controls some 40
percent of the overall global oil production,
only Saudi Arabia, its primary member, has
the ability to increase production on short
notice to exercise downward pressure on
the markets. Further, the entrance in the past
few years of all the major investment brokers
into the oil trade in the form of futures and
options has lowered OPEC's ability to
manipulate prices, which it had been able to
do relatively easily since the early 1970's. In
short, oil has become a truly global investment
proposal and, for the time being, competition
has had what we would consider an opposite
effect and increased the price; albett, this effect
could be reversed if other factors change as
well. It is not improbable that oil prices could
plummet if investors start to predict a
decrease in prices and, in parallel, the oil
producing states manage to enlarge their
production.

Various Geopolitical Ambivalences and
Conflicts

Another element to notice is the various
geopolitical ambivalences and conflicts that
hinder political stability in a large segment of
Eurasia. Irag, Iran, the Israeli-Palestinian conflict,
and the Turkish-Kurdish skirmishes are all
concentrated in the center of gravity of the
world oil trade, namely the Middle East. In
addition, the ambiguity over the intentions
of Hugo Chévez in Venezuela and Vladimir
Putin in Russia, are some other parameters
of the equation. Finally, Nigeria is in a state of
a civil war in areas that contain much of its
oil. These countries own bulk of the world's
oil resources and until the world order is
normalized, at least psychologically, the
markets will behave in an asymmetrical way.

Little Investment in the Refinery Sector

Over the past generation there has been
little investment in the refinery sector of the
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oil industry. Both the United States and
Russia have neglected to invest in their
refinery industries. There are also serious
considerations about Russia's ability to
manage its energy know-how in order to
invest in new oil fields as well. Its future plans
for oil transfers and new pipelines might
just be pipedreams, while the future seams
bleak for the market because it cannot wait
for long-term investments.

Financial Causes

These causes for rise in oil price are the
opinions/reasons given by various experts/
analysts recently.

B A recent rise in the price of oil had
nothing to do with underlying supply
and demand; "It's pure speculation".

B "The number of transactions involving
oil futures on the New York Mercantile
Exchange (NYMEX), the biggest market
for oil, has almost tripled since 2004.
That neatly mirrors a tripling of the price
of oil over the same period."

B What we are experiencing is a demand
shock coming from a new category of
participant in the commodities futures
markets: Explanation given most often
for rising oil prices is the increased
demand for oil from China. Annual
Chinese demand for petroleum has
increased over the last five years from
1.88 billion barrels to 2.8 billion barrels,
an increase of 920 million barrels. Over
the same five-year period, Index
Speculators demand for petroleum
futures has increased by 848 million
barrels. As such, the increase in demand
from Index Speculators is almost equal
to the increase in demand from China.

B Rise in prices since the credit crunch
began in August 2007 was primarily
due to short sellers buying back futures
contracts so as to minimize their losses.

B Recently, OPEC's Secretary provided
statistics

supporting rampant

speculation in the oil-related financial
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markets. According to him, current
world consumption of oil at 87 million
bpd is far exceeded by the "paper
market" for oil, which equals about
1.36 billion bpd, or more than 15
times the actual market demand.

B In response to the possibility that
financial speculators artificially inflated
the oil market, the US congress began
hearings in June 2008 intended to
find ways to "tighten restrictions on
pension funds, investment banks and
other investors that they say are driving
up fuel prices."

Other Causes

Beside above, many other issues have also
had some effect on oil prices. Labour strikes,
hurricane threats to oil platforms, fires and
terrorist threats at refineries, and other
short-lived problems are also responsible
for the higher prices.

For instance, with May 2004 attack on the
oil industry complex in Saudi Arabia by Al
Qaeda, we witnessed a sudden spike in
prices, despite the failure of that attack.
One wonders what the consequences of
a successful terrorist attack in an oil-
producing country would be-a hypothesis
regularly discussed by security analysts
across the globe. Similarly, On June 6,
2008 prices rose by $11 in 24 hours, the
largest gain in history, due to the possibility
of an attack on Iran by Israel. Such
problems do push prices higher
temporarily, but have not historically been
fundamental to long-term price increases.

IMPACT OF HIGHER OIL PRICES ON THE
GLOBAL ECONOMY

QOil prices remain an important determinant
of global economic performance. Overall,
an oil-price increase leads to a transfer of
income from importing to exporting
countries through a shift in terms of trade.
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The magnitude of direct effect of a given
price increase depends on the share of the
cost of oil in national income, the degree of
dependence on imported oil and the ability
of end-users to reduce their consumption
and switch away from oil. It also depends
on the extent to which gas prices rise in
response to an oil-price increase, the gas-
intensity of the economy and the impact of
higher prices on other forms of energy that
compete with or, in the case of electricity,
are generated from oil and gas. Naturally,
the bigger the oil-price increase and the
longer higher prices are sustained, the bigger
the macroeconomic impact. For net oil-
exporting countries, a price increase directly
increases real national income through
higher export earnings, though part of this
gain would be later offset by losses from
lower demand for exports generally due to
the economic recession suffered by trading
partners.

Adjustment effects, which result from real
wage, price and structural rigidities in the
economy, add to the direct income effect.
Higher oil prices lead to inflation, has
increased input costs, reduced non-oil
demand and lower investment in net oil
importing countries. Tax revenues fall and
the budget deficit increases, due to the
rigidities in government expenditure, which
drives interest rates up. Because of resistance
to real declines in wages, an oil price increase
typically leads to upward pressure on
nominal wage levels. Wage pressures
together with reduced demand tend to lead
to higher unemployment, at least in the short
term. These effects are greater the more
sudden and the more pronounced the price
increase and are magnified by the impact
of higher prices on consumer and business
confidence.

An oil-price increase, also changes the
balance of trade between countries and
exchange rates. Net oil-importing countries
normally experience deterioration in their
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balance of payments, putting downward
pressure on exchange rates. As a result,
imports become more expensive and exports
less valuable, leading to a drop in real national
income. Without a change in central bank
and government monetary policies, the dollar
may tend to rise as oil-producing countries'
demand for dollar-denominated international
reserve assets grow.

The economic and energy-policy response
to a combination of higher inflation, higher
unemployment, lower exchange rates and
lower real output also affects the overall
impact on the economy over the longer
term. Government policy cannot eliminate
the adverse impacts described above but it
can minimize them. Similarly, inappropriate
policies can worsen them. Overly
contractionary monetary and fiscal policies
to contain inflationary pressures could
exacerbate the recessionary income and
unemployment effects. On the other hand,
expansionary monetary and fiscal policies
may simply delay the fall in real income
necessitated by the increase in oil prices,
stoke up inflationary pressures and worsen
the impact of higher prices in the long run.

While the general mechanism by which oil
prices affect economic performance is
generally well understood, the precise
dynamics and magnitude of these effects -
especially the adjustments to the shift in terms
of trade - are uncertain. Quantitative estimates
of the overall macroeconomic damage
caused by past oil price shocks and the gains
from the 1986 price collapse to the
economies of oil importing countries vary
substantially. This is partly due to the
differences in the models used to examine
the issue. Nonetheless, the effects were
certainly significant: economic growth fell
sharply in most oil-importing countries in the
two years following the price hikes of 1973/
1974 and 1979/1980. Indeed, most of the
major economic downturns in the United
States, Europe and the Pacific since the 1970s



have been preceded by sudden increases
in the price of crude oil, although other
factors were more important in some cases.

Similarly, the boost to economic growth in oil-
exporting countries provided by higher oil
prices in the past has always been less than
the loss of economic growth in importing
countries, such that the net effect has always
been negative. The growth of the world
economy has always fallen sharply in the wake
of each major run-up in ail prices, including
that of 1999-2000. This is mainly because
the propensity to consume of net importing
countries that lose from higher prices is
generally higher than that of the exporting
countries. Demand in the latter countries tends
to rise only gradually in response to higher
prices and export earnings, so that net global
demand tends to fall in the short term.

IMPACT ON DEVELOPING COUNTRIES
AND TRANSITION ECONOMIES

The adverse economic impact of higher oil
prices on oil-importing developing countries
is generally more pronounced than for
OECD (Organisation for Economic Co-
operation and Development-an international
organisation helping governments tackle the
economic, social and governance challenges
of a globalised economy) countries. The
economic impact on the poorest and most
indebted countries like Nepal is most severe.
On the basis of IMF estimates, the reduction
in GDP in the sustained $10 oil-price
increase case would amount to more than
1.5% after one year in those countries.

Asia as a whole, which imports the bulk of
its oil, would experience a fall in economic
output and deterioration in its current
account balance (expressed as a share of
GDP) after the price increase. Asia would
also experience the largest increase in
inflation on the assumption that the
increase in international oil price would be
quickly passed through into domestic prices.

The economies of oil-importing developing
countries in Asia and Africa would suffer
most from higher oil prices because their
economies are more dependent on
imported oil. In addition, energy-intensive
manufacturing generally accounts for a larger
share of their GDP and energy is used less
efficiently. On average, oil importing
developing countries use more than twice
as much oil to produce one unit of
economic output as do developed countries.

The vulnerability of oil-importing developing
countries to higher oil prices is also
exacerbated by their limited ability to switch
quickly to alternative fuels, the prices of which
may increase more slowly than those of oil
products. And an increase in the oilimport
bill also tends to destabilize the trade balance
and drive up inflation more in developing
countries, where institutions responsible for
economic management and investor
confidence are more fragile. The deterioration
in developing countries' terms of trade is often
magnified by sharp currency depreciations,
as capital inflows slump. Higher oil prices and
the subsequent depreciation of their
currencies against US dollar, if happens, also
raise the cost of servicing external debt. This
problem is most pronounced in the poorest
developing countries, especially those already
running large current account deficits.

IMPLICATIONS ON FINANCIAL MARKETS

Higher oil prices, by affecting economic
activity, corporate earnings and inflation,
would also have major implications for
financial markets - notably equity values,
exchange rates and government financing
- even, as assumed here, if there are no
changes in the monetary policies:

B International capital market valuations
of equity and debt in oil-importing
countries would be revised downwards
and those in oil-exporting countries
upwards. To the extent that the
creditworthiness of some importing
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countries that are already running large
current account deficits is called into
question, there would be upward
pressure on interest rates. Tighter
monetary policies to contain inflation
would add to this pressure.

B Currencies would adjust to changes in
trade balances. Higher oil prices would
lead to a rise in the value of the US
dollar, to the extent that oil exporters
invest part of their windfall earnings
in US dollar dominated assets and
that transactions demand for dollars,
in which oil is priced, increases. A
stronger dollar would raise the cost of
servicing the external debt of oil-
importing developing countries, as that
debt is usually denominated in dollars,
exacerbating the economic damage
caused by higher oil prices. It would
also amplify the impact of higher olil
prices in pushing up the oil-import bill
at least in the short-term, given the
relatively low price-elasticity of oil
demand. Past oil shocks provoked
debt-management crisis in many
developing countries.

B Fiscal imbalances in oil-importing
countries caused by lower income
would be exacerbated in those
developing countries that continue to
provide direct subsidies on oil
products to protect poor households
and domestic industry. The burden
of subsidies tends to grow as
international prices rise, adding to the
pressure on government budgets and
increasing political and social tensions
like in Nepal.

OTHER IMPLICATIONS

Higher oil prices would also have secondary
effects on consumer and business
confidence or possible changes in fiscal and
monetary policies. The loss of business and
consumer confidence resulting from an oil
shock could lead to significant shifts in levels
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and patterns of investment, savings and
spending. A loss of confidence and
inappropriate policy responses, especially in
the oil-importing countries, could amplify the
economic effects in the medium term.

The increased impacts directly on natural gas
prices will have secondary impact on electricity
prices, other than through the general rate
of inflation. Higher oil prices would
undoubtedly drive up the prices of other
fuels, magnifying the overall macroeconomic
impact. Rising gas use worldwide will increase
this impact. Volatile oil prices also cause
macroeconomic damage. Short-term price
volatility, which has worsened in recent years,
complicates economic management and
reduces the efficiency of capital allocation.

CONCLUSIONS

QOil prices will most probably increase further
because of the multitude of factors that affect
it are not about to change in the near future.
It is fair to assume a possibility of higher
price during the coming winter term and as
an important macroeconomic variable, such
higher prices can still inflict substantial damage
on the economies of oil-importing countries
and on the global economy as a whole. On
the other hand, some sectors will benefit
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considerably from this situation. The charter
index prices for oil tankers will most certainly
benefit since the buyers will be eager to obtain
quantities of the commodity so as to forestall
a further increase, a situation that rapidly
becomes a spiraling response by the markets.
Also, investments in gold and other precious
metals is traditionally a method of securing
assets in times of uncertainty. The real estate
sector in the oil-rich regions might also benefit.
So too might associated industries, such as
machinery and transportation, as well a
recruiting companies specializing in energy
industry personnel, energy publications, and
SO on.

The only certainty is that the global markets
will never stop operating, and a recession is
just an opportunity to reengineer the existing
modus operandi of the economic system.
Expect also a strong demand for renewable
energy resources (solar, wind, biofuel, nuclear)
that, if strongly implemented, will reverse the
upward trend in oil prices. This kind of
development might indeed be the future, and
the current state of affairs may indicate that
the era of oil is not over as it has still a mighty
role.

So far as our country-Nepal is concerned,
whatever the impacts of higher oil prices on
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poorest and most indebted countries as cited
under para - 'impacts on developing
countries and transition economies' are
applicable at least equally. As Nepal is
continuing government subsidy to oil imports,
this will add to the pressure on government
budgets increasing political and social tensions
along with the rise in international prices. IMF
has already advised the Nepal Government
to further raise the petroleum prices to
mitigate the chances of worst future economic
imbalance keeping in view the above matters.
However, as we all know the our Government
is unenthusiastic to make economic planning,
analysis of changing economic factors, its
implications, and implementation of
appropriate governing policy; may be it's
because of persistent illiteracy in governance
team. Further, our stock market is insensitive
to all the global and within the country's
economic volatility, and seems particularly
focused on fluctuating price based on
upcoming rights and bonus issues, that too
limited and planned to benefit 'promoters'
and 'players'. Eventually, unfortunately, we
don't know where our political leaders are
driving our country towards, and where the
word 'Good' has disappeared from our
Governance. Q



Telecommunication
Industry - Nepalese
context and accounting
Issue - at a glance

A. Introduction

Telecommunication is an important part of
modern society. In 2006, estimates placed
the telecommunication industry's revenue at
USD 1.2 trillion or just under 3% of the gross
world product.

Even in Nepalese context, there has been a
consistent increase in revenue from

telecommunication industry.

B. Regulatory Body and Major
Operators in Nepal

Nepal Telecommunication Authority (NTA) is
the regulatory body for telecommunication
industry in Nepal. At present, the major
incumbent telecommunication service
operators in Nepal are as follows:
a. Basic Telephone Service Provider
+  Nepal Doorsanchar Company Limited
+  United Telecom Limited
b.  Cellular Moblile service Provider
+  Nepal Doorsanchar Company Limited
+  Spice Nepal Private Limited
¢ Rural Telecommunication Service Provider
+  STM Telecom Sanchar Private Limited

Before the entry of private operators, the only
telephone service provider in Nepal was the
Nepal Telecommunication Corporation (Now,
Nepal Doorsanchar Company Limited)

enjoying monopoly in the Nepalese
Telecommunication market. The cellular mobile
service one of the fastest growing
telecommunication sectors is very new in
Nepalese context, with just three and half years
of operation.

The main objectives of the
Telecommunication Policy, 2060 issued by
NTA

"The main objective of the Telecommunication
Policy is to create favorable environment in
order to make the telecommunication service
reliable and accessible to all people at the
reasonable cost throughout the Kingdom in
collaboration with the private sector in order
to support the social and economic
development of the country."

This policy also provides major boost to the
telecommunication industry. In addition, it gives
ample opportunities to create a conducive
environment to invest in telecommunication
industry by private sector and extend their services
to rural areas as well.

C. Accounting Terminologies and
Issues in Telecommunication
Industry:

Some of the Key accounting terminologies and
issues relating to Telecommunication Industry
are discussed below:

June 2008

Bishnu Bhandari, CA, LLB

License Fee

In Nepal, NTA is the regulatory body for
telecommunication industry and the license
is provided by it upon the payment of certain
fee. The license fee is the one-time fee payable
to the regulator for certain years and upon
the expiry of such license period it can be
renewed thereafter upon payment of renewal
fee. The question arises as to the accounting
treatment of license fee. To charge off the
license fee in the year of payment or to
amortize it over the license period is one of
the key issue to be discussed.

The treatment of amortizing the license fee over
the period of license is based on the view that
the benefit from the license can be enjoyed
over the period of license. However, with the
emerging cases of merger of
telecommunication companies and acquisition
of the telecommunication license, the reversal
of the above treatment deems necessary and
in that scenario charging off the license fee in
the year of occurrence may also be a better

treatment.

Revenue recognition:

This is the most important and critical issue in
case of telecommunication sector. There are
different categories of income like activation
income, airtime income, roaming income,
interconnection income, Value Added Service
(VAS) income etc.
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The activation income is to be recognized

on accrual basis. However, as per
International Financial Reporting Standards
(IFRS), IAS 18, revenue from services to be
recognized of proportionate completion
method and hence the activation revenue
should be recognized on the basis of churn
period i.e. an approximate period where

customer remains active on the network.

Other important issue is the recognition of
prepaid revenue income which holds the
substantial share of revenue. The prepaid
customer recharges his balances and can
use over the validity period of recharge cards.
The revenue from such prepaid customer
should be recognized over the usage shown
by the network. Hence, the largest share of
revenue depends upon the usage of network
strengthened by robust billing system.

Interconnection Usage Charges (IUCs)
One telecom operator has to connect the
networks with the other telecom operator's
networks in order to forward the calls made
by the customer of that operator to the
customer of other operator. For using the
network of other operator, the originating
operator has to pay the interconnection
charges to the terminating operator. NTA
has formulated the guidelines to be followed
by the operators and pay the IUCs not
exceeding the rates prescribed in the
guidelines which can mutually be agreed
by the operators.

Recently, effective from May 1, 2008, NTA
has issued new guidelines Document No.
Gl065.01 curtailing the IUCs rates substantially.

Depreciation accounting

As per Nepalese Accounting Standards,
depreciation is to be provided over the
estimated useful life of the assets. But the
estimated useful life of the assets is to be
defined by the company keeping in view the
nature of the business. It is prudent to define
the estimated useful life of the assets not
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exceeding the license period in case of
telecommunication industry.

Provision for Debtors

Another key area, in case of
telecommunication sector, is the debtor
provisioning which may comprise of the
provisioning of interconnection, roaming and
postpaid debtors. Keeping in view the
recoverability of the amount, certain
percentage of revenue is to be provided for

after analyzing the aging of the debtors.

D. Some Key Performance
indicators (KPls)

Minutes of Usage (MoU)

Minutes of Usage (MoU) is the total duration

of minutes a customer usage the network of

operator during the particular period. The MoU

can be analyzed categorizing;

B the incoming and outgoing minutes

B prepaid and postpaid customer minutes
of usage

B number of SMSs

B number of MMSs

Average Revenue per User (ARPU)

Average Revenue per User (ARPU) is the net
revenue eamned by the operator during the
particular period divided by the number of
subscribers/users for that period. While
calculating ARPU, revenue includes the rental
revenue, airtime revenue, VAS revenue and all
other revenue as reduced by activation revenue
(connection revenue) and handset revenue, if
any. Further, ARPU can be calculated separately
for prepaid and postpaid subscribers.

Churn

Churn is the total

disconnections in the particular period divided

gross customer

by the average total customers in that period.
It means switching over by the subscriber from
one operator's network to another operator's
network is the churn. Various attractive
packages and schemes offered by the operator
may control the churn rate.
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Revenue per Minutes (RPM)

Revenue per Minute (RPM) is the total
revenue generated by the operator divided
by the total minutes of usage by the
subscribers. This is the blended tariff, which
the operator provides through various tariff
structures. Generally, the tariff structure for
prepaid and postpaid subscriber may be
different but RPM gives the average rate of
both the services.

E. Legal & Regulatory Issues
Various Tax Structures in case of
Telecommunication industry in Nepal

Telephone Service Charge (TSC)

As per Finance Act, every telephone service
provider has to pay to Nepal Government the
telephone service charge (TSC) at the rate of
ten percent from the amount collected from
the customer. Further, TSC is to be deposited
to Nepal Government along with VAT at the
stipulated time.

No TSC is levied on interconnection usage
charges (1UCs).

Value Added Tax (VAT)

VAT is levied on every sale or supply of goods
or services. As per section 6 (3) of Value
Added Tax Act, 2052 the time of supply of
services, in case of telecommunication service
provider, is at the time of issue of invoice.
Further, the amount collected as VAT for a
month is to be deposited to Nepal Government
within 25th of the following month.

Ownership Tax (OT)

As per Finance Act, an amount equal to
Rupees one thousand is to be collected from
the customer on connection of telephone.
Further, OT is to be collected from the
transferee in case there is transfer of ownership
from one person to another person.

In case of Prepaid mobile service, OT is to be
levied at the rate of two percent on every SIM
card and recharge card.
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The time line for depositing the collected
OT is mentioned nowhere in the act.

Corporate Tax
Corporate tax at the rate of 26.5% is levied
on net profit of telephone operator.

VAT on Interconnection charges

As mentioned in the above paragraph, VAT is
levied on every sale or supply of goods or
services. Principally, VAT is levied on value
addition. During the course of providing the
services, one telephone operator has to use
network of another telephone operator on
the calls made by customer of one operator
forwarding the calls to the customer of another
operator. The originating operator collects all
the charges and the taxes (TSC, VAT and OT)

from the customer and deposits to the
government. Additionally, there is no any value
addition on interconnection between the
operators.

In the absence of clear cut provision in the
law, the operators are facing a problem
whether to charge VAT on interconnection or
not. At the same time, it is clearly mentioned in
the Finance Act that no TSC is levied on
Interconnection Usage Charges (IUCs).The
government authorities shall provide concrete
solution on this issue to the operator.

F. Role of Chartered Accountants

Apart from core finance, the role of Chartered
Accountants come in to picture arising to

different accounting issues like tariff structure,
revenue assurance, business support, process
implementation etc. Revenue recognition,
reporting requirements etc are the other areas
Further,
professional accounting body - The institute
of Chartered Accountants of Nepal (ICAN)
may consider on issuing the guidance note

for Chartered Accountants.

relating to accounting issues and reporting
requirement in order to ensure the uniformity.

G. Conclusion

Nepalese telecommunication industry is
growing rapidly. The NTA as the regulatory
body should play effective role to provide
conducive environment for all telephone
operators.

HEiping.--Reach Destiny TogE"ther‘
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qf IET AUSI STERIATHT FAGT FHeTS
qIHEAT fod 77 I I gheTg Bt
FRTEAT T Al T Frar-gdT g
AT SASRAT TRBT U575, | JRMAT PRIAR
YT YS! BITAT STERATH! FIRHAT SR
T T FIIAS JgIach T JFweHl
ai g g1 URER WU I A@H
[T FRIGRST IgIT<Ieh TLTATS ARATHE
T YRGS T YA TRYH B |

aMygfTe T EATIF FRIAR T &3F

TRHT ATgel ATHS I TR AR §F
Frta i = Ietaars o faazor
3T FHoolTHT o5 HOT SR T4 Ah S, | I
WRT FRERAT Ag I AN gaF feq 2
ErdArg I RS g | TAATTAT
grat wureHT afafusa, draargEd,
IMESRER AT F TRIIAT ATTAATGS
Wi sy fe=are=dan afve faat
RH qIE=g | I} fewe afka faar
FRITRATS SFSRAT TAHT AN IR
FRIAR JHG FIIAD] PRI ATALIH
qYHT & |

T PETgR WTIT

=T JET AIS! FIHT G ST TYH!
FRT TGS R TAAHT TRAT TATHFAT FIH
T ATRT RIciTeh! gehebl Gl T+ JATSTAIR
AN IRAIT PREAR T FrATAT ATH TR
TSI FHIATTT AT T STE=AT Yol TRl
T | SR =l IPITT AT HST1 g frciiep!

EATAET ATHA! gSiidTe A SFaAd
FTATAT T HIT AT Ao g2 TYHT
T | IS SAATAT FAl AT HOGT ST
g g Iiae He@ IJRMT FRIARET
af AYH qTE=g | IRT FRITR Rl
JaT A1g IAATS FIZA IALH g5 |
ATRAT WHEHT [l =T JTTHAT
ATER! TeTHT Il & ST =1 el
&Sl YT T I<he, 7 ATgel qi ATHd
AT TREST TG JREV F9a HTeh!
RATTHTHT W[l =1 AFTTAT il g
uT T | afe Rl ARIAT FHSIl Tl
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§HP! I YREVH] SERAT TR IS, |

et wwfa was & & 2

¥ YT frare swafa 9= fudie) g
AT PR AU FHAIM gHfaaer st
IHfq, Sifeq AT, FTed 74 3@, Ia@A
I @il ST T IHRT IR 76, |
A e AITSIHT ST g4 R I,
AAE 7 a1 a1fer [l el Iwalq,
forbt TR afgaTar a1 IR T a=R,
gegraT feust AragrarT Jur fadiet

June 2008

qATETR TS, IR.T.

IHqETe T ATH JHAATE AFh
qdg |

T FREARST a1

AT HUNATS ol IUe RIS Rl
RATTHIHT gh! el IHIRT IJUR ATgHT T&THT
RrciTel g ST RIS TTRYS! PRIAREATS
IR SRIEAR - Secured Transaction -
A=g | I FREARAT oA JHIHAT
ATEH! Foll FehT RHAT ATgSH AT §F
ST AU el Ieafaersg ferght Tt ar
Fool T fefE SITRAT Foll 3R IR T
FIFR 7/ |

" Secured transaction is a commercial
transaction in which the creditor who lend
money or sell goods against the security of
collateral owned by the debtor."

T FRIAR HITAD T A& FAH A
EATTHT ST AU ATgah! IdTah! gohers
FAY JRAAT T 7= Formare F I i
RF TR | TA I TF ST 3
SISHT ATSTer T RATATIRT T ey SFer=aT
gar U3¢ 9«9 IwfqAr s Hear el
SqTchelTs RIQTHT f&T a1 Yeb HweT st sfchebl
Rt g% g = Ifea gar a=ar
SERATAT FHt g J1ger AfTe =T T
ATTERYT g Ahe, | TAT STSIRATeATS AT
feR & RMrd FRER T S =i
il RICIT & %11 T & O ey
grafHEar IS SERATATs RaBR TR




| AT I FAG dF AT fai
FHRIARHAT JRETT 9 ARG =l JwafeTap!
Rrdt aat 8 @=ar Iwfa SR e g6
ST T AT =T AT Qe Irafaes
HART T TRISH FRIATS IR TAT SFaA I
74 IfaT FAA wEAT WMF F |
[TTa=ATIIFRIS] JHTaH] HRU EAIHT
MG JTaRTeTaT STRars Afret fedra &
A9 R FRARS! Jgrd fa et
AYH G |

R g Ivaie sgaeT

H WS ATRAT = Irafa Faer Rrcfrant
IUHT & JIT AT = JFTqh] JRETUTHT
ENIGHICIRIEECRIR RS IRPRICARC RIS
AEd JeTHT HAY RaId g #yoTar T+
Ifpg A ARAT T FREAR YT
I FERAT RHT G | HF 99 A A
FAA AR JRWT gAHT AT Hofrar
el JEfq AT IRAT ATgH! qeTHT Ryt
gF MO WUH g UeG | T[T AgH
BT THITSTH [T 8 4T g 8TaHl
e IR FYH g I8 |

Rraifen R foer st foer Rar eafasr

RyciehT g [T g TR AWART WS g

7dg | IRAT AwRiamEr e faerr Ieere

HYH! g UEH |

m Ifwe I o AfEr W Eafaer
AR Ieei@ AT I |

B A e fager o fad wee
TRET T Ioei@ g1 T4 |

e AR wre e e afaREr
AgH AR Ih JFTHT g A
FRAT I I AL & I |

B A ISR " 8T ST TR
gL |

B R g @R) F wolErE %A
fepawe! Hed faua! g 9+ |

B Ui IqHT JReToHT feuet JwafaHn
RSP AT a1 §F &1 I |

4w Ie T GRT AIHT FUSHT HIA
RS RdT IS JHTAT A1gH! it
g T AUH g | AT Joeiiad dcal

HeY FHf Jead AAEHT FIA FTAISTH
R ATl & =TT & I<n |

R gl stEgan

RIcieT gl ST I TRYHT IR
frciel Iwafqar =il g% qar g
HTes il &6 9 TR a9 qed
feuar BT 99 AT FaRATHT RIdle!
Jrafqar el g Wi w g2 6
AT RT3 HUTel JRETUThT JTHT fagen!
frciel Iwafaar smeg afv @l g |
frdr fewar qwfaur Rae g6 aeg
AY fg A ARSI G 56 TATHR!
8 | 99 Thfqwr Jgsr Hare g R
feuepr wrafqar smeg g @ Pafqere &
Al el g IRT AL AT |

FX JHiaAr e g6 et
g Ihg ?

RT FRER FET TRR FA@ &6
FHac T AFTHT A ST g9 Ihg |
TR et qFIt A it Ricier gapept
AT AT FA AT o | T[EHT Ieadtad
Il JHTTHT RIS &6 ST g9 A<hS, |
9. HIEME (Goods) TAT = AFITAHT
afT Rl 8% (Security interest ) ST
T AHS, | IR [P g FST1 g
I ATAITHTHT FHT a_q8 948 |
B el a1 giRaTRe YA 8!
IUHRY HIATHM,
B ST IR
B YR SFIFAT AN g TR,
m fagtsr arft Hisaraar @et
GIGRICIEH
B Sfed AT,
FRFRIT-ATE, FUE, I, gUS! 3Ma |
=1 IR
e
3T It ST, FURTEE, Yave oM |
T @13 fo@ags S Bill of lading,
MeweR aifaar Mg, afe |

ok ow

SRRA Iealldd THidd! I JHT ITR
Rl 8% 1 T Al | AT dRed
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a=y JrfaAr afe A Rl g% et
TRYST AY FIHT PRT FRER T 1T
g |

IUHRY HIATA JURH! @RE Hed AragH]
[PRICIRCAC R R a2

IUATY G WA FFYER, fafusi,
forafaa o= a1 SRR YASTH! HIARTH
fodare wofiars faar el @=ar faet
TRYHT ATERTH IR 7 Rl g =T
TR TG, A T [Brwe! i gahars
STHRY ATRITH ISP RE Hed Al
il g Wi | 99 feiawa! fudia
ghd JRMT FRIEAR YAAT foage 19
R, |

R gl aRuSHar

RIciTehT ghep! IIRTARBAT HDH! URKIT BIAAT
gfar & Sl RTT geta Rrdrel &%
SISTAT U RICITeRT JAFATTHT 5T TaTel TR
arefTelTg RIS UTdes | 3fehl AT A= &1
T AThel G TR RIdeh! gebells 3w
Ficheb! TreNETE YIATHGAT TS AT
e gFars aRUEE aAST SR G |
Tl AT Th1 HUETe [+ BRI FReM
e, |
B ST JS] IRETUH] W JEIg RSB
BT I JREAVHT Zh! I qare R
IhT & 99 |
B gl I REVTHT @bl FHIRTAT 3
fhgep! A&l WEAT TR YRETT [l
RESISCICECIE I SR calC
qIATHHAT 98T 94 |

IRV [ JHTAT Rl g AT
TS Yobeh STEIRATHT G el FTHATeTAT RrciiedT
T [ Agl g QU AT RS g
IJh; | foprfer 7ae frar wwafaar ¢ s
T ARl AT AR IH G, |

Rt gepers qiRTas T AR

frdier speg e aftereseare aRuss
T Ife |
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9. fydisr wrufadars ssargr fagR
(possession of collateral)

HTRAT SHesTTHT TeTe! FIdiT IPafaah! JRETorT
HO Y& TRYS! STS=ATAT T = iy
gfvgad T ITH IU B | I R
IR TRAT HealTAT o1 uft S<h Jwafa
IR fora frdrerg afvaes T gt T g+
TR garT | AT ATger RIciTep! FFafrerrs
TR HoofTHT [T & A9 FEr =l
Trfgers woie ot safeh wef T2 fuar
IR RrdiTaT §a ST g Aehd |

. Pgdisl g@&l IAAT qd@l MR
(Registration of security interest)

I foptraan Rrcier Irafaars westra fg
ety aftareds T+ IFTeT g | AT STaIRATHT
il g% HSAT AUH JEAs adl
FITATHT AT TR T Rairepr g IR
T A= | B afehel S reafaET Rrcar
T fauar Wy s A e ge ata
TR FRIB AT ST BATATAT TAT TR
guear I fhfq e 7 o Rrder &
qiRTe 9! AT |

3 @ke Aeg Ieafg HaOI® §F
(Purchase money security interest)

AT IUATT AIAATAT ey Taf
ferascrer @Raardiars JuRMT fadht T e
FTE AETHT T | ferdarer RicTehT gab s
g IRAIAT TR @RTHarars ITH axg
forat TTdEg A IUEIT ATAITATHT Rrcirepr
g YT e 9 TIY YT TRep Raailensg
SUHRY a3 AYS @R HeA Jwaiy
Rrcitet & A= S Rrdel g adl faer
Id: gRuad ! AT |

Rt gha! gTatHSAT (Priority
of claim )

[T FRIER YT 053 IR FA Th
frdrr @ I IiaHT T Wl §6f

iRl T AT AT FTEres TR
grataeear fHaRo =Y g A B |
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B RT I IRRMT T (secured versus

unsecured claim)

T T IR AThD! TS TS,
STIP! I &b TF HIA THINTH HSTAT
™ Ria Ihed &8 | 99 A &%
9 U FHItw R TR g9 @=an
THATS SRRIT 7 95 | 7 =t IFfa
Ay fudie g JR¥WT g * gA qETa!
TS U STTRATAT ST T afegelT IR
TR & I AT et Jeata fordhr feramor
TR SRl RO YA ITR T grafHEar
Isg |

B yuRkves fgdr RMT Ad@r Q)
(competing unperfected secured
claims)

afe g wwaT @ RT gerar gB e
JrafTAT ST IRl QG AR <A g STHRAT
Rl g TRYah TRIUHT ST H STh
fercirept &b dfeetr sMTeig WU B I dfeelt
TATHSAT ITT T e BT F=AT G |

B ORUERS R FURIRS IR g HEAD
&l (Perfected versus unperfected
claims)

afe 7 RrdT @ehr =ret AT g2 a1 32
AT TG YA TeTHl T I TIHT e
T3era! diel g qikudads WUHT T 3(ehich!
gF IURTH T A IRTSH HYH Rrard!
ghal T e IwaiaaT wafiedar a6
I FTAT AT H G, |

B IRUEE RIS g HUHES el el

(competing perfected secured claims)

afg o Rrcier IvataeT g8 swwaT Fdt g
BRIl & JRAIT HS qRIH YD HY
A1ge R g dfgell TRuSs TR & IX!
T I e Iwtar yrafaedr Tees |

el TP Jehierl AT graeh! =T qFafy
Ueh Wl ¢! AThapl fUdidl g Tl g
Y T | YRR IR(AT FRIARATS
AR X HAGIRD IS A Thbl
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T HehaTehT TR ST IUART < SHagRe
MATH T | AE B HAATHT BRI
WT FRAR FAS TAEHRIAT TEa
TH & T Albew | Rrdiel gharg
WgtHeRaT féar SiE I SaeTEd! ST
AT TIRYH G | S ISEH! Fa=ATe
Rrcire! g dfget aikged TR afv dieg Rrcer
gP T el IATHGAT IS I<hs, | AT
YT i ITATEET el IJeoid TRTH G |

e g uikuae qar Wrataeare
HIATEES

Rt & aiRude Ws abdfe, T et
&P T 91 IR g9 WA A o R
T T STARAT & [eheIfeh HITU STaRATHT
aRueE WS I g T qaTehT are
URHT I<h SIS Bl T fegst
IAT IS | IR WATHSATATE STaaTash
AT fA 9<g | AYETeERAE 99 Jeod
™ N TRUS B |

B fydier IEigel 9T WS Alserd
AYH WRIT AT I i

HIIIT HERATAT IRIGH HUH @RI el
iy RdeT gahel afgeT aRuds HYH!
il g% ST yTatHear g5 | a=dl
JERATHT B FUdl 3FMTET URYeeh YT &1
ol I9y gReT | afe faarer Iwafa
HISSIAHT g+ ATARTHE-(inventory) &1 9
AT el Iwafaar @Re 7o dTgdd!
frcie! §a dfgerT ST Wl WY 9+ ufg
aE AR @k g I=y Rde &%
fov softhel =t Rt wwafg Aoferd
AR T4 37T it ga6 *gsTar T+
Hfthars a1 (Ud T 99 T @k
Ao IrIiy fudier grataedr arsag |

B Ude IHfae! ITHT R[epT Alserd
ITeehe! T AT @RT Hedr qwfver
et g

gfe fudier Imiq Asara aRds! awid
21 9+, 9y HSTT A @Re qed Ity
RraT geber fgarr afkudes AT il g
Y Gl a8, | d% =y Jraiear



URGAHT AT RO =T el vt
FooTTHT fergah! a9 fod Pt Jget A1 @Rke
e Jraf= Rrie! ghars giRaedhaT 9are
TR B g1 I6H |

m  Fafhg eRAIRS fedtaemr @fke T
aftesat

frafra eRERST fefrarT w1 aRasdta
H IR ST TSI Bt HIAATHA
a1 o @RT Y W I AR AfE
TR ] JFATTHT dfger=! RIcT 8 ST
TR A 9 TR gHA B qraAfeRdr
UG | @ieahdlel Ith @RT TReT Jeafear
RIciepT & #TAT U B A+ ATeT UTE @ia
TRAT 919 il @Reed gratiesdr 99 |
fTel siTthel @RT TRAT O JRTT & (
1) oS Rt T aTer g3 |

B frathg sRIeRS Natadr ses o
ATAT GRE T+ @Rehar

frafig eRIRS faafaer afie et
TRFH! ITHA IR @R T 1 aafcher
Rl Iifrg gl AMIEET I ITHRT I
THER T AT AT T SIS AT
HATAITAT @RS TR T ISTHNI HIAATH
GRE T+ AfchelTs AT ITHNT SRIAT 5T
3 AT RIdeh! gl % SRR I S |
A AT IUNRT HERTH I$US QUgah!
IYHT FREFHAT @RS IT&T AT TKAT Fcirer
TP [T WU T WY ATET UTS a7 AT KA
T dter I gah *JoTHT TRY AT gabells
&l ST gdl T YRYah RIS B
A KT ORI AREHATA ShAT &
THIGE | TR HUMT @REwdTe AP
3vg AW @R Tal IR aGAT e
"gF e IR g e ST A aR et
FRATATHAT T3 THR A AR T 98 |

! gl IRUTAAT (Remedies
on Default)

WA FRER FAAG WAT T7F §F
IRFRAE. AN FRTEIT RIS T
LT I B IUARS! SFTRAT TR
T | I IRYTersT T+ geTer 3! arfiea

T STARATHT IRYTAT TR G HAT Bl
afeTira TR BT | HIAT SAERATEATS QM
GiROTeT THUH A~ [TTHT TeTgsel ST
EHITHAT T T [T YDA IhT ARAT
[T FRIGR FEAAT fa8 F sga=ar
TR T |

i aRUTes THYHT ST
W TaraTs I < TR

RAT PRIER HAA FeTelrs T fopiaa
A ITAR Y& TR U157 |

B R Irfaerg ¥ERR (Retention of

the collateral)

gfe oS JHIHT R AT TIRAT HUe
R TR STaRATT Rl AT I
T TS HootTHT S SITRAT T 3R
T IR EARAT A HIAAA] RS G |
T F e SaHT ARETR T g
FesTT TR T KA Rt It A1g seher
IHFR T H A IR T4 FH FAT
AR RH G, |

m fydter g fgey fago R

(Disposition of collateral)

g Raciion! Aeafy eett T Febufis sTher
IHR TR [T foaRor TRy | 3-a IR
T AT IRAT FFrTars e fardh Ty
S IHHATE A IR-[A IR T4 FoH
g | gl R eafa foenr faa=or
I IR TR gt WO Ul ITHT SR
IUR THYAT A1gel R 317 J¥TTHT el
TR A SW T IS AUPR AEATS
9 TR G |

Rl el W (Termination

of a security interest)

AR YA I|R T I AT ST TR
WRira arfaca af afed =g, frar fawr
R AT R &, I Fg T4 ar
=T FHt fopirmel W fao yiqagar g
Rl & IR g9 | =) RIiiel &
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TR AYAT ATgel I fa =1 A1 T =T
Tqt PRt o 99 SITAT a7 [
IAHT TTRYH! uTgTg | RMT ATg!
HUATE HIY BIAT: AR T afeerd
RN ITHRY TS [l faarurerg IReT
R AW T Alhrg W IS AY P
RS U | AGHE JHSTH] THES
TP JIRTHT TS AR FepRaTa=ram
R T TogF g gal I [p=ara<ranl
PRITRATS FANRIT T IR TS P
e Tfafafuers faRaR ™ a9 A
gy srefderers el I q=ATS gar A
HITAD! JANT TRYHT BT | fqgaearqiaure!
gTe A ST e I FIAR T
fe o= famr w@e ST R qut faeea &=
e |

AT ITH [TeTATI RO FHTIRT
FRU SFFLMNIE STHT ST AR ATHAT
T EF JAUNgE Afth ATHAT A=
AR | AH TRAT I & 99 0F
YT ATRAT SRGH TR qenias
fpaTdar T+ ey | A ST "= R
SRS RAAT TS MR T T HTA
framol TdE | RS AYTIHT SFHT TR
e fod ® e 9 RE B | IR
HEEdTs gReTTd TRI IR HRIAR FIAAD
FETIITAT T I IR g S
AaegSs fgwg | Iy I FHITAB!
FRTAITH AN TAT B g SToe
sRear 3R gfT IRPRFT ThaTE TR T
g el sRded | Q0
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CAPA-SAFA Events in Nepal

The Institute of Chartered Accountants of Nepal (ICAN) has organized
the 67th SAFA Assembly, 15th CAPA Board Meeting & Joint CAPA-
ICAN International Conference on 8th, 9th & 10th of May 2008
respectively at Kathmandu. The CAPA Board Meeting was organized
by ICAN for the first time in its 11 years journey towards the regulation
and development of accounting profession in the country. On the
occasion a conference on "Integrating Nepali Profession with the
Outside World was organised, the key speakers of the conference
were the delegates from organizations of SAFA, CAPA, and IFAC. The
conference was the forum of accountants of region and the world.

A brief highlight to mark the CAPA-SAFA events, which were held from
8th to 10th May 2008, are as follows:

8th May 2008

CAPA Committee Meetings were held at Hotel Radisson to discuss
various issues and action taken by the committees that are to be discussed
by the CAPA BOARD Meeting which was held on May 9, 2008.

On the same day, 67th SAFA Assembly Meeting, represented by all the
SAFA member countries was held at Hotel Radisson, Kathmandu. The
assembly discussed various agenda put forward by the SAFA Members
Bodies and focused towards strengthening accountancy profession in
the interest of the economic development of the SAARC region.

On the same day, a meeting of the SAFA Nodal Officers was held

which discussed about the effectiveness of the functions of Nodal

T | g

Delegates of 67 SAFA Assembly Meeting held at Kathmandu, Nepal

Officers and their proactive role in SAFA activities and requested to
all to work in the interest of the SAFA and the accountancy profession
as a whole.

Round Table Meeting

On the same day a round table discussion was organized by ICAN
with participation from International delegates, Nepalese Regulatory
Bodies, Business Associations, Senior Government Officials and other
stakeholders. The prime objective of the meeting was "to help bring
greater visibility to ICAN and forger closer relationship between ICAN
and the Government to cope up with international developments
in accounting and financial reporting systems". The round table
meeting discussed the role of ICAN as a regulatory body of
accounting profession in Nepal and its relation with the Government
and regulating authorities to cope up with international developments
in accounting and financial reporting systems.

gth May, 2008

CAPA Board Meeting was held with participation from all the CAPA
Member Bodies, the meting discussed various agendas of the CAPA
member bodies.

10th May, 2008

ICAN organized joint CAPA-ICAN International Conference on
"Integrating Nepalese Profession with the outside World". The
conference organized with the collaborative spirit of ICAN and CAPA
and demonstrated their commitment to collaborate in building a
better future for accountancy profession in Nepal and Asian regions.
The conference focused on a number of issues that are crucial for
developing a well built accountancy profession.

The topic for the first technical paper of the First Session was on
'Public Sector Accounting', presented by Mr. Rameshwor Prasad
Khanal, Revenue Secretary, Ministry of Finance which focused on
requirement of high quality financial reporting in public sector of
Nepal.

The next technical paper of the First Session was on the topic of
"international development and challenges to Nepal for adoption
of international public sector accounting standards" presented by
Mr. Pradeep Kumar Shrestha, FCA which highlighted the way how
the Nepalese accountancy profession has supported a public sector
in accounting and disclosing the timely financial performance
information and the practical difficulties encountered on the same.
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The topic for the Second Session was Knowledge Process Outsourcing
(KPO) and Business Process Outsourcing (BPO). In this Session the
first technical paper on the topic "BPO/KPO-opportunities for the

chartered accountants" was presented by Mr. Uttam Prakash Agrawal,
Vice President, ICAl which discussed about in house and cross boarder
opportunities for the chartered accountants with the rising development
towards KPO and BPO.

The second technical paper was presented by Mr. Mujahid Eshai, Past
President, ICAP which discussed about the emerging trends towards
the KPO/ BPO.

Similiarly, third technical paper on "Creating strong and sustainable
ICT service in Nepal" was presented by Mr. Ashish Kapoor, CEO,
ServingMinds Pvt. Ltd.

The third session was on the topic IFRS convergence. Mr. Brian Blood,
Past President, CPA Australia, presented paper on "Opportunities and
challenges faced in IFRS convergence" which focused on the
opportunities at country level and company level, challenges for
companies and major business challenges regarding convergence.
The paper highlighted the pathway, opportunities and challenges to
convergence.

Mr. In- Ki -Joo, Deputy President, CAPA also presented paper on "Pathway
to convergence to international standards" by discussing the overall
experience of Korea regarding the convergence to international standards.

Similarly, Mr. Charles Calhoun, IAESB, Chairman CAG presented paper
on "International education standards in support of IFRS" focusing
on IAESB's objectives and approaches aiding to IFRS.

The last session was on the topic of Development of Small and Medium
Enterprises (SME). Mr. Zubiadur Rahman, Lead Financial Management
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President Mr. Ratna Raj Bajracharya, FCA presenting memento to
Mr. Russel A. Guthire, Director, IFAC

Specialist, World Bank presented first technical paper of the session on
"Challenges facing the accountancy profession in emerging and
transitional economies". The paper was aimed at discussion about the
several challenges that were encountered by the transitional economies
for the development of accounting profession.

The Second Technical Paper on "SMEs and the fight against corruption”
was presented by Ms. Kathleen M. Moktan, Director, Capacity Development
and Governance Division, Regional and Sustainable Development
Department, Asian Development Bank (ADB) focused on the SMEs and
corruption risk involved. The paper revealed three steps to an anti bribery
programme and the implementation.

The last technical paper of the fourth and last session was on "How
SMPs can support SMEs" presented by Mr. Kamlesh Shivji Vikamsey,
President CAPA which has emphasized the relationship of SMPs and
SMEs and the support to SMEs by SMPs by providing one stop service.

Finally the joint conference ended up with a valedictory note by Dr. Bhoj
Raj Ghimire, Chief Secretary, Government of Nepal, Mr. Russel A. Guthire,
Director, IFAC, Mr. Kamlesh Shivaji Vikamsey , President, CAPA , Mr. Syed
Md. Shabbar Zaidi President, SAFA and vote of thanks from Mr. Ratna
Raj Bajracharya , President, ICAN.

IFAC Full Membership

The main recent issue of the ICAN appears as awarding full membership
by International Federation of Accountants (IFAC). Mr. Russel A. Guthire,
Director, IFAC had conducted overall review of the ICAN's professional
and educational activities on May 12, 2008. IFAC shall award full
membership to Nepal by deciding the matter on upcoming IFAC board
meeting scheduled to be held on November 2008. By way of adopting
international practices and by developing the accounting profession,
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ICAN has always commited towards IFAC's mission to serve the public
interest and strengthen the accountancy profession worldwide. ICAN at
presents is Associate member of IFAC, ordinary member of CAPA and
member of SAFA.

Press Conference

Apart from the SAFA-CAPA events, on May 07, 2008 a press conference
was organized by ICAN at the Hotel Radisson, with participation from
President of SAFA, CAPA, Director of IFAC and the Office bearers of
ICAN. The press was briefed about the present status of accounting
profession in Nepal, accountancy profession at globally and the significant
issues regarding the integration of Nepalese profession with the outside
world.

Meeting with Mr. Zubiadur
Rahman, Lead Financial
Management Specialist, World
Bank

Mr Zubaidur Rahman, Lead Financial Management Specialist of the World
Bank offered a visit to ICAN. The area of discussion revolved mainly
around possibilities of financial and other support from the Bank.
President and Executive Director of ICAN, informed Mr Rahman about
achievements made by ICAN from the period of inception. They also
discussed about challenges faced and plan of action to address those
challenges and World Bank's role to support such plan. President of
ICAN thanked the Bank for their continued support and requested for
more support especially for Private Sector Accounting. Q

Present status of members

Present status of members (as of June 30" 2008) is as

follows:

Total Chartered Accountant 393
Total Registered Auditors 7,290
CA COP Holders 362
RA COP Holders 6,695
B Class 3,087
C Class 1,457
D Class 2,151
Audit Firms

CA Firms 312
RA Firms 1,222

Member's Achievement

We congratulate our Registered Auditor Member Mr. Sher Bahadur
Kunwar, (M.No. 6788, 'C' class) for being elected in constituient
Assembly from Achham Constituent No. 1 under the First Past the
Post System.

We congratulate our member Mr. Bhupendra Bhandari (M. No. 334) on
being appointed as CEO of LA Cell S.U., a telecommunication service
provider company , in Bujumbura, Burundi.

Students Corner

Career Counseling Program

ICAN as part of its initiative to create public awareness about Chartered
Accountancy Education especially among students, organized various
Career Counseling Programs at different places within and out of
Kathmandu valley.

On 29th Falgun 2064 (Corresponding to 12 March 2008), a career
counseling program was conducted by Mr. Paramananda Adhikari,
Joint Director & Secretary of the Career Counseling Committee of ICAN,
at Caribbean Collage Dhobighat, Lalitpur. About 200 students
participated in the program.

On 21st Jestha 2065 (Corresponding to 3 June 2008), an interaction
program titled "Choose Your Career-2008" was organized by FOCUS
ED NEPAL. Professionals from different fields participated in the interaction
program as resource persons.

Mr. Paramananda Adhikari, Joint Director of ICAN attended the program
as a resource person of Chartered Accountancy Education. About
100 students participated in the program. Mr Adhikari clarified various
issues raised by students including questions regarding cost, duration,
scope of CA Education.

Participation in Career and
Education Fair

In order to promote Chartered Accountancy Education among students
and public in general, ICAN participated in Two Career and Education
Fair.

ICAN also participated in a career and education expo titled "Ambition-
2008: Annapurna Post" organized by Asia and Pacific Communication
association (APCA) Nepal from 22-25th May 2008 at Bhritikuti Mandap
Exhibition Hall, Kathmandu. Around 5,000 people visited the ICAN's stall
and gained insight into CA education and its scope.
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Likewise, ICAN participated in "Education and Book Fair" organized Libl'al'y FaCiIity Expanded

by Global Exposition and Management Services from 9-14th May

2008 at Bhritikuti Mandap Exhibition Hall, Kathmandu. Around 3,500 Realizing the need of students and members of the institute for better

people visited ICAN's stall and gained knowledge about CA education library services, ICAN has started to provide book borrowing facility to

and had discussions about its scope. students and members who become members of the library. Overwhelming
response has been received from the students and others to avail this

Both these career fair attracted large number of visitors, most of ~ facility in the short span of time. The library is equipped with more than

whom showed interest in gathering information about the cost of 4,000 professional books and Journals of the leading Institutions.

Status of Students

CA education, its duration, future prospects and opportunities

Apart from these career counseling and career fair attended by ICAN,

the career counsel cell of Education Department also provided  As a result of awareness campaign intiated by the institute regarding CA

counseling services to Chartered Accountancy Students & others  Education and also with the devoted effort of the staff, enrollment of

interest persons. students in CA Education has been growing continuously. The following
is the enroliment status of students at different levels of CA Education.

Level 99/00 | 00/01 | 01/02 | 02/03 | 03/04 | 04/05 | 05/06 | 06/07 | 07/08 upto 30/06 Total
Foundation 98 112 68 195 360 361 185 672 892 2,943
Intermediate - 56 74 99 109 123 152 147 213 973
Final - - - 7 20 21 21 47 58 174

Grand Total 4,090

St“de“ts EXChange Program visit local chartered accountants firms, Pakistani industries and historical

places at Lahore.
Delegation of ICAN Students  gcpolarship Distribution
to Students Exchange
Program, Pakistan

A delegation of 2 ICAN Students participated in "All Pakistan CA
Students' Conference -2008" program held on 29th March 2008
at Lahore, Pakistan organized by The Institute of Chartered
Accountants of Pakistan (ICAP).

The theme of the conference was "Chartered Accountancy-
Nurturing Business Leaders"

Mr. Abhijit Roy, CA Final Student of ICAN presented a technical
paper titled "Motivation". The delegation also participated in a panel

. . . o . President Mr. Ratna Raj Bajrachar c;, FCA handed over the scholarshi
discussion on "ISA 240: The Auditor's responsibility to consider  hount to the CA Stuéent/ v P

fraud in an audit of financial statements" held on the same day.

ICAN has provided full scholarship to the following CA students who
During their stay in Lahore, they interacted with various ICAP Officials have applied for the scholarship. The selection of students were made
and CA Students of ICAP. The discussions held by them were said need cum merit basis and was selected by the Scholarship Selection
to be very informative and fruitful. They also had opportunity to ~ Committee. Out of the 7 students who were selected for scholarship,
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4 were from CA Foundational Level, 2 from CA Intermediate level and 1
was from CA Final Level. The list is as follows:

|
S.N. | Name of the Student Level

Mr. Suyas Bhattarai CA Professional-l/ Foundation

Mr. Bishal Prajapati CA Professional-l/ Foundation
Mr. Ananda Adhikari

Ms. Tripti D. C.

Mr. Umesh Raj Pandey
Mr. Khushi Ram Chaudhari

Mr. Ram Prabesh Ray Yadav

CA Professional-l/ Foundation
CA Professional-l/ Foundation
CA Professional-ll/ Intermediate
CA Professional-ll/ Intermediate
CA Professional-lll/ Final

N o b N —

Of the above, Scholarship for CA Foundation Level (two out of four)
was sponsored by Nepal Credit and Commerce Bank Limited and one
student each from CA Intermediate and Final Level were sponsored by
Mr. Pushpa Lall Shrestha, FCA & Mr. B.K. Agrawal, FCA, Past Presidents of
the Institute respectively.

Publication of Study Materials

In the absence of sufficient number of reference materials and relevant
books for the students pursuing Chartered Accountancy education,they
have face a lot of difficulty in pursuing their education. Realizing the fact,
the Education Department of the Institute, for the first time, has published
the reading materials of the following subjects.

B Mercantile Law- Chartered Accountancy Foundation Level

B Fundamental of Economics- Chartered Accountancy Foundation

Level
B Income Tax & Vat- Chartered Accountancy Intermediate Level
B Direct Taxes- Chartered Accountancy Final Level
B Indirect Taxes- Chartered Accountancy Final Level

The Education Department is working on other reading material as well
and is in the process of bringing out more of such reading material to
facilitate the students in their studies.

Membership Exam Result
Declared

Result of the CA membership Examination held on May 2008 has been
published out of 34 candidates, 11 have qualified for CA membership.

June 2008 CA Examination
conducted
Chartered Accountancy June 2008 Examination were held from June 1 to

June 9, 2008. Total 642 students appeared in different level CA
Examination.
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International News

Professional Development

(New York/June 26, 2008) - The International Accounting Education
Standards Board (IAESB), an independent standard-setting board within
the International Federation of Accountants (IFAC), has released a new
information paper to assist IFAC member bodies and other stakeholders
in developing effective continuing professional development (CPD)
programs for professional accountants. Entitled Approaches to
Continuing Professional Development (CPD) Measurement, the paper
explains the elements of an effective CPD program, examines current
practices by accountancy and other professional associations, and
discusses approaches to measure a program's effectiveness.

"The paper is the result of a wide-ranging international research
project into continuing professional development across a number
of professions, and it is intended to stimulate discussion and debate
on the subject of measuring CPD," states IAESB Chairman Henry
Saville. "In addition to IFAC member bodies, the findings in the paper
will be of interest to current and future professional accountants,
regulators, educators, CPD providers, and employers seeking to
implement CPD programs for professional accountants."

The IAESB commissioned the Professional Associations Research Network
to conduct research on measuring CPD and to prepare this information
paper. The paper introduces a four-phase CPD model - covering planning,
action, results, and reflection - that IFAC member bodies and other
professional associations may use to improve the effectiveness of their
CPD programs. Case studies and profiles are included to provide practical
examples, and recommendations are provided that may assist IFAC member
bodies and others in evaluating various approaches to measuring CPD.

The information paper can be downloaded free-of-charge from the IFAC
online bookstore at http://www.ifac.org/store. For more information on
the work of the IAESB, visit its home page at http://wwuw.ifac.org/education.

ICAEW urges UK listed

- - -
companies to adopt limited
- g
liability agreements
Commenting on the publication of guidance on the adoption of
limited liability agreements by the Financial Reporting Council, Michael
Izza, chief executive of the Institute of Chartered Accountants in

England and Wales (ICAEW) has urged companies in the UK to
implement the guidance in their next financial reporting cycle.
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He said: "Government has recognized the importance of limiting

liability for auditors, not least because of the potential damage to the
UK and global economies if one of the larger firms were to collapse.
Auditors should be liable for their own mistakes but not those of
others. Following the publication of this guidance, | would urge all
listed companies to take the necessary steps to put in place limited
liability agreements as part of their next financial reporting cycle."

AICPA Calls for Three to Five
Year Timeline for Reasonable
Transition to IFRS

Barry C. Melancon, president and CEO of the AICPA, speaking at a
forum of accounting and finance authorities on international
accounting, called for a reasonable and clear-cut time frame of
three to five years for the U.S. accounting profession to adopt
International Financial Reporting Standards.

Global Accountancy Alliance
Launches Online Journal

Access GAA Accounting, a new online journal featuring authoritative
articles on accounting, business finance and related subjects. The

CA Ved Kumar Jain
President
The Institute of Chartered Accountants of India

Dear, Mr. Jain

AICPA is a member of the Global Accounting Alliance,
established to promote quality services, share information and
collaborate on important international issues. The new journal
will promote greater awareness of the role of business in the
global environment, and provides a forum for the international
exchange of research between its member institutes.

ICAEW New Office Holders

Mr. David Furst, FCA has been elected President of the Institute
of Chartered Accountants in England & Wales (ICAEW) for
2008-2009. Similarly Mr. Martin Hagen, FCA and Mr. Gerald
Ressell, FCA has been elected Deputy President and Vice
President respectively.

Mr. Aitken-Davies Elected
as a President of ACCA

Mr. Richard Aitken, FCA has been elected President of the
Association of Chartered Certified Accountants (ACCA) for
2008-2009. Similarly Mr. Brendan Murtagh and Mr. Mark Gold
have been elected Deputy President and Vice President
respectively.

Message from ICAN President to ICAI President
on the occassion of
Diamond Jubilee Celebration of ICAI

It is a matter of great pride that the Institute of Chartered Accountants of India (ICAl) in its journey for continuing excellence has been
celebrating Diamond Jubilee on its 60th year of establishment on 1st of July 2008.

Being the second largest professional accounting body in the world with over 150,000 members, ICAI has been playing a significant role for
the development of accounting profession in the region and the world. It was a thought role of ICAI to form a regional platform i.e. SAFA,

to represent common ideas of the accounting profession in the South Asian Region, which is also celebrating 25 years' of its formation.

On behalf of the Council, Vice President and myself, | congratulate you, your Vice President and the Council of ICAl and wish every success
in enhancing accounting profession in India & in the region in the years to come.

With Best Regards,

Ratna Raj Bajracharya, FCA
President
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Photograhps of different Events

Dr. Bhoj Raj Ghimire, Chief Secretary, Government of Nepal and President CAPA President Mr. Kamlesh Shivji Vikamsey presenting the paper in the
Mr. Ratna Raj Bajracharya with other foreign delegates conference

Delegates of 15" CAPA Board Meeting, Kathmandu Nepal - 2008 SAFA Nodal Officers Meeting, Kathmandu Nepal - May 2008
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Dignataries at a cultural programme organised by ICAN on the occation of Mr. Ratna Raj Bgjracharya, participating at the Diamond Jubilee Conference
CAPA - SAFA events organised by The Institute of Chartered Accountants of India (ICAI) - July 2008.
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