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INDEPENDENT AUDITOR’S REPORT

To the Management of the "Transport Project Implementation Organization" State Non-
Commercial Organization (the Organization)

Opinion

We have audited the special purpose financial statements of “North-South Road Corridor Investment
Program — Project 2” (the Project) financed by the Asian Development Bank Loan 2729-ARM (*“Loan
Agreement”) concluded between the Republic of Armenia (RoA) and Asian Development Bank
(“ADB”), and implemented by Organization, which comprise the statement of cash receipts and payments
for the year ended 31 December 2017, and notes to the special purpose financial statements, including a
summary of significant accounting policies.

In our opinion,

1. the special purpose financial statements present fairly in all material respects the cash receipts
and payments for the year ended 31 December 2017 in accordance with International Public
Sector Accounting Standard “Financial Reporting Under the Cash Basis of Accounting”
(“IPSAS-Cash Basis™);

2. the Loan funds have been used in accordance with the Loan Agreement and “Loan Disbursement
Handbook” (as updated) issued by ADB, with due attention to economy and efficiency, and only
for the purposes for which the financing was provided;

3. Government of RoA co-financing have been provided and used in accordance with the Loan

Agreement, and only for the purposes for which the financing was provided;
The financial covenants as stated at Article IV of the Loan Agreement were complied;
Works and services financed have been procured in accordance with the Loan Agreement.

i

Basis for Opinion

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

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

Emphasis of Matter —Slow progress of Project implementation

Without qualifying our opinion, we draw your attention to Note 7 of these special purpose
financial statements disclosing reasons for slow progress of the Project implementation and the
measures taken by the Project’s management.

Emphasis of Matter- Cash Basis of Accounting

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

BDO Armenia cjsc, is a member of BDO International Limited, a UK coi
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Responsibilities of the Management for the Financial Statements

Management of the Organization is responsible for the preparation and fair presentation of the special
purpose financial statements in accordance with IPSAS-Cash Basis issued by the International Public
Sector Accounting Standards Board (IPSASB) of the IFAC and “Loan Disbursement Handbook” (as
updated) issued by ADB, and for such internal control as management determines is necessary to enable
the preparation of special purpose financial statements that are free from material misstatement, whether
due to fraud or error.

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

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

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

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

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

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

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

We communicate with management regarding, among other matters, the planned scope and timing of the

audit and significant audit findings, including any significant deficiencies in internal control that we
identify during our audit.

“BDO Armenia” CJSC

Snel Khachatryan, FCCA
Engagement Partner

j‘ i
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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 2017

Note Year ended Cumulative
31.12.2017 as at
31.12.2017
USD USD
Cash Receipts

ADB Loan 2729-ARM financing 10 19,648,347 93,648,049
The Republic of Armenia co-financing 4,724,136 14,326,263
Total financing 24,372,483 107,974,312

Payments for 8
Works 16,883,630 83,669,156
Consulting Services 1,506,419 6,758,808
Other works (dismantling of billboards) = 146,899
Interest 1,258,298 3,220,085
Taxes, duties 4,721,043 13,759,823
Total Payments 24,369,390 107,554,771
Foreign currency loss 656 (415,242)
Net increase in cash 3,749 4,299
Opening cash balance 11 550 -
Closing cash balance 11 4,299 4,299

The project financial statements were approved by the management of
Organization" State Non-Commercial Organization on 28 June 2018 and signed on its behalf. The accompanying

notes form an integral part of these project financial statements.

Vardan Karapetyan

Acting General Director Head

Manana Tarposhyan
of Finance

"Transport Project Implementation

Management

Accounting Department /Chief Accountant
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NOTES TO THE FINANCIAL STATEMENTS

North-South Road Corridor Investment Program—Project 2
ADB Loan 2729-ARM
For the year ended 31 December 2017

1. General information
L1.  Project financing

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

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) (“Project”, or “Tranche 2”) between the ROA and the ADB on 30 May
2011, ADB provided the RoA the Loan 2729-ARM in the total amount of 170,000,000 USD.
The Loan is provided for financing the Tranche-2.

In accordance with letter agreement dated 17 June 2016, submitted between Ministry of
Transport, Communication and Information Technology of the RoA and the ADB, a reallocation
of ADB 2729-ARM loan from Tranche 2 was agreed to fund USD 6,000,000 expenditures of the
Tranche 1.

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

The Closing date of the Tranche 2 is set at 14 Sept 2019 (as updated).

L1.2.  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:

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

North-Sowh Road Corridor Investment Program —Praject 2
Financial Statements
Jor the year ended 31 December 2017 7



(ii) Consulting services and Project management
and detailed design of subsequent Project’
Program, construction supervision, prepa
capacity building.

1.3.  The Project Budget

The Project updated budget totals to 204,000,000 US dollars.

Taxes and duties imposed b
Loan funds. Those are paid

, including preparation of feasibility studies
s proposed for financing under the Investment
ration of tender documents, procurement and

y the tax laws of the Republic of Armenia are not paid through the

from co-financing funds provided by the Republic of Armenia.

Category ADB Loan 2729-ARM The Total
/Project-2/ Republic of
Armenia
Initial Reallocated* Updated
USD USD USD USD USD
Works 149,700,000 - | 149,700,000 - | 149,700,000
Consulting Services 7,000,000 3,000,000 10,000,000 = 10,000,000
Interest 10,000,000 (6,000,000) 4,000,000 s 4,000,000
Other (including local
taXCS) = ol oy’ 32,000,000 Bzi(m’m
Unallocated 3,300,000 (3,000,000) 300,000 8,000,000 8,300,000
Total 170,000,000 (6,000,000) | 164,000,000 40,000,000 | 204,000,000

(*) 6,000,000 USD is reallocated from ADB 2729-ARM loan’s Works category to Project 1
Works category.

1.4.  The Project Implementation Unit

The Project is implemented by "Transport Project Implementation Organization" State Non-
Commercial Organization (the Organization). The Organization is the legal successor of the
"Organization for Implementation of North-South Road Corridor Investment Program" State
Non-Commercial Organization and "Transport Project Implementation Unit" State Institution.
The reorganization was implemented in accordance with the Government of the Republic of
Armenia Decree N 1304-A dated 15. 12.2016,

The Organization is a non-commercial legal entity. The governing state authority of the
Organization is the Ministry of Transport, Communication and Information Technology of the
Republic of Armenia.

The main goal of the Organization is the efficient implementation of projects in the transport
sector in Republic of Armenia, including the implementation program of modernization of
North-South Road Corridor Investment Program and Northern Corridor.

The legal address of the Organization is: Nalbandyan Street 28, Yerevan, the Republic of
Armenia.

The operating address of the Organization is: Tigran Mets Street 4, 7™ floor, Yerevan, the
Republic of Armenia.

North-South Road Corridor Investment Program —Project 2
Financial Statements
Jor the year ended 31 December 2017 &



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 2017, the expenses related to LARP amounted to 32,472 thousand Armenian drams
(2016: 67,820 thousand AMD).

North-Sowh Road Corridor Investment Program —Praject 2
Financial Statements
Jor the year ended 31 December 2017 9



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 Public Sector Accounting Standards Board (IPSASB) of the International
Federation of Accountants (IFAC) and presented in accordance with “Loan Disbursement
Handbook” (updated) issued by Asian Development Bank.

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 and expenditures covered through them expressed
in AMD are translated into USD at the exchange rate announced at the previous date of
transaction.

e Payments to contractors and suppliers expressed in AMD that are covered through the
financing received from ADB are translated into USD at the exchange rates announced at the
previous date of payment.

The exchange rate issued by the CBA as at 31 December 2017 is USD 1 =484.1 AMD (in
31.12.2016: USD 1=483.94).

2.5 Cash
Cash comprise bank accounts balances,

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

2.7. Budget
Expenditure budget is created based on actual accumulated expenditures for the last period plus
the updated annual budget for the reporting period.

North-South Road Corridor Investment Program ~Praject 2
Financial Statements
Jor the year ended 31 December 2017 10



3. Statement of loan withdrawals

ADB Loan 2729-ARM
In USD
Applicatio | Value date Expenditure catego Total
n number Civil works Consulting Interest
services
1 2 3

53DP 24/02/2017 653,070 - - 653,070
54DP 17/04/2017 - 350,852 - 350,852
56DP 05/07/2017 2,160,424 - - 2,160,424
57DP 19/07/2017 - 239,446 239,446
58DP 25/07/2017 1,605,473 . - 1,605,473
59DP 29/08/2017 2,440,022 - - 2,440,022
60DP 29/09/2017 - 501,457 = 501,457
61DP 29/09/2017 2,975,655 - - 2,975,655
62DP 06/10/2017 1,693,293 - - 1,693,293
63DP 04/12/2017 2,540,526 2 - 2,540,526
64DP 14/12/2017 - 10,440 - 10,440
65DP 19/12/2017 = 404,223 = 404,223
66DP 18/12/2017 2,815,168 - - 2,815,168

01/04/2017 - - 582,885 582,885

01/10/2017 - - 675,413 675,413
Total 16,883,631 1,506,418 1,258,298 19,648,347

North-South Road Corridor Investment Program —Project 2

Financial Statements

Jor the year ended 31 December 2017
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4. Statement of project resources

The Statement of Project Resources discloses assets, liabilities and net assets of the Projects as at

reporting date. It is prepared in accrual basis that is transactions are recognized when they occur (and not
when cash is received or paid).

Note As at As at
31 Dec 2017 31 Dec 2016
USD USD

ASSETS
Cash 11 4,299 550
Prepayments 12 30,907,786 35,108,226
Total assets 30,912,085 35,108,776
LIABILITIES
Payables 13 6,878,093 4,220,644
Total liabilities 6,878,093 4,220,644
NET ASSETS
Funds received
ADB Loan 2729-ARM 10 93,648,049 73,999,702
Government of RoA co-financing 14,326,263 9,602,127

107,974,312 83,601,829
Cumulative expenses
Project expenses 80,304,993 50,336,013
Interest 3,220,085 1,961,787

83,525,078 52,297,800

Foreign currency loss (415,242) (415,897)
Total net assets 24,033,992 30,888,132

North-South Road Corridor Investment Program —Project 2
Financial Statements
Jor the year ended 31 December 2017 12
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6. Compliance with the covenants in the Loan agreement

Financial covenants under Article IV of the Loan Agreement ADB 2729-ARM is follows:

Covenant description

Note

Maintain separate accounts for the Project.

ADB Loan financing is wholly done through Direct
Payments —so no separate account is held by the
Organization; the Government of RoA co-financing is
done through separate account.

Related financial statements audited annually,
in accordance with appropriate auditing
standards consistently applied, by the
independent auditors whose qualifications,
experience and terms of reference are
acceptable by ADB.

Financial statements are audited annually in
accordance with ISAs; the auditor is selected from the
short-listed audit firms whose qualification and
experience is preliminary confirmed by the ADB;
terms of reference are preliminary confirmed by the
ADB.

Furnish to ADB audited financial statements
till six months after the end of each related
financial year.

The contract with the auditor was singed on 16 Oct
2017, and the audited financial statements for the
year ended 31 Dec 2017 will be submitted to ADB by
30 June 2018.

Furnish to ADB other information concerning
to accounts and financial statements and the
audit thereof as ADB shall from time to time
reasonable request.

Any requested information by the ADB was
furnished at due time.

Enable ADB upon its request to discuss the
financial statements of the Project and its
financial affairs related to the Project with the
auditor appointed, and shall authorize and
require any representative of such auditors to
participate in any such discussions requested
by ADB.

The Organization will follow the covenant when such
request by the ABD is made.

The Organization shall enable ADB’s
representatives to inspect the Project, the
Goods and Works, and any relevant records
and documents.

The Organization enables any such request by the
ADB.

7. Report on Project’s implementation progress

Category Cumulative Budget Implementation*
as at
31.12.2017
USD USD %
Works 83,669,156 149,700,000 56
Consulting Services 6,758,808 10,000,000 68
Interest 3,220,085 4,000,000 81
Other (including local taxes) 13,906,722 32,000,000 43
Unallocated - 8,300,000 7
Total 107,554,771 204,000,000 53

(*) The Loan Agreement was signed on 30 May 2011, the deadline for loan disbursements was
initially set at 31 Dec 2014, then extended till 30 June 2017, and currently extended till 14 Sept
20109.

North-South Road Corridor Invesoment Program —~Project 2
Financial Statements
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Though as at 31 Dec 2017, the payments were done at 53% of projected expenditures, however

only 41% of the works are completed considerin

payables (Note 13).
One of the reason of the slow progress of the Tranche 2 implementation is due to project
redesign and approval of a new 8km section of road bypassing historical monuments

discovered in the territory Agarak Historical and Preservation Zone.
As at 1 June 2018, the 47.23% of the works is completed.

8. Report on project’s disbursement progress

g the outstanding prepayments (Note 12) and

In USD
Actual Budget Variance
Category Year ended | Cumulative as | Year ended [Cumulative as| Year ended | Cumulative as
31.12.2017 | at31.12.2017 | 31.12.2017 |at 31.12.2017|31.12.2017 at 31.12.2017
Works 16,883,630 83,669,156 21,284,160| 88,069,686 (4,400,530) | (4,400,530)
Consulting
Services 1,506,419 6,758,808 1,701,729 6,954,118 (195,310) (195,310)
Other works
(dismantling of
billboards) - 146,899 - 146,899 - -
Interest 1,258,298 3,220,085 1,258,298 3,220,085 - -
Other (taxes) 4,721,043 13,759,823| 5,122,823| 14,161,603 | (401,780) (401,780)
Total 24,369,390 | 107,554,771| 29,367,010| 112,552,391 (4,997,620) |  (4,997,620)
9. Report on actual withdrawn amounts
In USD
Year ended 31 Dec 2017 Cumulative as at 31 Dec 2017
Category ADB Loan | Government Total ADB Loan (Government Total
2729-ARM | of RoA co- 2729-ARM | of RoA co-
financing financing
Works 16,883,630 3,979,974 | 20,863,604 | 83,669,156 | 10,346,835 94,015,991
Consulting
Services 1,506,419 741,069 | 2,247,488 | 6,758,808 3,412,988 10,171,796
Interest 1,258,298 - | 1,258,298 | 3,220,085 - 3,220,085
Other works
(dismantling of
billboards) - - - - 146,899 146,899
Total 19,648,347 4,721,043 | 24,369,390 | 93,648,049 | 13,906,722 | 107,554,771
North-South Road Corridor Investment Program —Project 2
Financial Statemenis
Jor the year ended 31 December 2017 15




10. ADB Loan 2729-ARM financing

Yearended | Cumulative
31.12.2017 as at
31.12.2017
UsSDh USD
Direct Payment* 18,390,049 90,427,964
Interest 1,258,298 3,220,085
Total 19,648,347 93,648,049
11. Cash
As at As at
31.12.2017 31.12.2016
USD USD
Current account, RoA co-financing, in AMD 4,299 550
Total 4,299 550
12. Prepayments
Prepayments As at As at
31.12.2017 | 31.12.2016
USD USD
On civil works 30,907,786 35,108,226
Total 30,907,786 35,108,226

(a) The outstanding prepayment as at reporting date relates to Corsan Corviam Construccion
S.A. at the amount of 20% of Contract price. The 15% of the prepayment has been done in
2012, and last 5% in 2016. During the 2017 the percentage of the deduction from IPCs was
in average 16%.

(b) Bank guarantees were received regarding to the prepayments. The guarantees expire on
December 31, 2018, and shall be prolonged till the end of the Project, that is September 14,
2019.

(c) According to the contract, the prepayment settlement commences from payable amounts on
submitted implemented acts succeeding the 30% of total contract work. Completed works
consist of 64,557,019 USD (including all taxes) as submitted by the contractor as at the date
of signing this report; approved works total to 60,642,182 USD (including all taxes).

From the outstanding prepayments as at 31.12.2017, 1,444,846 USD of prepayments were
settled as at date of singing these financial reports.

North-South Road Corridor Invesanent Program ~Project 2
Financial Statements
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13. Payables

31.12.2017 | 31.12.2016
Payables USD USD
Post warranty amounts* 6,868,737 4,220,644
On consultancy /tax liabilities/ 9,356 &
Total 6,878,093 2,595,019

(*) Post warranty amounts are retained at 10% of the amount on the presented IPC on civil
works, 5% of which is payable after the approval of the certificate of acceptance of the
construction works (taking over certificate), and the remaining 5% one year after the acceptance
of certificate.

14. Litigations

As at reporting date and as at approval date of these financial statements, there are one pending
litigations related to the LARP (note L.5).

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

On the 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

North-South Road Corridor Investment Program —Project 2
ADB Loan 2729-ARM
For the year ended 31 December 2017

In USD
Description Paid amount | Contract
Works
Construction

contract T1-T2
CW-01, dated 27

Civil works 16,883,631 | April 2012

Total civil works 16,883,631

Consulting services
Contract for
consultants
services dated 18

Project management consultant 1,495,978 | May 2012

Audit consulting 10,440 | 0004

Total Consulting services 1,506,418

Taxes
Contract T1-T2
CW-01, dated 27

Civil works 3,979,974 | April 2012
Contract for
consultants
services dated 18

Project management consultant 738,988 | May 2012

Audit consulting 2,081 | 0004

Total taxes 4,721,043

North-South Road Corridor Invesonent Program —Projece 2
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