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INDEPENDENT AUDITOR’S REPORT

On the financial statements of
“North-South Road Corridor Investment Program —Project 2"
JSfor the year ended 31 December 2015

To the Management of the "Organization for Implementation of North-South Road Corridor
Investment Program" State Non-Commercial Organization (The Organization)

We have audited the accompanying financial statements of the “North-South Road Corridor
Investment Program — Project 2” (the Project) financed by the Asian Development Bank Loan
2729-ARM, which comprise the statement of cash receipts and payments, the statement of uses
of funds by project activity, the statement of loan withdrawals, and the report on project’s
disbursement progress for the year ended 31 December 2015, and a summary of significant
accounting policies and other explanatory notes.

Management’s Responsibility for the Financial Statements

The Organization’s Management is responsible for the preparation and fair presentation of these
financial statements in accordance with International Public Sector Accounting Standard
“Financial Reporting Under the Cash Basis of Accounting”, and for such internal control as
management determines is necessary to enable the preparation of financial statements that are
free from material misstatements, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing. Those Standards
require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain reasonable audit evidence about the amounts
and disclosures in the financial statements. The procedures selected depend on the auditor’s
Jjudgment including the assessment of the risk of material misstatement of the financial
statements, whether due to fraud or error. In making those assessments, the auditor considers
internal control relevant to the entity’s preparation and fair presentation of the financial
statement in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the organization’s internal
control. An audit also includes the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our opinion.

Opinion

In our opinion,

| 1. the financial statements present fairly in all material respects the cash receipts and

L payments for the year ended 31 December 2015 in accordance with International Public
Sector Accounting Standard “Financial Reporting Under the Cash Basis of Accounting”

f and “Handbook for Borrowers on the Financial Management and Analysis of Projects”

{ issued by Asian Development Bank;

2. funds were used in accordance with the Loan Agreement 2729-ARM “North-South Road

,'" Corridor Investment Program—Project 2 (Special Operations)” concluded between the
| Republic of Armenia and Asian Development Bank, and only for the purpose for which
they were provided;
[ 3. financial covenants of the Loan Agreement 2729-ARM were complied.
! Emphasis of matters

[ Without qualifying our opinion, we draw your attention to Note 5 of these special purpose
financial statements disclosing reasons for slow progress of the Project implementation and the

M measures taken by the Project’s management.
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STATEMENT OF CASH RECEIPTS AND PAYMENTS

North-South Road Corridor Investment Program —Project 2
ADB Loan 2729-ARM
For the year ended 31 December 2015

Note Year ended Cumulative
31.12.2015 as at
31.12.2015
USD USD
Cash Receipts

ADB Loan 2729-ARM financing 3 9,828,497 48,794,144
The Republic of Armenia co-financing 2,651,760 5,988,114
Total financing 12,480,257 54,782,258

Payments for 3
Works 8,129,717 43,713,488
Consulting Services 1,284,734 3,779,197
Interest 400,581 1,301,459
Taxes, duties 2,389,556 5,421,366
Total Payments 12,204,588 54,215,510
Other inflows/(outflows) 6 250,588 -
Foreign currency loss (347,477) (385,821)
Net increase in cash 178,780 180,927
Opening cash balance 2,147 -
Closing cash balance 4 180,927 180,927

The project financial statements were approved by the management of "Organization for Implementation of North-
South Road Corridor Investment Program" State Non-Commercial Organization on 28 June 2016 and signed on its
behalf. The accompanying notes form an integral part of these project financial statements.

Artur Sargsyan— Sergey Melik-YolcH
Chief Executive Officer Financial ecgno / i / ctountant
o * ’/I/ A
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| STATEMENT OF LOAN WITHDRAWALS

North-South Road Corridor Investment Program—Project 2

ADB Loan 2729-ARM
For the year ended 31 December 2015
USD
[
: Application Expenditure category Total
f number Civil works Consulting Interest
| services
. 1 2 3
! 18DP 4,166,784 - - 4,166,784
li 19DP - 701,682 - 701,682
L 20DP - 164,859 - 164,859
21DP 803,669 - - 803,669
M 23DP - 226,065 - 226,065
| 24DP 1,797,328 - - 1,797,328
25DP 259,548 - - 259,548
[ 26DP - 183,073 - 183,073
i 27DP 669,918 - - 669,918
h 28DP - 11,559 - 11,559
- 29DP - 10,961 - 10,961
i 30DP 432,470 - - 432,470
& - - 210,335 210,335
? - - 91,211 91,211
[ - - 99,035 99,035
| Total 8,129,717 1,298,199 400,581 9,828,497

North-South Road Corvidor Investment Program  Project |
' Financial Statements
for the year ended 31 December 2015
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REPORT ON PROJECT’S DISBURSEMENT PROGRESS

North-South Road Corridor Investment Program—Project 2

ADB Loan 2729-ARM
For the year ended 31 December 2015
UsD
Actual Budget Variance
Category | Yearended |Cumulative as| Year ended |Cumulative as| Year ended |Cumulative as
31.12.2015 | at 31.12.2015 | 31.12.2015 |at31.12.2015 | 31.12.2015 | at31.12.2015
Works 8,129,717 43,713,488 8,932,449 | 100,028,627 (802,732) | (56,315,139
Consulting
Services 1,284,734 3,779,197 - 4,557,859 1,284,734 (778,662)
Interest 400,581 1,301,459 400,581 1,301,459 - -
Other works
(dismantling
of billboards) - - 175,632 175,632 (175,632) (175,632)
Other (taxes) 2,389,556 5,421,366 4,083,730 11,262,133 | (1,694,174) (5,840,767)
Total 12,204,588 54,215,510 | 13,592,392 | 117,325,710 | (1,387,804) | (63,110,200)
North-Sowth Road Corvidor [}’I\':-,‘.\..‘/Hh."u! Program ~Project 2
Financial Starements
jor the vear ended 31 Deccimber 2013 9
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NOTES TO THE FINANCIAL STATEMENTS

North-South Road Corridor Investment Program—Praject 2
ADB Loan 2729-ARM
For the year ended 31 December 2015

1. General information
1.1. Project financing

According to the Scope Financing Agreement between the Republic of Armenia and the Asian
Development Bank (ADB) signed on 15 September 2009, ADB agreed to provide the
Government of Armenia multi-tranche financial facility in the total amount of 500 million USD
(United States Dollars) to finance the North-South Road Corridor Investment Program (the
Project).

Financing tranches may be made available by ADB provided matters continue to be in
accordance with the general understandings and expectations on which the Facility is based.
Each loan constitutes a separate tranche. Each tranche may be financed under terms different
from the financing terms of previous or subsequent trances. Tranches may be provided in
sequence or simultaneously, and some may overlap in time with each other.

According to the Loan Agreement North-South Road Corridor Investment Program—Project 2
(special operations) (hereafter: Project) between the Republic of Armenia and the Asian
Development Bank (ADB) on 30 May 2011, ADB provided the Republic of Armenia the loan
2729-ARM in the total amount of 170,000,000 USD. The Loan is provided for financing the
Tranch-2.

Co-financing is provided through the state budget resources of the Republic of Armenia. The co-
financing is provided to cover taxes and duties applicable.

The Loan closing date is 30 June 2017. The application is submitted to ADB on 15.05.2016 to
extent the Closing date till 14 Sept 2019 (Note 5).

1.2. Project objectives
The Project’s goals financed by the loan 2729-ARM are:

(i) Facilitate efficient sub regional road transport transit;

(ii) Increase trade flows and competitiveness;

(iii) Lower transport costs,

(iv) Increase mobility and accessibility to markets, jobs and social services;
(v) Improve governance.

The Project’s components are:

(i) Reconstruction of approximately 41.3 km of two-lane road section between towns of Ashtarak
and Talin and widening it into four-lane road

(ii) Consulting services and Project management, including preparation of feasibility studies and
detailed design of subsequent Project’s proposed for financing under the Investment Program,
construction supervision, preparation of tender documents, procurement and capacity building.

North-Sauth Road Corridor Investment Program - Froject 2
Financial Statemerits
Jor the year ended 31 December 2015 10
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1.3.  The Project Budget

The Project budget totals to 210,000,000 US dollars.

The
ADB Loan Republic of

Category 2729-ARM Armenia Total

USD USD USD
Works 149,700,000 - | 149,700,000
Consulting Services 7,000,000 - 7,000,000
Interest 10,000,000 - 10,000,000
Other (including local taxes) - 32,000,000 32,000,000
Unallocated 3,300,000 8,000,000 11,300,000
Total 170,000,000 40,000,000 | 210,000,000

1.4.  The Project Implementation Unit

The Project is implemented by "Organization for Implementation of North-South Road Corridor
Investment Program" State Non-Commercial Organization (the Organization) which was
established by the decree of N 446-N dated 11 March 2010 by the Government of the Republic
of Armenia. The Organization is a non-commercial legal entity. The governing state authority of
the Organization is the Ministry of Transport and Communication of the Republic of Armenia.

The operating address of the Organization is: 58 Pushkin Street, Yerevan, the Republic of
Armenia.

LS. Land Acquisition and Resettlement Plan (LARP)

The Project implementation requires land acquisition and resettlement of persons affected. The
Republic of Armenia Government by the decree N 1139-N dated 6 Sept 2012 approved land
acquisition and resettlement plan for North-South Road Corridor Investment Program—Project 2
(road section between towns of Ashtarak and Talin).

LARP is wholly financed by the Republic of Armenia Government. The cost of LARP was
determined as 2,304,485 thousand Armenian Drams. The Government provided total amount to
"Organization for Implementation of North-South Road Corridor Investment Program" State
Non-Commercial Organization in year 2012. In accordance with the Republic of Armenia
Government Decree N 603-N dated 12.06.2014, on 21 July 2014 an additional amount of
958,826 thousand AMD was provided for financing of LARP.

During 2015, the expenditures related to LARP amounted to 437,577 thousand Armenian drams
(2014: 1,822,101 thousand AMD).

North-South Road Corvidor Investmont Program  Project 2
Financial Statements
Jor the year ended 31 December 2015 1/



2. Significant accounting policies
2.1 Preparation and presentation of financial statements

The Project financial statements are prepared in accordance with the International Public Sector
Accounting Standard “Financial Reporting Under the Cash Basis of Accounting” issued by the
International Federation of Accountants (IFAC) and presented in accordance with “Handbook
for Borrowers on the Financial Management and Analysis of Project” issued by Asian
Development Bank on 2006.

The Project financial statements consist of:

- Statement of cash receipts and payments,

- Statement of uses of funds by project activity,

- Statement of loan withdrawals,

- Report on Project’s disbursement progress,

- Notes to the financial statements, comprising:
e Summary of significant accounting policies,
e Other explanatory notes.

The principal accounting policies applied in the preparation of these financial statements are set
out below. These policies have been consistently applied to all the periods presented.

2.2 Cash basis of accounting

The financial statements are prepared and presented using the cash basis of accounting.

Cash basis means a basis of accounting under which transactions and other events are recognized
only when cash or its equivalent is received or paid.

Financial statements prepared under the cash basis provide information about the sources of cash
raised during the period, the purpose for which cash was used and the cash balances at the
reporting date.

2.3 Reporting currency

The Project functional statements are presented in United States Dollars (USD).
2.4 Foreign currency transactions

Foreign currency is a currency other than the reporting currency of the Project.

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

- Contributions of the Republic of Armenia expressed in AMD are translated into USD at
the official exchange rate defined by the annual state budget of the Republic of Armenia
at the date of transfer.

The exchange rate defined by the state budget of the Republic of Armenia for year 2015 is USD
1=411.26 AMD (in 2014 USD 1=405.26).

The exchange rate defined by the CBA as at 31 December 2015 is USD 1 =483.75 AMD (in
31.12.2014 USD 1=474.97).

North-South Road Corridor Investment Program - Project 2
Financial Statements
Jor the year ended 31 December 2015 12



2.5 Cash
Cash comprise bank accounts balances.

2.6 Project Financing

The Project financing through IDA Credit 2729-ARM in the total amount of 170,000,000 USD is
done 100% for all expenditure categories defined in the credit agreement.

Taxes and duties imposed by the tax laws of the Republic of Armenia are not paid through the
credit funds. Those are paid from co-financing funds provided by the Republic of Armenia.

2.7 Taxes

All applicable taxes are paid in accordance with tax regulations of the Republic of Armenia.

3. ADB Loan 2729-ARM financing

Year ended | Cumulative

31.12.2015 as at

31.12.2015

uUsSD USD

Direct Payment 9,427,916 47,492,685

Interest 400,581 1,301,459

Total 9,828,497 48,794,144

4. Cash

As at As at

31.12.2015 31.12.2014

: USD USD

Current account, RoA co-financing, in AMD 5,295 2,147

Current account, LARP financing, in AMD 175,632 -

Total 180,927 2,147

5. Project’s implementation progress
Cumulative
as at

31.12.2015 Budget Implementation*

Category USD USD %
Works 43,713,488 149,700,000 29.2
Consulting Services 3,779,197 7,000,000 53.99
Interest 1,301,459 10,000,000 13.01
Other (including local taxes) 5,421,366 32,000,000 16.94
Unallocated - 11,300,000 -
Total 54,215,510 210,000,000 25.82

North-South Road Corridor Investment Pragram  Project 2

Financial Statements
Jor the year ended 31 December 2015




(*) The loan agreement was signed on 30 May 2011, the deadline for loan disbursement was
set on 30 June 2017. However, only 26% of projected works were carried out as at
31.12.2015.

The slow pace of implementation is basically caused by the LARP (note 1.5) process, as well
as clarification of specifications and approving new design solutions. Currently the intensity
of works is improved.

On 25.05.2016 the Minister of the Republic of Armenia International Economic Integration
and Reforms submitted a request to the ADB to postpone the Loan deadline till 14.09.2019.

6. Prepayments and payables

For the information purposes, non-settled prepayments and payables as at the reporting date are
set below.

Prepayments As at As at
31.12.2015 | 31.12.2014

USD USD

On civil works* 26,933,577 26,933,577
On consultancy - 46,239
Total 26,933,577 26,979,816

Payables 31.12.2015 31.12.2014

USD USD
On civil works 105,247 -
Post warranty amounts 2,246,020 1,153,359
On consultancy 243,752 -
Total 2,595,019 1,153,359

(*) According to civil works contract, the prepayment settlement commences from payable
amounts on submitted implemented acts succeeding the 30% of total contract work. Completed
works consist of 22,595,604 USD (including all taxes) as at the reporting date, only works in the
amount of 22,460,201 USD (including all taxes) have been approved.

7. Events after the reporting date

The application for Direct Payment N 31 in the amount of 195,002 USD was submitted to ADB
on 16.11.2016 and approved on 20.01.2016.

8. Litigations

As at reporting date and as at approval date of these financial statements, there are some pending
litigations related to the LARP (note 1.5).

The LARP is wholly financed by the Republic of Armenia Government, and its cash flows are
presented in this financial statement only for informative purpose, and are not included in the
statement of cash receipts and payments of the Project.

On Project’s management opinion those litigations don't have significant implication on these
financial statements.

North-South Road Corridor Investment Program —Project 2
Financial Statements
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ANNEX. EXPENDITURE DETAILS BY ITEMS
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North-South Road Corridor Investment Program —Project 2

4 ' ADB Loan 2729-ARM
[ For the year ended 31 December 2015
In USD
'r .
| Description Paid amount | Contract
_ Works
r Construction
L contract T1-T2
CW-01, dated 27
n Civil works 8,129,717 | April 2012
l Total civil works 8,129,717
Consulting services
[" Contract for
| consultants
services dated 18
[ = Project management consultant 1,284,734 | May 2012
Total Consulting services 1,284,734
[ Total Expenditures from ADB fund 9,414,451
- Taxes
ir Contract T1-T2
. CW-01, dated 27
1 Civil works 1,621,450 | April 2012
?f Contract for
L consultants
services dated 18
& Project management consultant 768,106 | May 2012
[ Total Expenditures from co-financing fund 2,389,556
1
i . North-Sowth Road Corrvidor Investment Pragram - Projeci 2
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