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NOTE 
 

(i) In this report, “$” refers to US dollars. 
 
 
 
This financial management arrangement is a document of the borrower. The views expressed 
herein do not necessarily represent those of ADB's Board of Directors, Management, or staff, 
and may be preliminary in nature. 
 
In preparing any country program or strategy, financing any project, or by making any 
designation of or reference to a particular territory or geographic area in this document, the 
Asian Development Bank does not intend to make any judgments as to the legal or other status 
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I. Executive Summary 

1. This Financial Management Assessment (FMA) is conducted in accordance with Asian 
Development Bank (ADB)’s Guidelines for the Financial Management Technical Guidance 
Note for Financial Management Assessment. The FMA is carried out on the National 
Transmission and Despatch Company (NTDC), as the implementing agency for the project. 
 
2. The objective of the proposed Multitranche Financing Facility Second Power 
Transmission Investment Program Tranche 1 (MFF II Tranche 1) is to improve Pakistan’s 
power transmission infrastructure and management. To achieve this objective, the program will 
finance physical investments in the high-voltage transmission system, including the 
rehabilitation, augmentation and expansion of transmission lines, substations and supporting 
infrastructure. The physical investments will increase transmission capacity to meet growing 
demand, improve transmission efficiency and energy security, and evacuate additional sources 
of power. The nonphysical investment will also increase institutional efficiency, cost recovery, 
transparency and good governance within the organization. 

 
3. The FMA was carried out by project preparatory technical assistance (PPTA) 
consultants. Preparation activities include reviewing documents, interviewing counterparts, and 
discussing the issues with stakeholders. Within this PPTA, a financial management internal 
control and risk management assessment was conducted. While considering the present 
circumstances and being regulatory entity, present staffing, technical and financial procedures; 
it is concluded that the overall project financial management pre-mitigation risk is Substantial. 
The financial management pre-mitigation risk of NTDC is assessed to be substantial giving 
consideration to its management style, business strategy, and experience, supervisory, 
technical and financial capability.  
 

II. Introduction 

4. This FMA is conducted in accordance with ADB’s Guidelines for the Financial 
Management Technical Guidance Note for Financial Management Assessment. The FMA is 
carried out on the National Transmission and Despatch Company (NTDC), as the 
implementing agency for the project. 
 
5. The financial management, internal control, and risk assessment was carried out in 
March 2016 by PPTA’s consultants. Preparation activities include reviewing documents, 
interviewing counterparts, and discussing the issues with stakeholders. The assessment is 
also based on the previous FMA, which was conducted in September 2014 and updated 
accordingly. 
 

III. Project Description 

6. The objective of the proposed MFF II Tranche 1 is to improve Pakistan’s power 
transmission infrastructure and management. To achieve this objective, the program will 
finance physical investments in the high-voltage transmission system, including the 
rehabilitation, augmentation and expansion of transmission lines, substations and supporting 
infrastructure. The physical investments will increase transmission capacity to meet growing 
demand, improve transmission efficiency and energy security, and evacuate additional sources 
of power. Nonphysical investment will focus on increasing the financial management capacity, 
regulatory relations and procurement capacity of the transmission system owner and operator, 
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the NTDC. The nonphysical investment will also increase institutional efficiency, cost recovery, 
transparency and good governance within the organization. 
 
7. MFF II Tranche1 comprises 6 sub-projects: (i) Extension at 500/220 kilovolts (kV) 
Sahiwal substation; (ii) Extension at 500/220 kV Lahore South substation; (iii) Extension and 
Augmentation of 500/220 kV Rewat Substation; (iv) Rehabilitation of NTDC System in South 
Area for reliability improvement; (v) 500 kV Faisalabad West substation Phase II; and (vi) 
installation of the Guddu transmission line. 

IV. Country and Sector Financial Management issues 

8. The overall fiduciary risk at the federal level is assessed to be medium to high with 
some positive progress observed within individual Public Expenditure and Financial 
Accountability Assessment dimensions. Federal government over the years has made some 
improvements in the overall budget management. Budgeting, reporting, and introduction of 
medium-term planning tools and use of a risk-based audit methodology by the office of the 
Auditor General of Pakistan (AGO) are some of the key reforms implemented over the past few 
years. 
 
9. The Public Expenditure and Financial Accountability Assessment 2012 noted that the 
predictability of the aggregate expenditure over 3 years has shown considerable improvements 
for Federal Government moving from a ‘D’ to a ‘B’. Issues remain at the disaggregated level for 
expenditures, where high deviations were common, pointing to substantial re-appropriations 
under individual expenditure heads. This is mainly due to economic slow-down caused by 
floods and additional expenditure on maintenance of law and order, debt servicing, inflation 
and economic instability, which contributed to fiscal constraints. The government made 
frequent use of supplementary budgets and re-appropriation with ex-post approval by the 
legislature. While this is allowed by the constitution, the extensive changes undermine 
credibility of the budget. The complete roll-out of the Medium-Term Budgeting Framework to all 
ministries has largely contributed towards improvement in ratings. Sector strategies are in 
place and preparation of a Budget Strategy Paper and the MTBF allows timely communication 
of indicative budget ceilings to the line ministries. However, linkages between multi-year 
estimates in MTBF and annual budgetary ceilings need to be improved with adequate 
explanation and documentation. 
 
10. ADB’s Country Partnership Strategy 2015–2019, aims to support the governmental 
objectives, improving public financial management (PFM). In Pakistan, PFM has achieved 
some key milestones in the last years. Most significant among them is the development of a 
centralized and advanced financial reporting system with the support of World Bank. The thrust 
of ADB’s CPS, 2015−2019 is to improve connectivity, productivity, and access to markets and 
public services. ADB’s strategy will focus on (i) infrastructure development to improve 
connectivity, boost productivity, help attract private investment, create jobs, and provide 
access to markets and basic public services; and (ii) institutional reforms (including policy, 
regulatory, and administrative systems as well as financial management) to help mobilize 
resources, facilitate effective private sector participation, and improve public service delivery.  
 
11. In line with the government’s 2013 National Power Policy, ADB will also support (i) tariff 
reforms for a self-sustaining regime and better targeting of subsidies to low-income 
consumers; (ii) loss reduction and larger tariff collections by electricity distribution companies; 
(iii) stronger demand-side efficiency and energy conservation measures; (iv) instituting 
performance-based contracts and increasing public access to information on generation, 
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consumption, tariffs, and subsidies through web-based disclosure; and (v) commercializing and 
privatizing electricity distribution companies. The reforms will be supplemented by investments 
to rehabilitate transmission and distribution systems, and to increase the supply of renewable 
energy. 
 
12. The National Electric Power Regulatory Authority (NEPRA) determines tariff for 
generation, transmission and distribution of electric power. The approved tariffs require to be 
notified the Ministry of Finance before entering into force. This is a complex and time 
consuming process including preparation and submission of tariff petition to NEPRA, public 
hearing, review process by the regulator, determination of tariff by NEPRA, and 
issuing notification from Ministry of Finance. Based on previous experience, it may take around 
2 years. All these risks including planning, management, procurement, and regulatory may 
hinder in revenue collection which transforms into liquidity risks. 
 

V. Risk Analysis 

13. A financial management internal control and risk management assessment was 
conducted, while considering the present circumstances of being regulated entity, current 
staffing, technical and financial procedures. Based on the assessment, it is concluded that the 
overall project financial management pre-mitigation risk is Substantial, taking into 
consideration its management style, business strategy and experience, supervisory, technical 
and financial capability.  
 
A. Inherent Risk 
 
14. Inherent Risk is the susceptibility of the project financial management system to factors 
arising from the environment in which it operates, such as country rules and regulations and 
entity working environment (assuming absence of any counter checks or internal controls). 
 

Risk type Risk 
Assessment 

Risk Description Mitigation Measures 

1. Country 
Specific  

M Budget Execution 
Risk - Actual 
expenditure deviates 
from budget 
estimates.  

The government implemented a circular No. 
DW-3(1)2013-14-PSDP issued on 31 October 
2013 which requires the submission of budget 
plans and monitoring of expenditures against 
budget of all state-owned entities including 
NTDC.  
Budget and expenditure monitoring are 
required monthly, including submission of 
Budget and Expenditure Reconciliation 
Reports. Any deviations from approved budget 
will require justification and approval by the 
Ministry of Finance. 

 M Regulatory Risk - 
Tariff determination 
is insufficient to have 
an expansion plan 
and to enable full 
cost-recovery.  

NTDC conducts periodic reviews of tariff and 
its financial performance to ensure that the 
tariff level is sufficient to recover costs and 
assure a return on equity.  

NTDC should submit petitions for tariff 
increase in sufficient time for NEPRA’s review 
and determination. 

NEPRA is required to determine cost-reflective 
tariffs for NTDC under the NEPRA Act. 
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2. Entity-
specific  

 

M Financial Risk - 
Revenue is 
insufficient to recover 
costs or recovered in 
arrear which effect 
cash flow 
undermining financial 
sustainability. 

Considerable time 
process for tariff 
approval and 
notification. 

NTDC conducts periodic reviews of tariff and 
its financial performance to ensure that the 
tariff level is sufficient to recover costs and 
assure a return on equity (13.11%).  

Based on these periodic reviews, NTDC must 
file tariff petitions to NEPRA. Timely tariff 
petitions are crucial in order to give NEPRA 
time for its review and determination. (Refer 
Regulatory Risk above). 

NTDC should also approach NEPRA/Ministry 
of Finance for issuing of notification.  

 M Liquidity Risk – risk 
of CPPA-G default 
payments to NTDC 

Government provides implied financial support 
to NTDC through its national program to 
resolve circular debt that affects the power 
sector. 

 S Incomplete and 
inaccurate 

financial reporting-
manual 

accounting 
processes 

Increase likelihood of 
errors and omissions. 

NTDC has hired Pakistan Information 
Technology Company to implement a pilot 
financial module. This implementation will 
improve the current financial accounting 
system and help the financial statements 
preparation.

1
  

Financial module will be completed by end of 
2016. In the meantime, NTDC will continue to 
engage reputable audit firms to ensure that the 
financial statements are presented in 
accordance with the required accounting 
standards and are free of material 
misstatements or errors. 

Overall 
Assessm
ent 
of 
Inherent 
Risk 

M  

 

 

ADB = Asian Development Bank, CPPA-G = Central Power Purchasing Agency (Guarantee) Limited, M = medium, 
NEPRA = National Electric Power Regulatory Authority, NTDC = National Transmission and Despatch Company 
Limited, S = substantial. 
  

B. Project Risks 
 
15. Project Risk is the risk that the project’s accounting and internal control framework be 
inadequate to ensure project funds are used economically and efficiently and for the purpose 
intended, and that the use of funds is properly reported. 
 
 
 
 
 

                                                
1
  The World Bank is currently considering the provision of an Enterprise Resource Management system for NTDC, 

with the concept approval received in Quarter 1 (Q1) 2016, and an estimated board consideration date of Quarter 1 
2017.  
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Risk type 

Risk 
Assessment 
 Risk Description Risk Mitigation Measures 

1.Implemen-
ting entity 

M Compliance Risk - 
Project financial 
management policies 
and procedures are in 
place although not fully 
complied with.  

The Finance Director is responsible for the 
preparation of project financial statements, 
disbursements, budget and expenditure 
monitoring, among others, and ensures 
that policies and procedures are adhered 
to. The Internal Audit Department provides 
additional oversight to ensure compliance. 
Non-compliance is managed through 
NTDC’s efficiency and disciplinary rules. 

2. Funds 
Flow 

L Financing Risk – 
Counterpart funds are 
not provided timely and 
adequately. 

NTDC’s Five-Year Investment Program 
sets the capital investment requirement 
financed through NTDC’s internally 
generated funds and external borrowings. 
This should ensure that NTDC has 
sufficient capacity to finance future 
projects and reduce risks of project delays.  

3. Staffing L Execution Risk – 
NTDC’s new staff may 
not have a sufficient 
understanding of 
financial management 
requirements and 
procedures which 
contributes to project 
delay and non-
compliance of 
requirements. 

While the finance department has 
historically had low staff turnover, training 
should be provided for any new staff to 
clarify ADB’s financial covenant calculation 
requirements. 

4.Accounting 
and 
Reporting 

S Incomplete and 
inaccurate financial 
reporting - manual 
accounting processes 
increase likelihood of 
errors and omissions.  

 

NTDC has hired Pakistan Information 
Technology Company to implement a 
financial management module. This 
implementation will improve the current 
financial accounting system and financial 
statements preparation.

2
 Financial module 

will be completed by end of 2016.  

In the meantime, NTDC will continue to 
engage reputable audit firms to ensure 
that the financial statements are presented 
in accordance with the required accounting 
standards and are free of material 
misstatements or errors. 

5.Internal 
Audit 

 

M Compliance Risk - 
Having 

sufficient knowledge of 
ADB guidelines and 
procedure. 

 

Training will be provided for staff to 
increase familiarity and improve 
application of ADB procedures and 
requirements which confirms the Internal 
Audit recommendation of increased staff 

                                                
2
  Footnote 1. 
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Risk type 

Risk 
Assessment 
 Risk Description Risk Mitigation Measures 

6.External  

  Audit 

M Compliance Risk – Audit 
requirements are not 
fully complied with, due 
to external auditor’s 
limited understanding of 
ADB requirements. 

NTDC and ADB will jointly review audit 
requirements including financial covenants 
to ensure that the audit scope includes 
required opinion and assurances. Auditor 
terms of reference will be reviewed by 
ADB. 

6.Reporting 
and 
Monitoring 

S Financial Risk – 
Delayed submission of 
NTDC financial reports 
undermines ADB’s 
ability to assess NTDC’s 
capacity to implement, 
maintain, and operate 
the projects, and service 
its debt obligations. 

NTDC has hired Pakistan Information 
Technology Company to implement a 
financial management module. This 
implementation will improve the current 
financial accounting system and financial 
statements preparation.

3
 Financial module 

will be completed by end of 2016.  

In the meantime, NTDC will continue to 
engage reputable audit firms to ensure 
that the financial statements are presented 
in accordance with the required accounting 
standards and are free of material 
misstatements or errors. 

  M Project Execution Risk - 
Poor project monitoring 
and accountability will 
delay project 
completion. 

NTDC will engage project supervision 
consultants financed through own sources. 

7. 
Information 
Systems 

S Incomplete and 
inaccurate financial 
reporting - Manual 
accounting processes 
increase likelihood of 
errors and omissions.  

NTDC has hired Pakistan Information 
Technology Company to implement a 
financial management module. This 
implementation will improve the current 
financial accounting system and financial 
statements preparation.

4
 Financial module 

will be completed by end of 2016.  

In the meantime, NTDC will continue to 
engage reputable audit firms to ensure 
that the financial statements are presented 
in accordance with the required accounting 
standards and are free of material 
misstatements or errors. 

Overall 

Project Risk   

 

 

S 

  

ADB = Asian Development Bank, CPPA-G = Central Power Purchasing Agency (Guarantee) Limited, L = low, M = 
medium, NEPRA = National Electric Power Regulatory Authority, NTDC = National Transmission and Despatch 
Company Limited, S = substantial. 
 
 
 

                                                
3
  Footnote 1. 

4
  Footnote 1. 
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C. Overall Risk 
 
16. Based on the above, overall project financial management risk (pre-mitigation) is 
assessed to be Substantial. 

VI. Existing Project Financial Management System 

17. MFF II Tranche 1 project financial management arrangements may follow the   
structure and implementation arrangements of previous tranche (MFF I Tranche 4). 
 
A. Strengths 
 
18. The project benefits from strong institutional structure of NTDC, as follows: 
 

(i) Policies and procedures. NTDC policies and procedures are well-established 
and disseminated within the organization, including appropriate sanctions and 
penalties for non-compliance. 

(ii) Staffing. NTDC and the PMU have experienced staff knowledgeable of ADB 
requirements. The PMU personnel have sufficient understanding of the 
disbursement procedures of lending agencies including ADB. The Finance 
Director is responsible for the oversight over the accounting, budgeting, 
disbursement, and expenditure authorization for ADB projects.  

(iii) Internal Control. In order to keep preventive control, the entity follows and 
complies with laws, regulations and procedure manuals. Having separation of 
duties in accounting process and proper approval of transaction from the 
technical side and finance side has been taken in accordance to delegation of 
authority. Detective control is followed by inventory reconciliation, bank 
reconciliation, variances analysis, etc. The Internal Audit provides additional 
oversight over internal controls and compliance with NTDC rules and 
regulations.  
 

B.  Weaknesses 
 
19. The project may be susceptible to errors and omissions in disbursement, reporting, and 
auditing, associated with: 
 

(i) Staffing. Current staff of the PMU, although experienced and knowledgeable 
staff, may be insufficient to manage simultaneously all the projects they have 
been assigned with. It also lacks of proper managerial powers over other areas 
of the NTDC, which translates in disorganization and delays in the 
implementation of the project.  

(ii) Manual accounting system. Large volume of data and manual accounting 
processes including reconciliation may affect the ability of NTDC to generate 
project and entity financial statements on a timely basis. Manual procedures 
increase the likelihood that errors, omissions, and inappropriate adjustments 
may occur, albeit NTDC’s well-defined accounting rules and regulations and 
capable staff.  

(iii) Tariff setting mechanism. Adjustments to tariff are driven by NTDC through 
submission of annual petitions for tariff which will then be reviewed and 
determined by NEPRA. This process historically has taken up to two years 
before a final tariff notification is issued by the Ministry of Finance. This impact 
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NTDC’s ability to recover its costs in time and to earn sufficient return on its 
planned capital investments.  

 
VII. Executing and Implementing Entity 

20. NTDC is a domestic public limited company incorporated on 06 November 1998 under 
the Companies Ordinance, 1984. NTDC was granted Transmission License No. TL/01//2002 
on 31 December 2002 by the NEPRA to engage in the exclusive transmission business for a 
term of 30 years pursuant to Section 17 of the Regulation of Generation, Transmission and 
Distribution of Electric Power Act, 1997. Under the regime set out in the license, the NTDC is 
entrusted the secure, safe and reliable operation, control and dispatch of generation facilities. 
The operation and maintenance, planning, design and expansion of 500 kV and 220 kV 
transmission network is also the primary responsibility of NTDC. Under article 8 of this license, 
NTDC was required to establish the following functions: 
 

(i) a Central Power Purchasing Agency (CPPA) for procurement of power from 
GENCOs, hydro, & IPPs on behalf of distribution companies (DISCOs) for 
delivery through 500 kV, 220 kV & 132kV network. (This component of NTDC’s 
business is separated into an independent company in May 2015); 

(ii) a System Operator for the secure, safe and reliable operation, control, switching 
and dispatch of transmission system and generation facilities and provision of 
balancing services; 

(iii) a Transmission Network Operator for operation, maintenance, planning, design 
and expansion of the 500 kV and 220 kV transmission network; and 

(iv) a Contract Registrar and Power Exchange Administrator (CRPEA) for the 
recording and notification of contracts and other matters relating to bilateral 
trading between the generation licensees and the Bulk Power Consumers and 
between the generation licensees and the DISCOs. 
 

21. Ministry of Water and Power on June 2015 separated Central Power Purchasing 
Agency (Guarantee) Limited (CPPA-G) from NTDC as an independent company in order to 
bring transparency, promote corporate culture and keeping check on circular debt. 
 
22. As a result, the following two functions were transferred from NTDC to CCPA-G: 
  

(i) Procurement of power from generating companies (GENCOs), hydro and 
investment and power procurement programs on behalf of distribution 
companies (DISCOs). 

(ii) CRPEA for the recording and notification of contracts and other matters relating 
to bilateral trading between the generation licensees and the bulk power 
consumers (BPCs) and between the generation licensees and the DISCOs. 
 

VIII. Project Management Unit 

23. NTDC established the project management unit (PMU) headed by the General 
Manager (Projects) to supervise and monitor implementation of the projects, including the 
current projects. The same PMU structure for the ongoing tranches will also apply to the 
coming project. The Chief Engineer, Material Procurement and Management (MP&M), who 
reports to General Manager (Projects) is responsible for procurement. The Manager Finance 
(Project) also report and functionally worked under the General Manager (Projects) and 
responsible for loan covenants, disbursement and payments, deal with ministries regarding 
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relending loans, letter of credit, etc. The Chief Engineers, Extra High Voltage (EHV)-1 and 
EHV-2 reporting to General Manager (GSC) are responsible for construction. The GM 
(Projects), through Chief Engineer (MP&M), will be responsible for monitoring physical works, 
and contract administration, including submitting withdrawal applications, and reporting 
progress to the Managing Director, NTDC, and ADB. Project funds are disbursed upon 
approval by the respective Chief Engineers. Maintenance of accounts and reconciliations are 
the responsibility of the Director of Finance through its support staff located within the offices of 
the Chief Engineers concerned. All offices at head office as well as at executing units have the 
services of qualified and adequately experienced finance personnel at their disposal.  

 
IX. Funds Flow Mechanism 

24. NTDC will be responsible for implementing the project according to the legal 
agreements and other implementation arrangements described in the Facility Administration 
Manual (FAM). ADB will monitor the project and review its progress to ensure that the loan 
proceeds are spent as agreed upon. Upon effectiveness, a loan account under the Ministry of 
Finance name will be opened in ADB’s books where the loan proceeds will be credited, and 
further on-lent to NTDC. All disbursements will be carried out in accordance with ADB’s Loan 
Disbursement Handbook (2015, as amended from time to time).  
 
25. The project will use direct payment and commitment procedures. Under the direct 
payment procedure, ADB loan proceeds will be directly credited to a nominated bank account 
of a supplier at the request of entity. Under the commitment procedure, NTDC will open a letter 
of credit in the name of the contractor and/or supplier which will be confirmed by ADB through 
a commitment letter. Payments under the commitment letter will be made by ADB (to the 
extent of ADB share) directly to the negotiating bank by withdrawal of equivalent amount from 
the loan proceeds. Reimbursement procedures may also be used. The minimum size of a 
withdrawal application shall be $100,000. All claims shall be processed and consolidated by 
NTDC prior to submission of withdrawal application to ensure efficient disbursement 
administration. ADB matters are centralized at the Chief Engineer’s level. All withdrawal 
applications are prepared and signed by either the Chief Engineer EHV or the Chief Engineer 
MPM, as appropriate. Proper records and books are maintained for audit and verification. 
  

X. Personnel 

26. The Accounts Department is headed by the Director Finance supported by the 
Manager Corporate Accounts and Manager Corporate Planning and control with Deputy 
Manager along with support staff in the head office and in the field formations. The Finance 
Division has two sub-units: (i) Corporate Finance and (ii) Corporate Finance Control. All two 
units support the project implementation with respect to disbursements, expenditure 
management, budget, recording, and accounting, preparation of tariff petition monitoring and 
reporting. NTDC’s Finance Division has sufficient qualified personnel to perform project 
financial management functions 
 

XI. Accounting Policies and Financial Reporting 

27. NTDC uses the accrual accounting standards under the Companies Ordinance, 1984. 
The accounting framework prescribed under the Companies Ordinance, 1984 is in line with the 
International Financial Reporting Standards as notified under the provisions of the Companies 
Ordinance, 1984 and the directives issued by the Securities and Exchange Commission of 
Pakistan. In cases of deviations from the IFRS, the Companies Ordinance will take 
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precedence. No deviations have been noted by NTDC. The project financial statements will 
adopt NTDC’s accounting framework.  
 
28. NTDC prescribes rules, regulations, and procedures which are contained in various 
manuals, e.g., purchase and disposal; maintenance of store; accounting and auditing—and 
widely circulated among the appropriate staff and officers of NTDC for compliance. These 
cover all routine financial management and related administrative activities, as well as 
situations of conflict of interest. Adherence to these rules is strictly enforced. Noncompliance of 
these rules and regulations are punishable under NTDC’s Efficiency & Disciplinary Rules. In 
the event CPPA-G avails of financing under this MFF, a financial management assessment will 
be completed on CPPA-G prior to the consideration of such future tranche. 
 

XII. Internal and External Audit 

29. NTDC has an internal audit team and an Audit and Finance Committee reporting 
directly to the Board of Directors. Internal audit reports are directly submitted to Audit and 
Finance Committee which places the reports before the Board of Directors for consideration. 
This arrangement ensures the independence and autonomy of internal audit. This department 
will include the project in its work program.  
 
30. The company’s management is responsible to establish and maintain a system of 
internal control, and prepare and present financial statements in conformity with the approved 
accounting standards and the requirements of the Companies Ordinance, 1984. Chartered 
accountants annually audit NTDC financial statements in accordance with international 
auditing standards. The project financial statements are audited annually by the Auditor 
General of Pakistan. The Auditor General of Pakistan provides the management letter 
highlighting any weaknesses in the financial reporting system and the overall systems of 
internal control. AGP is appointed under the Constitution and is primarily responsible for the 
audit of accounts of public organizations such as NTDC. 
 
31. The audited project financial statements will be submitted within 6 months from end of 
fiscal year (FY) (30 June), while NTDC’s audited financial statements will be submitted within 
one month from approval of the competent authority or within 6 months from end of fiscal year, 
whichever is earlier. Submission of the audited project financial statements has been on time. 
No significant issues were noted in the management letter. However, NTDC’s audited financial 
statements have been delayed with the lack of auditor opinion on compliance with financial 
covenants.  
 
32. The audit report for FY2014 of NTDC cited eight qualifications pertaining (i) DISCOs for 
credit; (ii) over-recognition of revenue; (iii) delay payment surcharge and receivables not 
acknowledged /reconciled by DISCOs; (iv) possible losses on expiry of the exemption 
minimum tax period; (v) receivable from power producers; (vi) lack of disclosure for leases; and 
(vii) no provision made for Workers Profit Participation Fund. However, most of these issues 
were related to CPPA activities which are now under CPPA-G. 
 

XIII. Information Systems 

33. The Financial Statements are currently prepared using spreadsheets. A computerized 
accounting system, Enterprise Resource Planning, was approved by the Board of Directors. 
NTDC hired Pakistan Information Technology Company to implement the system. This will 
improve the financial accounting system and financial statements preparation. Financial 
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system will be completed by end of 2016. In the meantime, staff are adequately trained to 
produce reports under the current system. Confidentiality, integrity, and availability of data are 
maintained under the prescribed NTDC rules and procedures. However, to ensure timely 
preparation and audit of financial statements, the need for computerized accounting system is 
paramount. This was discussed with NTDC and included in the action plan. 
 

XIV. Action Plan 

Action Responsibility Resources Timing 

Monitor Implementation of a 
computerized accounting software 
to automate the accounting and 
reporting processes to ensure that 
the financial statements are free of 
material errors and misstatements 
as well as timely submission and 
resolution of issues. 

NTDC Director Finance  
 
 

By 2020 

Providing NTDC’s audited financial 
statements to ADB within 6 months 
or 1 month after relevant approved 
authority (which come earlier) after 
each financial year ended. 

NTDC Finance Director 
 

After effectiveness 

Submitting projected NTDC’s 
financial statements and capital 
expenditure plans (5 year 
projection). 

NTDC Finance Director 
 
 

Annually 

Auditor Terms of Reference will be 
reviewed to confirm audit scope. 

NTDC Finance Director 
 

6 months 

Engaging consultants to provide 
project supervision and monitoring. 

NTDC Finance Director 6 months 

Ensuring timely invoice to 
customers and collect revenue in 
accordance with NEPRA 
regulations. 

NTDC Finance Director After effectiveness 
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XV. Financial Covenants 

34. The financial covenants applicable under MFF II Tranche 1 Framework Financing 
Agreement are: 
 

(i) NTDC will maintain debt service coverage ratio more than 1.2. 
(ii) NTDC will maintain self-financing ratio of more than 20%. 
(iii) NTDC will ensure days in receivable ratio below 6 months. Days in receivable is 

calculated by taking average account receivables for last year and current year 
multiply by 360 days and divide by revenues or sales. 
 

35. The operational covenants applicable under MFF II Tranche 1 are: 
 

(i) NTDC will submit to ADB investment plans as required under NEPRA 
Investment Standards and Procedures (Transmission and Distribution) Rules, 
2015, including, but not limited to, the periods of one year, up to three years and 
up to ten years, and historic data for the last five years and forecasts as to load 
growth for the next 5 years. 

(ii) NTDC will file tariff applications with the NEPRA seeking a tariff determination in 
accordance with NEPRA (Tariff Standards and Procedure) Rules as required to 
recover costs and maintain the regulated return on assets at all times. 

 


