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This report presents the results of audit of
 
U.S.A.I.D./Nepal's Implementation of A.I.D.'s Payment
 
Verification Policy Implementation Guidance. The audit

objective was to evaluate U.S.A.I.D./Nepal's compliance with
 
the Guidance.
 

The audit concluded that U.S.A.I.D./Nepal did not fully
 
comply with several important areas included in A.I.D.'s
 
Payment Verification Policy Implementation Guidance.
 

U.S.A.I.D./Nepal did comply with some actions directed by

the Guidance. For example, U.S.A.I.D./Nepal generally
 
complied with the requirement to prepare annual reports

identifying the mission's methods of project implementation

and financing procedures.
 

The audit disclosed four specific problem areas. First,
 
annual assessments were not made. Second, cash advances to
 
the Government of Nepal were not justified. Third,
 
financial management of project funds was not adequate.

Fourth, project papers did not adequately provide for audit
 
coverage.
 

We are recommending that U.S.A.I.D./Nepal take actions to
 
ensure that the required assessments are made, cash advances
 
to the Government of Nepal are justified and controls over
 
advances are improved. Also, U.S.A.I.D./Nepal should
 
evaluate the need for and provide necessary funding for
 
audit coverage of projects.
 

Your comments to the draft report were considered in
 
finalizing this report. The comments are discussed in
 
appropriate sections of the report and your full response is
 
attached as Appendix 1 to the report. You disagreed with
 
the first three findings and recommendations concerning
 
annual assessments and justification and controls over
 
advanceo. You generally concurred with the fourth finding,
 



but did not concur 
with the related recommendation. Based
 on your comments the four recommendations in this 
 report are
 
considered unresolved.
 

Please provide us 
 within 30 days any additional information
related to actions planned or 
 taken to implement the

recommendations.
 



EXECUTIVE SUMMARY
 

The purpose of A.I.D.'s Payment Verification Policy

Implementation Guidance was to ensure that A.I.D. 
missions
 
gave high priority to choosing the most effective and
 
efficient methods for project implementation and financing.

Another purpose was to improve the missions' monitoring of
 
projects once they were underway. The Guidance was issued
 
by the A.I.D. Assistant to the Administrator for Management
 
on December 30, 1983. U.S.A.I.D./Nepal )1 11 active
 
rojects with total obligations and accrued expanditures of
 
95.5 and $70.8 million, respectively, as of Septerber 30,
 

1986.
 

The Office of the Regional Inspector General for
 
Audit/Singapore made a compliance audit of
 
U.S.A.I.D./Nepal's implementation of A.I.C.'s Payment

Verification Policy Implementation Guidance. The audit was
 
done during the period November 24, 1986 through January 15,

1987. The audit objective was to evaluate U.S.A.I.D./Nepal
 
compliance with the Guidance.
 

U.S.A.I.D./Nepal 
 did not fully comply with several important
 
areas included in A.I.D.'s Payment Verification Policy
 
Implementation Guidance.
 

U.S.A.I.D./Nepal did comply with some 
actions directed by

the Guidance. For example, U.S.A.I.D./Nepal generally

complied with the requirement to prepare annual reports

identifying the mission's 
 methods of project implementation
 
and financing procedures.
 

The audit disclosed four specific problem areas. First,
 
annual ansessmentii not made.
were Second, cash advances to
 
the Government of Nepal were not justified. Third,
 
financial management of project funds was not adequate.

Fourth, project papers did not ad.luately provide for audit
 
coverage.
 

A.I.D. policy guidance required A.I.D. missions to perform
annual asnosments of the host governments' and thu
mission.' vouchor ipprovail and examination procedures ard 
report thereon. U.S.A.I.D./Npal did nt perform tie 
requirod annual aseennments and misleading Information was 
reported to A. .fD./Waahington. Theso problems resulted 
primarily becaune U.S.A.I.D./Nopal was not fully awaro of 
what wan required, The failure to make the required
assessments and report accurate information inhibited both 
U.S.A.I.D./Nepalfs and the Agency's ability fullyto 
identify the extent of and correct U.S.A.I.D./Nepal and the 

Wi 



Government of Nepal financial management and related
 
internal control weaknesses. These weaknesses 
 were
 
identified in consultant 
reports and U.S.A.I.D./Nepal post

payment reviews which identified substantial payments by

U.S.A.I.D./Nepal for questionable and unauthorized costs
 
claimed by the Government of Nepal. U.S.A.I.D./Nepal had
 
not yet recovered payments of more than $286,560 
 for
 
unallowable taxes claimed by the Government of Nepal. 
 This
 
report recommends that U.S.A.I.D./Nepal make the required

assessments and recover from the Government 
of Nepal the
 
payments for unallowable taxes. U.S.A.I.D./Nepal did not
 
agree to make the assessments but did agree to recover the
 
payments for unallowable taxes.
 

A.I.D. policy guidance issued in December stated
1983 that
 
it was A.I.D. and U.S. Government cash management policies

to minimize the use of cash advances for project

implementation. The policies 
stipulated two requirements

for authorizing the use of cash advancos. 
 One was that the
 
use of advances should be justified based on the recipient's

need for an advance. The second war that the recipient

organization should have adequate 
 financial management and
 
related internal controls for controlling and accounting for
 
U.S. Government funds. U.S.A.I.D./Nepal provided sizable
 
cash advances to the Government of Nepal without satisfying

either requirement. The use of cash advances to the
 
Government of Nepal during the three-year period ended
 
December 31, 1986 
 resulted in either unnecessary or
 
inefficient use of U.S. Government funds about
of $1.4
 
million. This condition occurred because U.S.A.I.D./Nepal
 
was not 
 fully aware of the A.I.D. and U.S. Government
 
policies to retrict 
or limit the uae of cash advances to
 
host governments. This report recommends that
 
U.S.A.I.D./NepnI justify 
 the need for cash advances to the
 
Government of Nepal. U.S.A.I.D./Npal disagreed with the
 
finding and recommendation.
 

A.I.D. policy emphasized a need for improved accounting over 
project funds. U.S.A.I.D./Nepal practices for advancing
funds to the Government of Nepal for project implementation
purponei did not adhure to acceptable financial management
standards. This occurred because tJ.S.A.I.D./Nepal did not
have, adequate policion nd procedures to limit cash advances 
to the Government's immediate disbursement needs or for a 
proper accounting of the outstanding advances. Therefore, 
U.S.A.I.D./Nopal projoct funds amounting to over $37 million 
wore more vulnerable to waste and abuse. This report
recommends that U.S.A.I.D./Nepal establish adequate policies
and procedures for providing and accounting for 
 authorized 
cash advances made to the Government of Nepal.
U..A.I.D./Nopal did not concur. 
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A.I.D. policy required that project papers include an
 
evaluation of the need for audit coverage along with 
a
 
description of the audit and the allocation of funds for such
 
coverage. Six project papers approved by U.S.A.I.D./Nepa

for initial funding subsequent to the policy's effective date
 
did not provide for adequate audit coverage. The failure
 
occurred because responsible U.S.A.I.D./Nepal officials were
 
not fully aware of the specific requirements or simply forgot
 
to ensure compliance. The lack of adequate audit coverage
 
may prevent early detection of project accounting and
 
financial problems. This report recommends that
 
U.S.A.I.D./Nepal take actions to ensure that evaluations are
 
made of the need for and necessary funding is provided for
 
audit coverage of projects. U.S.A.I.D./Nepal generally
 
concurred with the finding but not the recommendation.
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AUDIT OF

U.S.A.I.D./NEPAL'S IMPLEMENTATION OF

A.I.D.'S PAYMENT VERIFICATION POLICY
 

IMPLEMENTATION GUIDANCE
 

PART I - INTRODUCTION
 

A. Background
 

The purpose of 
 A.I.D.'s Payment Verification Policy
Implementation Guidance was to 
 ensure that A.I.D. 
missions
 gave high to the
priority choosing most effective and
efficient methods for 
project implementation and financing.

Another purpose was to 
 improve the missions' monitoring of
 
projects once they were underway.
 

In April 1982, the A.I.D. Administrator named task
a force
 to revie,4 the Agency's payment process. 
 This action
responded to the results 
of A.I.D. Inspector General
audits. The work of task
this force was to coincide with
action on Office of Management and Budget Circular A-123
which required all federal agencies to undertake a self
 
assessment of 
 internal control vulnerability. The task

force effort resulted in 16 policy statements which were
approved by the Administrator 
 in May 1983. The
implementing guidance was 
 issued by the Assistant to

Administrator for Management on December 30, 

the
 
1983.
 

Each mission 
was responsible foL implementation of the
Guidance. They were responaibl• for ensuring that
comprehensive general assessments were 
performed annually 
on
the methods of project implementation and financing.

controllers were specifically responsible for 

The
 
annual
aineatments of mission and host government 
 voucher
e(am.nation and approval procedures. 
 Annual reports on the
 a Oessments 
 were to b sent to the A.I.D. Office of
Financial Manageent the
and cognizant A.I.D. regional


',ureau in Waahington, D.C.
 

The A.1.D. Inspector General inaued an 
 audit report on
Decomber 12, 1983 on tthe mnagement of coat advances oy six
A.I.. ov-roosu mianiona, includiog U.S.A.I.D./lepal (Audit
Itepor t No. 0-000,64-1 ). The r1por t 
 noted that 
U.,A.I. U./N-i I woa providin9 excesuiv. advances to tno-Govornmont of Nepal b',ialoj the did notmission atlequotoly
"at imAte the 
 coati flow noded to tionW pro)(cta. Thi
eoxcesiv, advanceo resulted in tie U.S$. 
 Governmont incurring

unneceosary interest 
 costs and losing an additional $817,000

du@ to the devluation of the local currency against 
 the
 
dollar.
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U,S.A.I.D./Nepal had 11 
 active projects with total
 
obligations and accrued expenditures of $95.5 million and
 
$70.8 million, respectively, as of September 30, 1986.
 

B. Audit Objectives and Scope
 

The Office of the Regional Inspector General for

Audit/Singapore made a compliance audit of
 
U.S.A.I.D./Nepal's implementation of A.I.D.'s 
 Payment
Verification Policy Implementation Guidance . The audit was
done during the period November 24, 1986 through January 15,
1987. 

The audit objective was to evaluate U.S.A.I.D./Nepal's

compliance with the Guidance. 
Audit work included a review
 
of files and records and interviews with responsible

U.S.A.I.D./Nepal and other A.I.D. officials. 
 The work also
 
included a review of A.I.D. regulations and directives.
 
Internal control practices were tested as they related to

the Guidance. U.S.A.I.D./Nepal comments t0 
our draft report
were received in April 1987. Their comments have been
 
incorporated in the 
 report as appropriate and the full text

of the comments are included au Appendix I. Thm audit 
 was
made in accordance with generally accepted government

auditing standards.
 



AUDIT OF
 
U.S.A.I.D./NEPAL'S IMPLEMENTATION OF
 
A.I.D.'S PAYMENT VERIFICATION POLICY
 

IMPLEMENTATION GUIDANCE
 

PART II - RESULTS OF AUDIT 

U.S.A.I.D./Nepal did not 
fully comply with several important

areas included in A.I.D.'s Payment 
Verification Policy

Implementation Guidance.
 

U.S.A.I.D./Nepal did comply 
with some actions directed by
the Guidance. For example, US.A.I.D./Nepal generally

complied with the requirement to prepare annual 
 reports

identifying the mission's methods 
of project implementation

and financing procedures.
 

The audit disclosed four specific problem areas. First,
annual assessments were 
not made. Second, cash advances tou
 
the Government 
 of Nepal were not justified. Third,
financial management 
 of project funds was not adequate.

Fourth, project papers did not adequately provide for audit
 
coverage.
 

We are recommending thdt U.S.A.I.D./Nepal take actions to enoure that the requ'red asueanments are made, cash advances 
to tne Government of Nepal are justified and controls over
advances are improved. Also, U.S.A.I.D./Nepal should
 
evaluate 
 the need for and provide necessary funding for 
audit coverage of projects. 



Annual assessments were 
 to include a realistic evaluation
and appraisal of 
 the (1) methods of project implementation

and financing, (2) mission's 
 voLcher examination
cporoval procedures, and


(3) host country's monitoring

invoice examination procedures, 

and
 
and (4) host country
agencies' contracting, procurement 
 and payment verification
 

capability.
 

U.S.A.I.D./Nepal generally complied with 
the requirement for
annual assessments 
of the mission's methods of 
 pro)ect
implementation and 
 financing 
procedures. U.S.A.I.D./Nepal
submitted the assessment results in 
its annual reports which
provided a detaiied payment process 
matrix for ctive and
planned projects 
 and programs. U.S.A.I.D./Nepal "id not
fully 
 implement the requirements for the 
 other three
 
assessmenzs.
 

The most significant omission 
was U.S.A..D./Nepal's failure
to make aitnual assessments and accurately 
report on the
Government ot uvpmalls 
 monitering and 
 Invoice examination
procedures 
 and the related 
mission voucher examination and
approval procedures as required under Policy 
 Statement
Numbers 8 and 9 of 
the Guidance. For the three-years ended
December 31, 196, U.S.A.T.D./Nep4l approved payments 
 to the
Government amountin9 
to abot, $13.9 million.
 

The annual deaanenta called (or under thv atove Iwo po'cy
Statements wore 
 deslpled tO tormalize a procoat which
alroady 6hoId hImve boon 
it j)lace. The atiessionento wore to
involve a ra sdomly selected sample of vouchora lrite enoughto provide tnilervon 4asur4nce that the vouch, r approval
and exami nat lot) preeass l place wIVre adequately
ropretintots y the- ai tln. One ot the o0bjct ive otthe a rntswa to thighlifjht areas ofvwanorawity rolatively hig4and to project solotiono or chnnopa in
P(JCbtdu("4 wilch wouild rostult 
In dcreareu Vulnidlitlity.
 

Thore wz vI
tno enci at U,.S.A.lJ../flepal 
to show that any
of tia letoJlro .ki -1alL*i44 mU1t ti were tmil o theGov orfntogti Of NeIsla I antio tho ni.{Oitijts voucher examinationand appr uai 
 pI urci . U.5 A.1,1./rial irricea;* leaa Ion# o t ;* K.10donti . fr C4c1 Y04 190i a-n0444r 
ti h1adA00 f e r ttic mionz voelaVu Cc XeIram1Jnt Ieti u~~ry,Accoraiinj to U.,,.A. .. /cip0 I ollal ,60lectedq vid.; acll Ot0 r V c , 4 ci ] b6{ th"ta'We~) Gltianco 

110Wo4qvilto tiiJ~ threI~t jun (tc ita fi to ~i ititfy theof to C3lt t t 10 ; -ii s.et0 - LJ.U A.1. 0,/$-p~ tilt) not
W~e~aitiul as sci;tntA of tfim~ renlsi V0uchbrPf ocele4flro . A .I /ap4 4alldi nut L%4ko 41ny annuala 00 0 tt00t o( tha Gv f;rtinnt of No 1 £otonitorinJ andvouc~Jf# pr 'kres'iIe4 rquird y tlhe G(AInC#. 

M 5 -

http:U,.S.A.lJ


In the initial annual report submitted on March 22, 1984 for

calendar year 1983, U.S.A.I.D./Nepal reported that it
 
'believed* the Government of Nepal basically had adequate

voucher approval procedures; but, it also noted that the
 
procedures were not always uniformally applied to
 
A.I.D.-financed projects. The report stated 
 that

U.S.A.I.D./Nepal relited primarily on the Government's
 
internal control procedures in processing the claims by the
 
Government of Nepal. The report concluded Lnat although

U.S.A.I.D./Nepal's internal control of these reimbursements
 
appeared to be only fair, U.S.A.I.')./Nepal believed that the
 
periodic post-payment review of these reimbursements by the
 
mission financial analysts ensured adequate internal control 
of these reimbursements to preclude waste and abuse of 'I.S. 
Government funds. 

The annual update reports submitted by U.S.A.I.D./Nepal on 
March 14, 1985 and January 31, 1986 did not provide new 
assessments of U.S.A.I.D./Nepal and Government of Nepal
voucher examination procedures. The updates merely stated 
that the initial "general assessment" remained valid. 

The fiscil year 1986 assessment report submitted inl Nuvemoor
 
U.S.A.I.D./Nepal tne A.I.D. etfice o
1986 -y to Financia!
 

Management in Waahington, D.C. wa a misleading in 
 numerous 
instancen. Examples are noted oelow. 

The report incorrectly statod that the .iaoamtnt ot 
U.S.A.I.D./Nopal s voucher approval and exanination 
proceduroa was based on a sample of vouchers largo
enough to provide reaaonablp assurance on the 
allowability of claim. Actually, no sample wan taken
 
and there wia no formal azissmen t. 

The r,.por t 1itated thait the Government of tepal I
monitur ing and voucher rev iw process was adequatt to 
ensur t the propr lety of claams diimI t td to 
U.S. AI . l/,opal .I There wan no ov iJenc,; to *uppOr t tlhIt 
otatement. In tact, no formal visomnt w4a nieo. 

The repor t, stted tlat U.i .Ainc.locitpal wna Including inproj, ct |}ip|Jr ; the r ellcjuId teval uat on of 4tjd t uVc1g t 
and, i{ ,n'sar rudetv. p A. I .c to Vlr y , .n:J t tiPth pn,.Cti ,l7audit cover-(ig, , llowv,r, U,;;,.hI.L.!? ipl didl 
not com~ply witis tisi too ruent. 

Accut tit mist to Ii nh ;iji otin 1'ot(} 0o i o , '11111ti-4 Is Of 
W ~nlo of ep. 1 s IA.. -tye t V.or it i cat tonl tit U07kig C7 Wo~re 

not 
 M40a ~ e 10 l ilt I of)anI~ fdl~s §Q4 0 t" n A| l analy
pdrlollcally prtoritaJ limitod itnancial r avl iWt 4k g. ctL@
lJop,to Govornmnt agenclg. Concrning ,he lack of annual 
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assessments of the mission voucher 
 examination and approval
procedures, the controller 
 contended that the assessment

made for 1983 would suffice because there 
 was no major

change in the procedures since the initial assessment was
 
made for 1983.
 

Regarding the fiscal year 1986 assessment report, a
temporary U.S.A.I.D./Nepal 
 official responsible for

preparing the report stated the report 
was prepared

primarily based 
 on discussions with U.S.A.I.D./Nepal

financial analysts and project officers. He relied on the

personal knowledge and experience of these officials. No
formal assessments were performed of U.S.A.I.D./Nepal's or

the Government of Nepal's voucher examination procedures.

This official said it was not possible to 
 make the required

assessments and to complete the annual report on time due to

the shortage of financial staff and his impending departure

from Nepal for assignment elsewhere. U.S.A.I.D./Nepal

believed the requirement for formal assessments was

discontinued under the new policy guidelines 
 issued in
 
September 1986.
 

The failure to make the required assessments and report
accurate information inhibited both 
 U.S.A.I.D./Nepal's and
the Agency's ability to fully identify the extent of and
correct U.S.A.I.D./Nepal and Goveri~ment of 
Nepal financial
 
management and related 
 internal control weaknesses. These
weaknesses were identified in U.S.A.I.D./Nepal post-payment

reviews of Government of Nepal claimed 
costs. For example,

15 of these review reports issued by the U.S.A.I.D./Nepal

controller during the three-year 
 period ended December 31,
1986 identified over $900,000 of questionable costs.

Substantial amounts of 
these costs were questioned becduse

the Government routinely spent 
 funds in excess of approved

activities or 
budget line items. As of December 31, 1986,

U.S.A.I.D./Nepal had recovered or was 
 in the process of

recovering about $135,000. 
 The remaining questionable costs
 were retroactively approved by U.S.A.I.D./Nepal project

officers or 
had not yet been resolved.
 

Several reports 
 identified that U.S.A.I.D./Nepa. paid
unallowable contract taxes claimed 
 by the Government of

Nepal. In 
 October 1983, U.S.A.I.D./Nepal notified the

Government of that
Nepal Standard Provision No. B.4 of
U.S.A.I.D./Nepal project agreements with the C vornment
 
appeared to provide exemption from payment ot the Nepal
contract 
tax. In February 1985, U.S.A.I.D./Nepal notified

th Government that such taxe, 
 were exempt under

U.S.A.I.D./Nepal-financed 
 projects. U.S.A.l.D./Nepal

identified that from October 1, 1981. 
through December 1,
1984 the unallowed tax payments ,mounted to about 4.2
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million Nepalese Rupees -- or about $286,560 at the average

monthly exchange rate during that period about
of 14.5

Rupees to $1. 
 The exact amount of unwarranted tax payments

to the Government after December 1, 1984 was not known.
 

U.S.A.I.D./Nepal's dialogue with 
 the Government to resolve

the problem of the 
 contract taxes was instrumental in the

change of a Government law effective October 1986
2, which

specifically exempts the collection of contract taxes from

foreign-aid funded projects. This should
law help rebolve
 
the problem of unwarranted tax payments. However, the
 
Government of Nepal had not
still refunded or agreed to

refund the more than $286,560 in taxes already paid by

U.S.A.I.D./Nepal.
 

Two reports prepared by U.S.A.I.D./Nepal consultants in 1986
also identified serious weaknesses in the Government of
 
Nepal financial management procedures and practices. For

example, the financial reports 
submitted by the Government
 
of Nepal to foreign-aid donors 
were often inaccurate and

greatly delayed. Another weakness was 
the inability of the

project accountants to follow 
 the Government's financial
 
rules and regulations. The reports stated that 
 these

weaknesses adversely affected satisfactory implementation of
 
two large A.I.D.-funded projects.
 

In conclusion, U.S.A.I.D./Nepal has not fully complied with

the requirements of the A.I.D. Payment 
Verification Policy

Implementation Guidance. U.S.A.I.D./Nepal should ensure the

required annual assessments are made. 
 They need to prepare

and submit to A.I.D./Washington a revised payment

verification policy report for 
 fiscal year 1986. They

should also determine the amount of payments 
 to the
 
Government of Nepal for unallowable taxes and recover this
 
amount.
 

Management Comments
 

U.S.A.I.D/Nepal disagreed this
with finding and

recommendation. Regarding 
 the annual assessments, they

objected to the report statement that there was evidence
no 

at U.S.A.I.D./Nepal to show that any of 
the required annual
 
assessments were made of the Government of Nepal's and the

mission's voucher examination and approval procedures. The

mission added that the assessments were included in the

annual reports. The mission 
noted that the A.I.D. policy

guidance required only minimal effort for 
the annual updates

of the host government's and mt.;aion'u 
voucher approval and
 
examination procedures, and that the mission performed the
 
assessments in accordance with this guidance.

U.S.A.I.D./Nepal believed the 1983 
 guidance did not intend
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that the mission perform new assessments each year.
 

U.S.A.I.D./Nepal believed that the 1986 guidance precluded

the need for annual assessments of the Government of Nepal's

and the mission's voucher approval and examination
 
procedures. They acknowledged that no separate sample of
 
vouchers was taken to respond to the questionnaire

concerning the mission's voucher approval process. The
 
mission believed its normal voucher review process and its
 
post payment financial reviews were adequate to provide

reasonable assurance that A.I.D. funds were in
expended

accordance with the terms of the agreements. Also, the
 
mission did not see a need to prepare a new report for
 
fiscal year 1986 because they believed it is doubtful that

A.I.D./Washington's understandirig use of the information
or 

would have been materially affected.
 

U.S.A.I.D./Nepal disagreed with 
 the report that misleading

information was reported to A.I.D./Washington and that this
 
inhibited both U.S.A.I.D./Nepal's and the Agency's ability

to identify and correct U.S.A.I.D./Nepal's and the
 
Government of Nepal's financial management and related
 
internal control weaknesses.
 

J.S.A.I.D./Nepal did 
 not believe that a discussion and

recommencation pertaining to unallowable taxes should he
 
combined with the issue of annual assessments. The mission
 
did not believe the two issues were related. However, they

are updating the amount of taxes paid by U.S.A.I.D. up to
 
the enactment of the 1986 legislation. Thereafter, they

will submit a claim to the Government at Nepal for that
 
amount.
 

Office of Inspector General Comments 

U.S.A.I.D./Nepal disagreed with the finding and, therefore,
 
Recommendation No. I is unresolved. 

In our view, U.S.A.I.D.'a failure to adequately recognize

the requirementa for the assessments under Policy Statements
 
8 and 9 is a major reason for our disagreement. For 
example, U.S.A.I.D.'s comments show that they confused the 
requirements for the general anonsment under Policy
Statements 1-5 with the requirements for the specific
assenoments under Policy Statements 8 and 9. As a point of
clarification, the audit report was revined to show that the
policy guidance intondd that the annual assesosmnts flould 
formalize a procna already in place. Tho guidanc, further
stated that tho ansossmenta were to involve a randomly
selected sample of vouchern large enough to provide
reasonable assurance that the voucher approval and 
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examination processes in place 
were adequately represented

by the assessments.
 

We recognize that U.S.A.I.D./Nepal submitted its annual
reports 
 each year. But, the submission of the annual
reports in itself is not evidence to support that the
required assessments under Policy Statements 8 and 
9 were
made. At the time of our 
 audit, there was no supporting
documentation in the mission 
 files which would enable the
auditors to review and 
ascertain that the assesnonts were
 
actually made.
 

Discussions between the A.I.D. Office of 
 Financial
Management and the Office 
of Inspector General confirmed
statements in draft
our report that the 1986 guidance
modified the reporting requirements but did not waive the
basic requirements 
 for conducting annual assessments under
 
Policy Statements 8 and 9.
 

Alt.ough U.S.A.I.D./Nepal disagreed with our 
 conclusion that
misleading information was 
 reported to A.I.D./Washington,

audit results showed that such information was reported. 
 In
 our opinion, U.S.A.I.D./Nepal should 
 have reported to
A.I.D./Washington on U.S.A.I.D.'s and 
 the Government ofNepal's financial management and related internal 
 control
weaknesses identified in financial reviews perforred 
by
U.S.A.I.D. ana consultants. Failure to report these
problems inhibited the Aqgncy's ability correct
to these
 
weaknesses in a timely manner.
 

The issue of contiact taxes ia an example 
where adequate
reporting to A.I.D./Washington may have prompted more timely
action. we 
believe adequate financial management practices

by the Government 
 of Nepal and the mission could have
precluded A.I.D. paymont of 
these taxes. It the pyment of
those taxea were reported to A.I.D./Washington in each of
the annual subminssons, A.I.D./Washington could have
directed U.S.A.I.D/Nopal to otop payment t4 1904 and to
 
recover past p1ayents. 

We recognize that U.S.A... 
 tos taking action to rcover the
unallowable taoo, 
 Htowever, 
 We otill 00eh1ve 4recommendation to recover thiA amount 
 is warranted wcase@
of the signtficont amount ($186,500 pluo) involved and thelong delay in taking the recovery action. 
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2. 	Cash Advances to the Government of Nepal Should Be

justillea.
 

A.I.D. policy guidance issued in December 1983 stated that
 
it was A.I.D. and U.S. Government cash management policies

to minimize the use of cash advances for project

implementation. The policies stipulated two 
 requirements

for authorizing the 
 use 	of cash advances. One was that the
 
use 
of 4dvances should be justified based on the recipient's

need for an aevance. 
 The second was that the recipient
organization shoild have 
 adequate financial management and

related internal controls for controlling and accounting for
 
U.S. Government funds. U.S.A.I.D./Nepal provided sizable

cash advances to the Government of Nepal without satisfying

either requirement. The use of cash aivances to the
 
Government ot Nepal 
 during the three-year period ended

December 31, 	 resulted either
1986 	 in 
 unnecessary

inefficient use of U.S. Government 	

or
 
funds of about $1.4
 

millici. Thia condition occurred because U.S.A.I.D./Nepal
 
was not fully aware ot the A.1.D. and U.S. Government 
policies to restrict limit
or the use of cash advances to
 
host governments. 

Recommendation No. 2
 

We recommend that U.S.A.I.D./Nepal:
 

a. 	)uatity the need tot c~ah 4dvances to the Government oftNdp-	 I, -irti 

b. 	ensuot that tte Govvrnrient of N&pal organzations
 
r quI n() C0 idvancb9 havo adequate financial
 

nadqent 4n! telated intern4l controls tor controlling
4na 4ceo!ntiu|nlJ for U.!. Government funds. 

A..0' P.;ornt 'Jcrltickiton Policy Inpliezentation Guidanco 
laoq! oft Oc -,4tl 10, ]{i) otilprotod that it wao A.ID.
a4tjc uta.f;, Gvto cto fl4qealdt tolpolicito minintiae
 

n orth' 4#; e 4~ot, 4&4.I1ea totf p4,)act I ~fCtO)4nd
dot'rg J41 g±,.ctit ittii 4 i eodtci vctc i f ta t! tut goudo 0n0 

i|ictd A, 	 IuPueo t lit ;1w,ti, 	 |, t.4p|lct Itit 0iapt oit 15 

A. I . , 3 tfJI , tk I 1i , ,tJi I w ,, i U.1. fc tlulgy 1(t se t1 w 

t-cito 	 qtI ptJqt41~~, tut Uoto efUh Iin!pl .ti tqIu C4014 
06 )%utIfIa4 4000 044na tb 4condeot (Capionto
(#CIPI#0t orf40tin 
 40fo to ti4vo a40qqu # iN04nCia 
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management and 
 related internal controls for controlling and

accounting for U.S. Government funds. 
 The internal controls
 
were to assure that cash advances would be kept to the

minimum 
 levels necessary to meet immediate disbursement
 
needs of the recipient. The policies restricted advances to
 
a maximum 90-day requirement.
 

U.S.A.I.D./Nepal records showed an 
average daily outstanding

advance oalance of $2.3 million for the three-year period

ended December 31, 1986.
 

U.S.A.I.D./Nepal provided these advances the
to Government

without adequately satisfying the two requirements for

authorizing cash advances. U.S.A.I.D./Nepal probably 
was
 
not able to aJequately justify 
 the need for cash advances

for project implementation purposes or show that 
 the
 
Government o Nepal had acceptable financial management and
related controls to qualify for advances. These two issues
 
are discussed below.
 

U.S.A.I.D./Nepal included a justification for advances in

its first report required under the A.I.D. Payment

Verification Policy Implementation Guidance. Subjequent

annual reports required under the Guidance did not discuss
 
the practices of providing cash 
 advances to the Government
 
of Nepal.
 

The first report was sent to 
the A.I.D. Office of Financial

Management and the A.I.D. Bureau for Asia 
 and Near East on

March 22, 1984. in their report U.S.A.I.D./Nepal justified

advances to tho Government of Nepal principally because
 
Nepal was one of the poorest zountries in the world and 
 as
such, did not have nufficient capital to conduct major

financial undertakings such ao development projects. An

appendix to the 
 report included eight additional reasona tc

justify advances in general and other reacone to 
 juatify

advanw s in excess of the 90-day maximum authorized by the

U.S. Troanury. 

Nepal iA one of tno poorest countrioa in the world.
However, in out view, 
 thLa in itself ooes not juntify
providinJ tol Government ot Nepal ca at advances tot projectimplemonettion porpooes. To 190t4 report did not provide

(I) on 
 atnlyoit of 4vyece r ,r emeni tor individial 
proweCto or (2) othet 04pport Mht the Gotont of NepalnfeeLJ cooh adv4)co fotr po ct, irpleenlation. Too eight
a4dituial touono Citoui 0Y U.S.A. t.L./OtpQ di' not
adeqqatll lootity too 00a totor n4vco0tlla
Ivgweod

in lxhiha 11 Wapieo of thooq re45,.no which Woro notoupportna 
 by ovidonce or woto not actually practiced 
inclodod the following
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The Mission's 1984 report stated 
that the system for
providing advances eliminated delays in providing funds
to the A.I.D.-funded 
 projects. U.S.A.I.D./Nepal

officials said there was 
no support for this statement
and acknowledged that this 
was still a serious problem

in project implementation.
 

The report stated that U.S.A.I.D./Nepal established a
financial monitoring document track
to the flow of
A.I.D. funds as 
they proceeded through the Government of
Nepal financial system 
to project activities. 
 This
document 
 was not used and U.S.A.I.D./Nepal did not know
how long the Government held A.I.D. funds before the

funds were spent for project activities.
 

The report stated that 
 the risk involved in this small
advance had big payoffs 
 in terms of the institutional
development objective of the program. 
 The average daily
balance of outstanding advances 
in both 1983 and 1984
was almost $3.1 million. U.S.A.I.D./Nepal officials
said there was no support concerning the big payoffs*
 

Also, the March 
 22, 1984 report stated that an
A.Z.D./Washington audit team reviewed the system in 
1983 and
concluded that there was 
 no practical way that advances to
the Government could be less
for than a 240-day
requirement. U.S.A.I.D./Nepal officials said that this
statement was based 
 on discussions with the 
 auditors
there was no report or 
but
 

other document to substantiate the
statement. Notwithstanding, the A.I.D. Inspector 
 General inAudit Report No. 0-000-84-15; datod December 12, 1983
('Management of Cash 
 Advances by A.I.D.
Needs Improvement*) reported Overseas Missions
that U.S.A.I.D./Nepal's

practices for advancing funds the
to Government of Nepal
were Inadequate and resulted 
 in excessive adeances of $4
million. 
 As a result, the U.S. Government incurred
unnecessary interest 
 costs and lost an additional $07,000
in 1981 and 1982 doe to the devaluation of t'ie local 
currency aoalnst the dollar. 

In addition to the lack of ovidence to support the need totcash 4Ovdnceo, U.&,A.F.D./topal' prcedurea fundingtotprojecto indicat'W that U.S.A.I.O./Nepal coul,1 fund at leastdome 4cttvitiol or projects on a reoimbtro4l.o basis. Theprocodureoi provide for U.S.A.I.D./Ntepa I 4d ttie Govornmentof Nopal to fund local curroncy coat, oanoa on a specificpvrcontgo of ach 4Ctivity'O costs as the coMt wter
incurred.
 

for example, the agreement for a family planning and rural
health project required the Government to pay 80 percent
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(1.5 million) of general operating expenses and 43 percent

($715,000) of health workers costs incurred 
 during the year

ended July 1986. than
15, More $1 million oL the
Government's share 
-- which was 70 percent of the total
planned expenditures of about $1.5 million during the first
four-month period -- was to be made 
available at the
beginning of the 
 year. This initial funding by the

Government would have covered more than an 83-day cash
requirement based on 
the total planned expenditure for the
first period. The same amount if replenished periodically
would have 
 covered a 108-day requirement and the entire
 
120-day requirement for second third
the and four-month
 
per iods, respectively. 
 Therefore, U.S.A.I.D./Nepal's

1592,000 advance to the Government was not needed for these
activities during the year if the 
 Government was reimbursed
 
every 30 or 60 days. 

The need for U.S.A.I.D./Nepal advances to the Government is
further questioned because U.S.A.I.D./Nepal's records showed

that at least for certain periods U.S.A.I.D./Nepal funded

the Government of Nepal on a reimbursement basis. For
example, as of 
 July 15, 1985, U.S.A.I.D./Nepal records
ahowed that the outstanding advance to the Government was
about $1.2 million. The Government subsequently submitted
claims for $2.9
about million for expenditures incurred
prior to that time. Thus, the Government spent about $1.7million of its own funds which were eventually reimbursed by
U.S.A.?.D./Nepal. 
 The audit tound similar cases for other
 
per ioda.
 

U.S.A.I.D./Nepal also did not ensure that the Government otNepal's organizationa responsible controlling
tor 
 ano
accounting for pro)ect 
 funds h4d the requireu tinanci4l 
management 4nd related internal controls to quality for cash
advances. Availat4e documentation and discussions 
wit
U.S.A.I.D./Nopal officials r4iaea serious doubta whether the
organizatIona did have acceptat)I practices and controls.

Examplod of weoknoaa and roquirod practices or controln
 
aro noted 1)0low:
 

The Covernm6nWo I tr y Vi nance which wagMini of 
re iponsildc or d otr ib t Iitrj t 4t4vict rot inely
holtio the'tndo for nor than a to nt anti In some c4atsovaral sontha tetore I leouitj thez to or tiani gr tIona 
ro-ponat tile fo Imp) 16tont ing pro )oct I. Advornce 
te 1i, ohow 14 havea Proecoiuru to minimito thd tine1,11tsi 
e'l4POIn tie'tie'e' the (t 4ansfto of tQ044 (tun thoaTro4autj and tq dloDuraltfnt by thkh rociplnt. 
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financial reviews 
 performed by U.S.A.I.D./Nepa

financial analysts and consultants showed that

Government of Nepal organizations receiving advances did
 
not have adequate financial management and related

internal controls to properly account for funds and to
determine the allowability of costs. Advance recipients

should have acceptable financial management and related
 
internal controls in these two areas.
 

The Government of Nepal in some cases 
 took more than a
 year after specific advances were made to report on the
 
status or expenditure of the funds. Advance recipients

should provide current (monthly or quarterly) and

complete reporting on the status of outstanding advances.
 

The questionable costs 
 identified in U.S.A.I.D./Nepal

post-payment reviews which were performed after

Government of Nepal audits showed these audits did not
adequately 
 protect U.S. Government interests. U.S.

Government advance recipients 
 should provide for
sufficiently independent audita (usually annually) to
 
ascertain the effectiveness of the financial management

systems and related internal controls. The audits

should test the fiscal integrity ot financial
 
transactions, as well as compliance with the 
 terms and
conditions of the project agreements. U.S.A.I.D./Nepa4

did not ensure that such audits were performed in
accordance with generally accepted auditing standards as

required ty this project agreements.
 

Based on the 4vorage daily outstanding advance balance shown
 on U.S.A.I.D./Nep l records of about 
 $2.3 million tot the

three yeara ended December Jl, 19b6. unnecessary interest
 
coats to the U.S. Government during t at period were about
$562000. U.S.A.Z.D./tlepal also noted on itd records 
 that
An add;aional $8J,000 was loot during the threcyear perioddue to the devaluation of the local currencies against the
dollar. Thus, b4o"d on 
 4v11 ab1e documentation at
U.S.A. I.D./Npal use cash adnceo ti"the of to Government
Of top4l during the three-year poriod ended Lecembor ]It1906 rboqlted it either unnoceszry or inefficient use of
U.Ii. fttfnd amuntinq to 41)out $1.4 ni Iton. 

U.5.A. ,b/Nicpal contended thtt itk io normal A. I.D. policyto ovikjl csio 4dvanCas to hoot government tor project
inplor-,nt tion porpooes. A tsoponslne U.U.A. I. D./ t/pa 1ottlcl l cutbjetod in) hio witton rooong to an! os4rly draltot tji tinding tbat UNA.1.t./Ncpi wlo not Awitr of anyA.1.U, or U.5, Govornment policioe to restuice Or limit the 
US# o1 C40h 44vanca to hoot governaents to( projectImplemetation Pqrpo@es. 



In conclusion, a substantial amount of U.S. Government funds
 was inefficiently used because 
 of U.S.A.I.D./Nepal's

practice of providing cash advances to the 
 Government of

Nepal. U.S.A.I.D./Nepal 
 needo to justify the use of cash

advances to the Government 
 of Nepal for project
implementation purposes. 
 They also need to assure recipient

organizations have adequate financial management 
 and related
internal controls 
 to control and account for U.S. Government
 
funds,
 

Management Comments
 

U.S.A.I.D/Nepal disagreed with this 
 finding. They did not
believe that 
 cash advances to host governments muot be

justified based on the recipient's need for the advance and

the recipient's ability control account
to and 
 for U.S.

funds. Instead they stated, *In view of the fact that it 
is
A.I.D. policy (as stated in A.I.D. Handbook 19, page IB-17)

that host government institutions are 'normally funded on an
advance of funds basis', advances to the host country

government do not 
require special justificationO.
 

Notwithstanding U.S.A.I.D./Nepal's position that advances to
hoot governments do not have to be justified, 
 they stated

that the eight major reasons it provided in its March 22,
1984 payment verification submission 
 to A.J.D./Washington

adequately justitied the use 
of advances. The mission 
also
 
btlieved the Government 
 ot Nepal had adequate tinancial
 
management and related internal 
controls.
 

U.S.A.I.D./Nepal stated 
 that the factual isouen concerning
the Government of 
Nepal's ability to fund some activities on
 a roinvuraable Oania may 
oe dobated. They also commented 
that the 4dvancen have done what they 
 were designed to dol
i.e., facilitate project implementation Oy making tundsavailable to Government of Nepal projects oaaod on the
immediate disburaing needs of the project. 

U.S.A.I.D./Nepil objected 
 to (i) the conclusion that the
advances resaZted in a w~ato of 40out $1.4 million, and 12)

the reftrencc to the 1983 Inapector General audit report.

Tite 11ulk of U.S.AI.b.s commenta ocoed on 
 further
 
oxplainin) their advance oyatem.
 

U.S.A.I.fD,/Nopallo comonto 
were not respnniv, to the
finding and recommendation. 
 Theroforo, tho recommndation
 
iv unrsolvod and will uo rotained.
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U.S.A.I.D./NepalIs position that advances do not have to bejustified is incorrect. After receiving the draft report,

the mission requested 
and we provided them additional

justification for 
 the two requirements. Thereafter,

discussions between 
 the Office of Financial Management and
the Office of the Inspector General confirmed that 
 A.I.D.
and U.S. Government cash management policies prescribe that

cash advances should be based on need and 
 the advance

recipients should adequate
have financial management and
 
related internal controls.
 

The eight reasons cited by U.S.A.I.D. to justify advances
 are not good reasons. None of the reasons address whether

the GovernLent of Nepal 
 had the capability to pre-finance

project activities and whether they could 
 provide the
funding in a timely manner most
for project implementation.
of the reasons could be applicable under a cost reimbursable
method of funding as discussea in Exhibit I. Furthermore,
as discussed in the audit report, some of 
the reasons given

were misleading or incorrect.
 

U.S.A.I.D./Nepal comments did not provide any evidence that
the Government of Nepal had acceptable financial 
management
and related internal controls. We believe that th~e report
shows the Government does not have acceptabe controls.
 

The audit proviued specific examples thaat 
the Governmont ot
Nepal dueo wave the financial resources to pre-financ" sme
pro)ect activities tot which advances 
 have been api roved.
The miaion aid not provide any support that auvmnceatactlitated project implementation. As diacuuaed in thinreport, the advance" did not preclude Government of Nepal
dolayo in providing tunda to A.I.D.-tunaed prolocto whicn
resulted in aeriouA project implement tion problems. 

Office ur nispetcor General audit rporto as 4 normalpractlce enorally ddrens pa t Wudits of the namo s Ujecttter and 4ttribute dollar aavings or inotticint use ofA.I.D. monion to spectiic audit findings. Forthfrmoro,
U..A.I.D./Nepi toeLvrrod to tho p4at auit in their March 
1984 aubmiosion Juotttying the use of odvancec. 
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3. 	 U.S.A.I.D./Nepal Needs to Improve 
Financial Management
 
or Project Funds,
 

A.I.D. policy emphasized a need for improved accounting over
 
project funds. U.S.A.I.D./Nepal practices for advancing

funds to the 
 Government of Nepal for project implementation
purposes did not adhere to acceptable financial management
standards. This 
 occurred because U.S.A.I.D./Nepal did not

have adequate policies and procedures to limit cash advances
 
to the Government's immediate disbursement needs or for a
 
proper accounting of the outstanding advances. Therefore,

U.S.A.I.D./Nepal project funds amounting to over $37 million
 
were more vulnerable to waste and abuse.
 

Recommendation No. 3
 

We reco:nmend that U.S.A.I.D./Nepal establish policies and
 
procedures for providing and accounting for authorized cash
 
advances made to the Government of Nepal. The policies and
 
procedures should:
 

(a) 	limit cash advances to the immediate disbursement needs
 
for project implementation and for not more than the
 
maximum 90-day requirement authorized by the U.S.
 
Treasury,
 

(b) 	ensure that current and reliable data are used to 
determine the amount of advances, 

(c) 	require tthe Government of Nepal to submit timely
written requests for funds along with an analysis ot 
the advaince requirements and status of outstanding
 
advancej 4nd
 

(d) 	 require the Government of Nepal to taport when funds 
are provided to the pro)ect activities. 

Dincunnion 

A.I.D.1a Payment Veriti,.-tton Policy Implementation Guidance
t1"ued in December 1903 was aimed at reducing A.I.D.
vulnor4litty for waiste and Ah)ue of U.S. Govornment (undo.
Improved 4ccounting over project unai.J, including
minimtin thti ulA, ot c.sh ,dvancea for project 

w T rdiimplorm-nt: tiont por poo '1 rhoti 41tidentid to c 
vuln" 4rJIh1ty. 

Acco-t.ijhl-, tIo cinrt 	 Stot arsl ar-#r pact-ibod In
U.6. Tro4auty Finsincil 	 H,.nua1 6-00001 A.I.D).M(nuarants

!trndouook I, Se tl 'on I ,I.)1 41(1 A.ID. Hiandbook 10 
Supplement 
it, Chapter 15. alod on then# standarda, the
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-- 

U.S.A.I.D. Controller's Guidebook, Chapter 16, providesspecific guidance to A.I.D. missions on the use of U.S.
 
Government funds in international programs. Missions are
responsible for monitoring cash management practices 
 to
 ensure compliance with the prescribed policies and

procedures. The Guidebook stipulates that:
 

U.S. dollars will be retained in the account of the U.S.
 
Treasury as long as possible to minimize interest costs
 
to the U.S. Govvrnment: 

the U.S. Government will not the
permit withdrawal of
 
dollarn from 
the account of the U.S. Treasury prior to
 
the need for the dollars as determined by the actual
 
immediate funding requirements of the recipient

organization to carry out he project;
.

no U.S. dollars should be exchanged for foreign

currenci,-s 
 prior to tae time the toreign currency is
 
needed for immediate funding requirementsi and
 

exceptiona to the U.S. Treasury 
policies and guidelines

will be made only on the bauiu of a determination tha t

such exceptions would be advantageous to tI.e U.S.
 
Government.
 

U.S.A.I.D./Nepal 
 provided cash advances to the Government of

Nepal under a working capital syatem. 
 Under thin byatem,

U.S.A.I.D./Nepal 
 reeased the funds to the Government of
Nepal's Ministry of Finance which then diatributed the tundathrough other Government organizations to userorganizat tons. The advances were cmmingled Witt the
Government's tunds and were 
to cover local currency costs.
 

During 
 thy period January 1, 1984 thrugh December )1, 1986,
advances under the system were provided for aix pro)ects.

The total 
 average daily balance of the oututandintj advancon
according to U.S.A.l.D./tepal financial records for ttione
projects during tne three-year period was 4tiotit $2.3
million. The total amount of funds to be disbursed Lthroigh

thi working c4p1tiI system over the life of those 
 projects 
was $37.i million.
 

ftndangt hntibr 2 ot thl1 repor t Ident It IV that
U.S. A. I. I). /Nopal I'utldd to (1 )tjust ry the nod for
providlintg odvantce to tne, r:ovmerbiet or Ubpi! 41d ( ) 4 uro
that the Governmteit had ja t e tinnc4ial h-inijament
rolated intternal co7ntrolo rot controlling 

ani 
4nan 4ccountiatg fOr

U.5, Gorornmont f uIt(. In adtioion, U.., . . D./1#pa l pr ictiv. for 4avanc i nj f wt untlezonaor the wor intq capitol
ayatom 4id 
not 4..horo to accoptblo A.I.D. or U.S.
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Government financial management standards. Three basic
 
problem areas are discussed below.
 

Maximum Advances Allowed by, the 
 U.S. Treasury - The
established U.S.A.I.D./N9pal 
 policy allowed for advances to
 
cover a 240-day period -- as opposed 
 to the maximum 90-day

requirement authorized by the U.S. Treasury. The 240 days
was designed to cover the Government of Nepal's cash

requirement for 
 120 days and allowing an additional 120 days
for processing the claims. U.S.A.I.D./Nepal authorized the
additional requirement because the Government of Nepal wasslow in reporting expenditures and the Government's
financial system was designed to provide funding to project

activities on a 120-day basis. 
 These were not adequate

reasons for exceeding the 90-day maximum authorized by the 
U.S. Treasury.
 

Practices for 
Providing Advances - U.S.A.I.D./Nepal aid not
have adequate procedures for limiting advances to the
Government. A fixed formula was used to calculate the
amount of advances for an eight-.montn period (240 days) in
the Nepalese fiscal year. The advances were to cover four

months of past and four months of future expenditures. 

Thc use of the formula resulted in excessive advancea for
some periods and shortages for other peciods. For example,

advances of a! non t $2.9 million 
 were provided to tiheGovernment bteen November 16, 1984 and March 15, 19d5 tocover expondlturea through March 15, 1985. These ancta 
were about $1 million more than was needed cover
expendi turesi through the 

to 
end of the period. For thesubsequent four-month per tod, no advance was provided and
the Government had to apend more 
 than $1.7 million ot Ita own funds b,.ftore b-ing reinmbur-ftd by U.S.A.I.D./flpal. 

The problemIn calculating accirate advance requi oemnta w4Amainly due to ttte une of old rathier thian current dt to
dvtermin,- pan t expendi tu.. s and unreliable ,t mati,;t tot
future exptfndittirei. Two exam;)les of eacti C4s tollow: 
- PatI expndt tur on under 1 eaour cc Colier vat I oil pr o . tWort It I timat. at $40t8,17 comp4re tio a Ctu lo 

oxp onti t(Iur , ' 141 t,,d ot $163,320 fto tot,, (u ono t j4r -t 
per i od ntidetd Ma:t clh 1 1986. Thus, 1,10the, WV-#1CV 
w~a $,44,85.
 

- [att 1*Xp';tid tt t( v 110 41 r C 1 t 'r t,.1 dev u o-I I 1 t L ) e t
Ott In-ItO $Jfi,074Wet k a at compq' ,v to .1tti

XponIidt4i -t, claiImod of $J40,J54 tot the ;aity tout-mootit por oa egidod March 150 19W Thun, tho tixcooo atvanco 
was $29U,?20. 
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Under the same rural area development project, projected

expenditures were estimated at 
 $591,286 compared to
actual expenditures 
 claimed of only $153,727 for the
four-month period ended November 15, 1985. Thus, the
 excess advance was For
$437,559. the four-month period

ended July 15, 1986, 
 projected expenditures under the
 same project were estimated at $262,871 compared to
actual expenditures claimed of about $1.1 
 million.

Thus, 
in this case, the advance was about $800,000 short.
 

U.S.A.I.D./Nepal did 
not use current data for past
expenditures in 
calculating advance requirements because the

Government did not report on expenditures in most cases for
several months the
after funds were advanced and spent.

Therefore, when U.S.A.I.D./Nepal made the 
 advance, they did
not have timely information to determine the amount of the
current advance which remained outstanding. The problem of
unreliable 
 estimates of future expenditures occurred in part

to inflated expenditure projections.
 

Another problem in U.S.A.I.D./Nepal's policies 
and practices
for providing advances was 
 that the Government was not
required to provide a written request for 
funds along with
 an analysis of the advance requirements including the 
 status
of outstanding advances. Advances 
 were usually provided
based on 
 a verbal statement by Government of Nepal officials

that additional funds were 
 needed for disbursement to
 
project activities.
 

Monitoring Cash Advances 
 - U.S.A.I.o./Nepal did not monitor
cash advances to ensure that the 
 advances were spent in a
timely manner for approved project activities. As stated
earlier, U.S.A.I.D./Nepal provided the cash 
 advances to the
Government of 
 Nepal's Ministry of Finance which released the
funds through other Government organizations 
 to user
activities for project purposes. Except for 
one project,
U.S.A.I.D./Nepal did not know when 
 the Ministry of Finance
actually released the funds to the other 
 Government

organizations. Available documentation for the project
showed that 

one 

the Ministry of Finance released most 
funds more
than a month after U.S.A.I.n./Nepal made the advances. For
example, on November 15, 
 1985, U.S.A.I.D./Nepal advanced
almost $1.3 million equivalent of local currency to the
Ministry ot Finance. 
 One month later the Ministry had only
releanodJ to the intermediary Government organizations the
local currency equivalent of $400,000. The fund, 
 were not
fully releaoed by the Ministry until March 1986.U.S.A.I.D./Nepal did knownot when the funds were actually


received by the project activities.
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Conclusion
 

Inadequate financial management practices by

U.S.A.I.D./Nepal to determine appropriate amounts of

advances and to monitor expenditures had and will continue
 
to make U.S.A.I.D./Nepal project funds more vulnerable to
 
waste and abuse.
 

U.S.A.I.D./Nepal needs to establish adequate policies and
 
procedures for providing and 4ccounting for authorized cash
 
advances made to the Government of Nepal. The policies and
 
procedures should be consistent with A.I.D. and U.S.
 
Department of Treasury financial management standards and
 
specifically address the authorized advance amounts, methods
 

financial management procedures for advancing funds 


for determining 
monitorship. 

advance requirements, and U.S.A.I.D. 

Management Comments 

U.S.A.I.D./Nepal 
recommendation. 

disagreed
The mission 

with 
believed 

the 
it 

finding and 
had adequate 

to the
 
Government of Nepal. They reiterated that advances
 
exceeding the 90-day limitation were justified in its March
 
22, 1984 payment verification submission to
 
A.I.D./Washington. The mission maintained that this
 
justification remains fully adequate.
 

They also objected to other report conclusions referring to
 
(1) unwarranted vulnerability to waste and abuse of $37

million in U.S. Government funds, (2) inadequate U.S.A.I.D.
 
accounting of outstanding advances, and (3) inaccurate
 
advance estimates.
 

Office of Inspector General Comments
 

U.S A.I.D./Nepal comments were not responsive to the finding

and recommendation. Therefore, this recommendation is
 
unresolved.
 

We believe U.S.A.I.D./NepaI s 240 day advance to the
 
Government of Nepal is well in excess of the 90 day maximum
 
requirement prescribed by U.S. Treasury. In discussions
 
with the office of the Inspector General, the A.I.D. Office
 
of Financial Managoment stated that exceptions to the 90 day

requirement should be juistified to the A.I.D./Waah.ngton

Controiler who will request appropriate Office of Management

and Budget and U.S. Treasury review and clearance. However,
 
the Office of Financial Management had no record that
 
U.S.A.I.D./Nepal requested an exception.
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Additional U.S.A.I.D./Nepal 
 comments concerning waste
abuse 
of $37 million, inadequate 
and
 

accounting for advances,
and inaccurate advance 
 estimates 
 were considered 
 and
clarifications and revisions to this report were made where

deemed appropriate.
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4. 	U.S.A.I.D./Nepal Needs to Provide for 
 Audit Coverage in
 
Pro ect Papers.
 

A.I.D. policy required that project papers include an 
evaluation of the need for audit coverage along with a 
description of the audit and the allocation of funds for 
such coverage. Six project papers approved by
U.S.A.I.D./Nepal for initial funding subsequent to the 
policy's effective date did not provide for adequate audit 
coverage. The failure occurred because responsible

U.S.A.I.D./Nepal officials were not 
 fully aware of the
 
specific requirements or simply forgot to 
 ensure
 
compliance. 
The lack of adequate audit coverage may prevent

early detection of project accounting and financial problems.
 

Recommendation No. 4
 

We recommend that U.S.A.I.D./Nepal:
 

a. 	 issue a mission order requiring that project papers

include an evaluation of the need for and description of
 
planned audit coverage together with an allocation of
 
necessary project funds for audit coverage: and
 

b. 	evaluate the need, establish a plan, and provide

appropriate funding for audit coverage for the six
 
projects approved after January 1, 1984.
 

Discussion
 

Effective January 1, 1984, A.I.D.'u Payment Verification
 
Policy Implementation Guidance required that each project
 
paper include an evaluation of the need for audit coverage

along with a description of pl4nned contract and project

audit coverage by tne host government, A.I.D., and/or

independent public accountants. Project funds were to be
 
budgeted for independent audits unless adequate audit
 
coverage by the hot government or A.I.D. wan roesonably

assured or 
when audits by third parties were not warranted.
 

None of the project papers for the nix projects approved for 
initial funding by U.S.A.I.D./Nopil since January 1, 1984 
included an adequate evaluation of the need or plan tot 
audit coverage. All six projects paper# meroly stated that 
audits may t)o performed by the A.I.D. Inspector General and 
the U.S.A.1.D./Nepal financial management staff may conduct
limited financial reviows during the life of the project.
Only three of the six project papera included some funding
for such audits during project implementation. The total 
estimated A.I.D. funding for the six projects was 
$32.4
 
million.
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The two project officers who prepared tour of the six
project papers said they were not 
 fully aware of the
specific requirements for addressing audit coverage in the
project papers. The project officers tor the remaining twoprojects did not prepare the project pap-ra and were not
 
aware that the papers did not adequately address audit
 
cover40.e
 

The U.S.A1.fl/NepAl controller 
atatea t~at he Aaumvd that
the A.I.D. %napector General and the U.S. Defense Contract
Audit Agency wouid perform moat of tne required Audits. He

added tliat no request wa made to 
these ottices to determine
whether or not the necessary audit coverage could be
provided. The controller attributed the froblem to the lack
 
of Agency-wide guidance and procedures for evaluating 
 the
 
need and estimating the cost for the required coverage.
 

The lack ot adequate contract And project audit coverage

could preclude U.S.A.I.D./iepal's 
 early iUentification 

accounting And tinancial 

of
 
proDlemb in their projects.U.S.A. 1.D./tepal 'a 4nnuql required
aenento 
 under the
Office ot xanagement and budget Circular A-laj have 

recognized the importanee or audits. The Annual 4aaesientafor tile two yeara ended october l, 190 noted that

inadequate financial compliance Audit coverge waa 
4 a )or

interoal control weaknei, 

In conclusion, U..A.I.D./Nepl isold place oore e A at A on Including an evaluation of the need for 4equate Audit coverage in d.ch project p4P-er prior to Approving ned#
pro)jctb. U.S.A.I.b./iNepj I51ioud l o4 ev414t and providefunding a0 4ppropri te (or Audit coverge tor tile txpro)"cts ppr44, aIttl the PAyent Voriric4aion Policy
|ipeaentation Gui04nce W40 i Sid. 

14na oeont Conr~tnta 

U.S.A.I.0./Nu 1 } qanerail conco*fr d witu tuit finding b t
not t he racoafdAtion. The mlooion Ielt.Vwo it W40dottiat uulreasUnable and taprAceleC| for tile 'ision to
impleoent tihe ctiono re'Tnhid. fth ;s did4son notbelieve 
 tile A..D. poic qqidelifneo wefe adequqte tot
Ova1uc1fint) 'Lit uoee 4nd prOVIdini 4pprtopriitte funaing totaudit CoV0149C. 

Offile of ? ..... rlco ,nt= 

Ti Ia fat 104~tif
ftaino 1re0QlV~td I[ tile kttoion~T 010#§not lielieve it coin coaply witi, tle A.I.D. policy due to
inadoquate implonontation qui4oncb, the 
 AtI |oo should
 
request 4aditional quidanco from A.I.D./washlgton.
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5. Compliance and Internal Controls
 

£qo4AanC. - The major compliance exceptions noted were as 

- U.S.A.,.D./Nepal did not make the annual assessments
required by A.I.D.'s 
 Payment Verification Policy

Implementation Guidance (Finding 1)
 

- U.S.A.I.D./Nepal did not comply with A.I.D. and U.S.

Government policies in providing 
cash advances to the
 
Government of Nepal !Findings 2 and 3)
 

U.S.A.I.D./Nepal did 
 not include in project papers

uvaluation ot the 

an
 
need for audit coverage and an
allocation ot necessary 
 funding for such covirage


required 
 by A.I.D.'a Payment Verification Policy

Implement~tion Guidance (Finding 4).
 

Other then thte conditions cited, tested items 
 were generally

in compliance with applicable laws and regulations, and
nothing came t, our attention that caused us 
to believe that
untested items were not in compliance.
 

Internal Controls There
- were three internal control
 
@oceptiu . 

U.S.A. I. D. /NpI 4nd Government of Nepal voucher
approval proceate did not 
prevent quedtionaole payments

to tohe (ov~tnmnt of Nepal (Findipg 1l. 

W U4..A.1.b./Ilepal practices geje iot efttctive to ensure
 proper )uatifIcation and adequite control for cash
*dvancea to the Government of Nepal (findings 2 and 3). 

U. .A.t.b.itdep practices 
wer not effective to ensure
 
that project papero adequately provided for 
 audit
 
coverago (Finding 4).
 

Other 
 than tne w#xne#a cited, internal control# werefound to uo generally adoquate 
in all iaterial respects.
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C. Other Pertinent Matters
 

A.I.D. Handbook 3, Chapter 8 and Supplement Bp required
missions 
 to conduct assessments 
 of the host countries
 
contracting and procurement capability during the planning
stage of all A.I.D.-financed 
projects. These assessments
 
were to determine the most effective means of project

implementation; i.e., A.I.D.-direct contracting versus

host-country contracting. The Payment Verification Policy

Implementation Guidance issued on December 30, 1983
encouraged use of 
the host country cortracting, but required

assessments only where host country contracting 
was proposed

as a means of project implementation. Notwithstanding these
differences, U.S.A.I.D./Nepal did 
 not perform any
assessments of Government of Nepal contracting capabilities.
 

The project papers for two 
 of the six projects approved

after January 1, 1984 proposed the 
 use of host country
contracting for 
 commodities. U.S.A.I.D./Nepal subsequently

decided to change the implementation plan by assigning the

commodity procurement responsibility to a U.S. technical
assistance 
contractor. U.S.A.I.D./Nepal 
 did not, however,

notify the A.I.D. 
Office of Financial Management of the
 
change as required by the Guidance.
 

As of December 31, 1986, 
 there were only two small active

host country contracts being used in the implementation of
U.S.A.I.D./t:epal funded pro3ects. U.S.A.I.D./Nepal hadestablitshed an informal policy that host 
 country contracting
would not be used for 
pro3ect Implementation. This decision 
was based on the opinions of the U.S.A.I.D./Nepal's staff -
not formal assessments -- itthat would be easier

implementing projectn if procurements were 
not done by the
 
Government of Nepal.
 

- 27 



AUDXT OF
 
U.S.A.1.D./NBPALIS XNPLEMENTATZON OF
 
A.I.D.*S PAYMENT VERIFICATION POLICY
 

IMPLEMENTATION GUIDANCE
 

PART III -
EXHIBITS AND APPENDICES
 



exhibit 1
Page 1 o 5
 

Eight Reasons U.S.A.I.D/Nepal Used to Justify

Cash Advances to the Government of Nepal


UndeFoF-a"'Wrking Capital ystem
 

This exhibit identifies the eight r;asona U.S.A.I.D./Nepal

used in its match 22, 1984 payment verification submission
 
to )uotity cash advancos to the Government of Nepal under a
 
Working Capital System. The missionls comments dated April

13, 1987 to our draft of this report stated that these eight
 
reasons were generally valid to 
justify the use of advances
 
to fund pro)ect activities.
 

In our opinion, none of the eight reasons addreos whether
 
the Government 
of Nepal had the capritlity to pre-finance

project activities and whether 
 they could provide the
 
funding in 4 timely manner for project implementation. The
 
eight reisona (veratim) used by U.S.A.I.D./Nepal and the

Office of tie Inspector General response as to why we do not 
belteve the re45ons adequately stow that 4v4nces are needed 
to 4void Seriousll tnterrfptin9 or inpeding pro)ect
impler-entattona are disctnoed below. 
U.f.Aa..)/Np4l 
; t 4tet! tit the Workit)j y4Ptti4r ,tem has 

The oimplc proeoo of p rvntt tdget planninq

a@pr4(art rtt irOI ,ntti rept1 |c ntO a digtilit Atwp
forwara in V44q.t iog ptoccalt rus Iift Vi.e Up until l960 

tho #w - Ito wuict 46 it to khhbwn tooblj, ripcnialtwoo wet@
&deC1400 - ilt an 4LJ hoe tf9htooii qntil tile Ceatiu On to#ot 

Mot~y41,*oe4Y~ 4 til organ to~t 04gat rovicto *n 
APPt 1OV4 1 rvali io thie recent P4t othea 0904, Ulen the
up'stter 1planing q4 Cooing Out *40 ioo~t4rrcintly
coo-'ttei, the Alij~c hijjt I h44 liEt I t IYltt)iI 0 
PIAO of 4,(!t iPo coutilCot ety, ito 1 Ill Ioic ti-44qatu Were 
finliy Into q,;06 t I .t1 44t Icoat-,l nctl 4fti were
ot

SI4n4IIYP ftIti 1,ft ,ekn t b 1i tl 4kI o4) 44 p to4 

wEfhiIytw an 1LWijdet the kI. CJfck4y hiko 
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B. Provide feedback for more realistic planning.
 

The significance of the Financial Monitoring document which
 
is issued throughout the MOP, line ministries and
 
implementation units should not be underestimated 
 in the
 
Nepalese context. It is one of the few occasions that GON
 
officials have available a document which comparal the
 
planned figures with actti41 figures. Because officers can
 
see the 
 gap between planned and actual figures over time and
 
modify future planning estimates, this document is beginning
 
to have very positive effects on the ability to plan

activities both in CON and in the Mission.
 

C. Pj"jy-back on CON own verifications procedures
 

Under the Working Capital System, U.S.A.I.D. agrees to
 
advance to the CON Ministry of Finance, a certain percentage

of what has been approved in the CON Budget. Since there is
 
no way that the Mission cotild possibly monitor all the
 
Individual activities included in its major project

activities, the Mission piggy backs on the CON Accounting

System. This approach is backed by two strengths which, by

tradition And design, are inherent to this system. First,

by tradition, the 4udit system in Nepal held responsible any

CON official who defloltod not only with his own person, but
 
also with that of his heirs up to the seventh generation.

Today, even though penalties are loss terrifyinq. they still
 
command 4tsolote respect. Secondly, by design, untiot tne
 
CON Syote new buldget relees cannot be made until previous
 
budg9t rele"ses are accounte4 for.
 

Do el1situtionlite the Mission Proqram
 

By piggy-backln oft CON financial procetdures, 4 big
4dvanftage of the Working Capital System is that no matter if 
U,0*AI1, or te GOtt fNode the pro)ect 4ctivity tho
 
proeetrea #re the same. This provides froedure whereoy
the 0o ft+y eveitually inre4ae it fInnlil par;icipat ion 
while UJ.SAI., e.tn red4toe Ito support, Thus the Syotem 
creates 4 finioc-alm "+lsill+l cord" lte|+liOhip 1hich can 
be protfgreisiv-ly, asndi relatively painlessly. severet. 

*. Fleduie Y~ian I Vti Ine i'i 11lty foir te iss il+lon+ + 


At the fitst flsester of the life of the project activity, 
the Misi01o advances0 the 00 4 sum eqqivalent to what IS 
approv4 for 04th trimester, This procedur@, as well os 
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allowing the Mission to work closely and constructively with
 
the MOF, reduces the amount of financial vulnerability the
 
Mission in exposed 
 to. It does this because after the
 
initial advance is out, 
 the Mission has the opportunity to
 
review and approve all the payment vouchers before making
 
new advances. If 
 any of the vouchers are disallowed or are
 
not accompanied by ample information, the sum can be simply

substracted from the funds advanced.
 

F. 	Allow the Mission to Work in Concert with GON on the
 
level where the problemp are in the field.
 

The rationale traditionally offered for not advancing funds
 
is that once the host country has been advanced funds it

would be very difficult to account for them. In order to
 
maintain control over 
how 	funds are spent, the lost country

should spend its 
own money and request reimburtement from
 
the donor. This 
approach may be useful as a negotiating

ploy with the top ministerial levels. out in Nepal it is
 
not at 
 the top levels where the disbursement problems were,

but in the field. By showing sufficient confidence in the
 
MOF to advance only the amount of one trimester of one year

and 	to replenish it during the total 
 life of the project,

the Mission 
has 	been able to work side by side on all levels
 
of project implementation proposing changes and now
 
procedures. The ADD and IURD, who require the GON to play

the 	role of financier for their projects, have not been able
 
to 	maneuver in this manner. 
The Mission is confident that
 
the risk involved in this small advance has already had 
big

payoffs in terms of the institutional development objectives
 
of our program.
 

0. 	Ie!j .tream Line the xzenditur0_Process 

Another breakthrough that the Mission has helped to bring

about i the establishmeot of the District Treasuries.
 
Proviously. funds were passed 
down through a complicated
system ot bank occounts at every level of the hierachy. It 
was so tive consuming that fuds arrived with only three
weeks remmnnq in the quarter (the Nepalese Viscal Year was 
broken own on the quarter system at that time). Now the 
Nistrict Treasurles are responsible not only for 
disbursement but also for local revenue collection. They
 
are notified directly to credit particular accounts with the
 
approved Amounts. This has all but eliminated the problem

of delayed releases.
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for the total 


H. SimplifX Accounting at the District Level Were the 
Least Skills are 

In the Field Offices a simple double entry account is kept 
amount of funds. Previously, two accounts
 

were kepti one account of GON funds and a second account of
 
USAID funds. This procedure allowed, in theory, the Mission
 
to fund specific, precise budget items of the activity. In
 
practice, it was impossible to account for the money at
 
all. First, when expenditures occurred the tendency was 
to
 
use the USAID funds in priority order. At the end of the
 
year all USAID funds had been expended while GON funds were
 
still in ample supply. If this had continued, GON would not
 
have been able to live up to its financial participation

obligation a. stated in the Project Agreement. Second, when
 
releases were made periodically there was no way of
 
indicating what portion would be attributed the
to GON
 
account and to the USAID account. Third, keeping separate
 
accounts at the local level overburdened the system at its
 
wokest point because it is at the local level where
 
personnel are the least well-trained. Now a simple double
 
entry account of all money is maintained. As a general

rule, expenditure vouchers are sent to the department level,

where manpower is usually more capable, to he processed for
 
submission to the Mission controller. A flat percentage
 
rate or "reimbursement factor" is applied which the mission
 
has agreed upon during the budgeting stage. When these
 
reimbursement vouchers are received the and
by controller 

approved, a credit is taken against the outstanding working

capital advance.
 

Office of Inspector General Comments
 

This report shows that reasons 0, P and 0 were not supported

by evidence or were not actually practiced.
 

In our opinion, reasons A, C, D and I could be applicable

under a cost-reimbursement mothot of funding. Therefore,
 
these are not good reasons for providing cash advances. 
on
 
the contrary, a stated in this report, A.I.D. and U.S. 
Government cash management policies are to minimize the one 
of c4et1 advances for project implementation and defer 
payments until all cost* were Incurred or goods ant services 
delivered. 

Reason Z Also does not justify the use of advances. The 
cost-roimburnement method of funding would provide less 
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vulnerability than cash advances. 
 In addition, reason E
 
appears to indicate 
 advances are made to cover a four-month
 
period and vouchers are reviewed and approved before making
 
new advances. As noted in Finding 3 of 
 this report,

advances are provided to cover an eight-month period. This
 
report also notes 
 that the Government was not required to
 
provide a written request for 
funds along with an analysis

of the advance requirements including the status of
 
outstanding advances.
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April 13, 19 m
 

David M. WA-;Moc, Director
 
USAID/Nepal
 

Draft Audit Report of USAID/Nepal's Implementation *f AID's
 
Payment Verification Policy implementation Guidance.
 

Mr. Richard Derrick, RIG/A
 
American Embassy, Singapore
 

The following are USAID/N's comments keyed to tho four specific
 

problem areas, internal controls and other pertinent matters cited in
 

the draft report:
 

I. Annual assessments were not made
 

The draft report has noted that 
'AID Policy Guidance required AID
 

missions to perform annual aosessments of the host government and
 

Missions' voucher approval and examination procedures and report
 

thereon' and that 'USAID/Nepal did not perform the required annual
 

assessments and inaccurate or 
misleading information was reported to
 

AID/Washington'. 
 RIG/A further stated that Oproblems resulted
 

because USAID/Nepol placed a low priority on pertorming the
 

assesments'. 

USAID believes that the 
first statement is inaccurate and that the 

latter two statements are fundaientally inconsistent with the facts 

aid thereby misleading to the reader. The AID policy guidance in
 

question her is 
the Paynent verification Policy Impletentation
 

Guidance iasued December )0, lS) to 
all Mission Directors
 

(Attachment 1, 
 The exact wrding of this Policy guidance is that 

'the USAID *ho.id preparo a general assessment of methods of 

implementation and financing procedure. used by the UIAIO'. 
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this Mission's comprehensive general assessment to AID/W March
 

22#1984 this assessment is Attachment II. 
 The guidance did not
 

state, nor do 
we believe intend, that the missions were to
 

perform entirely new assessments from scratch each year. 
 The
 

intent of the guidance appears to be quite clear from the
 

guidelines, which stated "the Mission should review and update
 

this first assessment annually. 
The annual update will involve
 

minimal effort except when missions undertake substantial
 

changes in 
the way they do business" (underlining added).
 

USAID/N prepared and submitted to AID/W annual updates of its
 

1984 assessment for 1985 and 1986 in accordance with these
 

implementing guidelines. These up dates are found in attachment
 

III.
 

We take strong exception to 
the draft audit report statement on
 

p.9 that "there was no evidence at USAID/N to show that any of
 

the required annual assessments were made of the Government of
 

Nepal and the mission's voucher examination and approval
 

procedures'. 
 This statement is not only inconsistent with the
 

facts, but in our opinion is intentionally misleading. USAID/N
 

included the required assessment of this Mission's voucher
 

examination and approval procedures with the first
 

comprehensive report (see Attachment _II) 
submitted in 1984.
 

That assenament also included a complex flow chart of 
the
 

USAID/N vouchering process, as 
 well as this Mission's
 

assessment of the GON's monitoring and voucher examination
 

procedures. USAID/N advised RIG/A of these facts 
in the
 

Mission's written response 
to the audit findings, but for
 

reasons not known to us, 
this response has been ignored in
 

preparation of the draft report.
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We also strongly object to the statement on p.10 that "USAID did
 

not make subsequent annual assessments of the mission's voucher
 

procedures and USAID/Nepal also did not make any annual
 

assessments of the GON's monitoring and voucher examination
 

procedures as required by the Guidance'. This statement is
 

false. As llustraLed by Attachments IIand III, USAID/N
 

conducted the required assessment in 1984 and thereafter
 

reviewed the assessments annually and updated the assessments.
 

It is the contention of this Mission that we have fundamentally
 

complied with the intent of the policy guidance. In early 1984
 

USAID/N submitted the comprehensive general assessment to AID/W
 

as called for by the policy guidance. We also submitted the
 

required updates in 1985 and 1986. 
 If there was an
 

inconsistency between the Missions' submissions and the policy
 

guidance, or if these reports were inadequate, AID/W PM 4hould
 

have, and presumably would have, pointed this out to the Mission
 

at some point in the last three years. However, since USAID/N
 

has received no corrective guidance from AID/W pertaining to any
 

of those three submissions, we believe they were responsive and
 

acceptable.
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We very strongly disagree with the opinion expressed in the
 

report on p-7 that "inaccurate or misleading information was 

reported to AID/W" and that *this inhibited both USAID/Nepal and
 

the Agency's ability to identify and correct USAID/N and the GON
 

financial Management and related internal control weaknesses'.
 

Where is the evidence to support this claim? 
 The USAID/N
 

financial review reports alluded to 
in support of these
 

statements were not management audits nor 
were they consultants'
 

conclusions or recommendations. 
 In fact, those post payment
 

reviews were simply financial compliance reviews; they were not
 

assessments of GON financial management nor were they reviews of
 

GON internal controls. 
We submit that USAID/N financial
 

compliance review reportssome of which were 3 and 4 years old,
 

are not appropriate documents on which to 
conclude that GON
 

internal financial management and controls are inadequate.
 

With respect to 
the four points made on pp.11-12 of the draft
 

report, regarding USAID/N's FY 1986 submission, it is important
 

to note that 
Payment Verification Policy Implementation
 

Guidance issued to all Mission Directors on September 29, 1986
 

(Attachment IV) effectively abrogated the requirement for annual
 

updates of the comprehensive assessment. This new guidance
 

states "we are modifying the reporting requirements under Policy
 

Statements Nos8l through 10 the submission of a simple
to 


questionnaire 
 in the form attached'.
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USAID/N believes that the modified reporting requirement 

applicable to 1986 therefore precluded the need for new 

assessments in connection with responses to Policy Statements
 

6-9 on the 1986 questionaire. Under the new guidance these foui
 

questions are intended to be answered 
by a Oyes' ore Ono*.
 

USAID responded to Policy Statement questions 6, 8 and 9 of tha
 

questionaire with "yes' answers. 
It is arguable that our
 

response should have been further elaborated.
 

Regarding Policy Statement No.6, the RIG/A is referred to the
 

Mission's earlier comments on 
the draft audit findings which are
 

still valid, and to section 4 of this response.
 

Regarding Policy statement No.8, while no separate sample of
 

vouchers was 
taken to respond to the questionaire, we believe
 

the samples of vouchers reviewed by Mission financial analysts
 

at the time of their reviews and the daily review of all payment
 

vouchers processed by this USAID by the Controller/Certifying
 

Officer constitutes a sufficiently large sample of vouchering
 

activities to 
provide reasonable assurance on the allowability
 

of claims.
 

Regarding policy statement No.9, 
there was no need to prepare a
 

new assessment of the GON monitoring and voucher review process
 

to respond to this question. The Mission, on a regularly 

scheduled basis, monitors the GON voucher process through
 

financial reviews and improper claims by the GON are disallowed.
 

We believe this process, coupled with intermittent audits,
 

provides the Mission with reasonable assurance that USAID/N's
 

funds are expended in accordance with the terms of grant
 

agreements.
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Even with such elaborations or qualifications at USAXD responses
 

to the questionnaire, it is doubtful that AID/Ws'understanding
 

or use of the information would have been materially effected.
 

As a result of a cable inquiry by AXD/W, item (I) 3 of the 1986
 

questionaire pertaining to 
Host Country Contracts was revised
 

and submitted to AID/W (Attachment V).
 

Based upon the above facts and discussion, USAID/N believes that
 

recommendation No.1 parts a and b should be dropped from the
 

final report.
 

With regard to part c of recommendation No.l, 
we do not believe
 

that a discussion and recommendation pertaining to unallowable
 

taxes should be combined with the issue of annual 
assessments.
 

They are not logically related to each other. 
 In fact, part c
 

of the recommendation is superfluous because USAID/N had
 

already recognized the problem of unallowable contract taxe* and
 

has had considerable negotiations on it underway with the GON,
 

dating from 1984. 
 As a result of these negotiation., the COl
 

finally accepted the validity of the USAID position on contract
 

tax exemption of AID projects and agreed to 
new language that 

has been put into all grant agreements signed in PY 1906. In 

addition, the GON enacted new legislation effective Og obef 2# 

1986, prohibiting assessment and collection of contract tax on
 

all foreign aid projects.
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Starting in 1985l USAID/N0s Office of Financial Nanagement hasbeen 

collecting data to assertain the exact amount of contract tax collected 

between 1981 and 1984. because the refunding of the contract tax 

collected by the GON from USAID/N assisted projects has been disputed 

by the GON. t4o Mission has not yet issued a formal claim for contract 

tax payments. However, the Mission is currently in the process of 

further updating the amount of contract tax collected from AID-assisted
 

projects for the period 1985 to the enactment of the new legislation
 

October .1,1986. Upon completion of the collection and collation of
 

the data pertaining to payment of contract tax which we currently
 

estimate will take several more months, USAID will prepare and submit a
 

formal clai4m to the GOtf for the amount determined to be due as a result
 

of our review. since the final USAID claim will cover the entire
 

five-year period prior to enactment of the legislation by the GON, some
 

further negotiation with the CON may be necessary to finalize the
 

USAID/N claim.
 

2. Cash Advances to the Government of Nepal were not justified.
 

Tb@ draft .udit Teport atatoo on p-17 that *AID Policy Guidance issued
 

in Doceroter ls) stipulated that it was AID and U.S. Government cash 

managestent polict. to minimixe the use of cash advances for project
 
.
i&leienkation UnAIV/d is un4le to find such a statement in that 

policy qpuid4nce. rie clooept thing we could find to that gtatement was 

in the 4ocubjson section on oank letters of cowritment on page I which 

ltait4 '4*otfetr reecon 1 Aqency ind US cash management policies which 

ain to hi"ftise 64Vatweo 4"d defer payments as long a possible, i.e. 

until all wofr io completed or goods and services deliveredO That
 

Oatseont 40e0 not say ~hiat 
it Is,U.S.G. or AID policy to minimize use 

of cash advances for projet implementation. 
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advances as follows: 
 'A. I.D. policy favors payment to
 

A.I.D-financed recipients on the basis of goods delivered or services
 

performed or to cover 
costs already incurred by the recipient. An
 

exception to 
the policy is made for non-profit organizations and host
 

country government institutions, which are normally funded on an
 

advance of funds basis 0 (underlining added).
 

This is another example of the use of misstatements in the draft
 

report which have the effect of significantly misleading the reader.
 

The frequency of such examples give rise to questions about the
 

overall intent of the drafter. 

USAID/N was also unable to 
find the exact source of the "two
 

prerequisites'for authorizing the use of cash advances to the host
 

government in the guidance which the draft audit report states on
 

p.17 that *the policies required'. The report concludes that USAID/H
 

provided sizeable cash advances to the Government of Nepal without
 

satisfying either prerequisite i.e. 'advances should be 
justified
 

based on a specific need and the recipient organization should have
 

adequate financial management and related internal controls for
 

accounting for U.S.Government funds'. 
 Not only is this a
 

misstatement of applicable policy, but the report goes on to falsely
 

conclude that 'the 
use of cash advances to the GON during the 3 year
 

period ending December 31, 1986 
resulted in a waste of U.S.Government
 

funds of about $1.4 million', 
and that this all came about because
 

9USAID/N was not 
fully aware of the AID and U.S. Government policies
 

to restrict or 
limit the use of cash advances to host governments.' 

This is sheer nonsense! 
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in view of the fact that it is AID Policy that host government 

institutions are "normally funded on an advance of funds basis', 

Appendix 1
 

advances
 

to 
the host country government do not require special justification.
 

Nevertheless, in Nepali there is 
 a long history of justification for
 

funding project implementation on an advance of funds basis.
 

Advances of funds are made to the GON for project implementation purposes 

through use of a Working Capital System (WCS) in order to coordinate 

budgeting, funding and releases on a trimesterly basis, which is the 

basis on which CON financial institutions budget and expend funds for
 

development projects. A detailed description of the Working Capital
 

System and a justification and explanation of why this system is the most
 

practical approach in the Nepalese context 
was included as an attachment
 

to the comprehensive general assessment submitted to AID/W March 22,
 

1984. 
 That submission to AID/W also specifically included a
 

justification for use of advances of funds to 
the CON in excess of the
 

normal 90 day limitation established by the U.S.Treasury. Furthermore,
 

USAID/N believes that the GON has adequate financial managenmnt and 

related internal controls for controlling and accounting for advances of 

U.S.Government funds. CON controls are assured by the fact that the HG
 

Comptroller General conducts monthly audits of all funds expended on Dot
 

regular and development project receipts and expenditures. In addition,
 

the GON Auditor General (an independent constitutional body) conducts a
 

financial and management audit of all pro)ects annually.
 

To the beat of our knowledge in over )5 years of U.n. assistanc. to tho
 

GON, during which 
time project ashsftance has ben facilitated through
 

the continous use of advances of 
funds to the host governments there has
 

been no single instance of less than a full accountability of all funds
 

advanced.
 



Appendix I 
Page 10 of 24 

The report speculates on p.19 that *USAID/N probably ws not 

able to adequately justify the need for cash advances for 

project implementation purposes or show that the GON had 

acceptable financial management and related controls to qualify 

for advanceng. 

This is not only speculation, but is false and misleading. The
 

justification for cash advances contained in the WCS documents
 

submitted to AID/W is adequate to the task.
 

We take exception to the auditor's content ion that OUSAID/N 

justified advances to the 0O. ?deeoae Nepal was one of the 

poorest countries in the world and 4# suchl did not have 

suttictent capital to conduct na),or tinancial undertakings such
 

as developr+ent pro)ecta*. Although the Otsteeo*nt to true,,nd 

Npal still 1 one ot the least developed countrieo in the 

world, tfhit wa not the ItolI Ot the piatitiCatOtn to( the WC5 

of advand to the Go", The 3oisiticatin to( 4e ot the Id5 

W0 Iset in ||I et~chnont to(ofth f eeton at aeitsinng !o 

U AHD/Ws WC1 vhiich wa lnclode4 4s 4n attaehonht to the 1194 

€O aIeI~fllv VeIC( l 4.ade: lt.t (tetwt attssnet *1). mch 

Ju*I Stlt.... detaiiled ifL)0t tot O. . u~t2eit reaolot 'uiilitiof 

the +t 0yotet oto dvanfices+, nut one of whih woo the fact that 

Nepal to One of thet t*oto Cotinflorie n the Pfd 7* 006 

reasoon tot otltpni the WCfi *te okil titeray valid, Th@ 

#epal ,Apfrlene. With the Wo h** Oween that the Wte hobe 4ofte 

wth4t it w40 406l'ine4 to 40, I,e. facilitete pfo)ort 

lmplta**ntatlot by ftmint) ni,.+o to ow Ihfouqh4vliltale p(Oe)Ots 

tho govottim+ant tj*eti On ptow)ete4 l.a4d.t. d10tioolng 0ed of 

Iho pfo)oets vovete4 under the MCN. 
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As a result of utilization of the WCS and close financial
 

monitoring of proJect funding needs, USAID/N hase in facto been
 

able to achieve rather notable results since inception of the
 

WCS-results that we attribute largely to use of the WCS of
 

advances to the CON. While new obligations increased during
 

1981-1996 from approximately $13.4 million to as high as $18.3
 

million annually:
 

1. ependitures increased from $10.4 million
 

to as high as 520.5 million annually,
 

2. The pipeline actually decreased n*terially
 

from S36.2 million to S23.3 at the end of
 

that period, and
 

3. OutaLnding advances to 
the CON actually 

declined materially from 85.3 million in 

1981 and S6.4 million in PY 1962 to an 

average of approximately 12.) million
 

during the three-year period
 

January I, 1904-0eeomber 31.1966.
 

In Worm of improving and facilitating effective project
 
implmentation and rodlocing ootAndinq advances, USAID/N
 

0e0laeva the record of the wefi t oo dendIlo and clear from 

th fat, Ifowever, a rader wt|d coertainly not be able to 

91e44. tlc the u tit((o drfat report. 

Th et#teo of the W5 an UtAID/0*s pipline and level of 

outotonding advanc@s are illustrated in figure 1. 
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Although the WCS justification anticipated that most delays in
 

release of funds to projects would be eliminated through use
 

of the WCSO in actual practice, there are on occasion delayed
 

releases by the GON for procedural reasons. Indeed, these
 

reasons are often related to workings of the internal controls
 

observed by the GON's Controller General in withholding
 

disbursements until previous advances and audit
 

recommendations are cleared.
 

USAID/N fails to understand the reference to and discussion of
 

IG audit report no.0-000-84-15 dated December 12, 1983 on pp.2 

and 21 of the draft. We object to the draft reports' 

language on those pages, which is not an accurate summation
 

of that audit report as it pertained to Nepal. The drafter
 

implies that the findingn in that report are still validl this
 

in not so. The data on which the 1983 audit was based is 4-6
 

years old And i no longer applicable to advance policies and
 

procedures in effect at this Mission at 
the present time. We
 

believe any reference to the 1983 report in the present
 

context to unwarranted and should not be included in the final
 

report.
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We do not know how the audit team arrived at the conclusion on
 

p.22 that "USAID/NS general policy for funding projects
 

indicated that USAID/N could fund at least some activities or
 

projects on a reimbursable basis*. We have no such 'general
 

policy'. The factual issue may be debated. USAID/N policy
 

has been and is currently to fund project implementation on an
 

advance of funds basis and, we have agreed to do this with the
 

GON. We have good reasons to believe that maost or all of our
 

projects require advances to assure effective implementation
 

and that any change to a reimbursement process, in whole or
 

part, would severely slow implementation and increase our
 

pipeline level. We do not think the discussion on pp.22-23
 

is valid in view of the succebs of the WCS system in place at
 

this Mission and the implications for our relationship with
 

the GON and for our projects :hat a reversal of that system
 

would entail. The 'examples' included in this discussion were
 

not included in the initial audit findings nor were they
 

discussed with Mission financial management. Their
 

significance and applicability to ongoinq operation of the WCS
 

system here is doubtful and they should be dropped from the 

report. 

We would not modify such a good working relationship on the 

banjo of delayed submiasiono of expenditure claims for a given 

trimester. It would be totally impractical to make ouch 

abrupt ch4np's in the ,.y wo do busineo and otill expect 

funds to flow from the GCO on a rolativly timely basi to our 

project. 
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In determining the immediate disbursing requirements for any
 

given trimester, if USAID analysis of the advances indicates
 

that adjustments are required in subsequent periods, an
 

adjustment is made. We fail to 
see what is wrong with this
 

approach.
 

The major problem evidenced by the drafter's language on p.24
 

and throughout this draft report--a problem which has led to 

numerous incorrect interpretations and conclusions relating Lo
 

recommendations 2 and 3--is a basic misunderstanding of just
 

how the WCS really operates, i.e. how advances are made and
 

accounted for by USAID/N. 
We feel obliged to reiterate this 

process aqain. Based on a program formula derived from
 

experience and adjusted over 
time, USAID/N advances funds to
 

the GrIU Ministry of Finance for project implementation. The
 

Mirtistry of Finance (MOF) is solely responsib) t to USAID/t! for 

the accountaility of all funds advanced under the WCS. 

Once received by the POP, the fundo are cmmingled with other 

CON funda and do not rt-tain a iepar4ate identity. The MOP 

Advanceo cON tundo to the vriou CON impler:entinq aqencies 

for project implementation. These agencies are repont.1blo 

directly to the Poo for th,, accounting of all (undo advanced 

by the MOri they aro not accountable to U!AID for WC advanceo 

received fron the MOV. The MOF is the only tjoverniment entity 

rdponstibl to USAID for the accountability of 4ll We 4dvancos 

to the cOlt. 
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i would also like to mention two additional very important
 

elements: (1) implementing agency projects' immediate
 

disbursement requirements--determined government-wide on a
 

trimesterly basis--are the sole basis for determining the
 

amount of funds advanced to the HOFs and (2) the funds advanced
 

to the HOF for project implementation purposes are liquidated
 

by applying agreed upon percentages of project expenditures
 

incurred by the GON implementing agencies from the WC advances
 

outstanding with the MOP.
 

There is currently only one advance recipient the MOP, under
 

the WCS in effect at this mission. On a regular basis
 

(trimesterly) the mission does have a current status of
 

outstanding advances. 
 However, where there are expenditures in
 

remote locations of Nepal which have not been consolidited and
 

the reimbursement claim prepared, those expenditures would not
 

be reflected in our accounts.
 

rt does happen, because of the nature of conditions and lack of
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On P.25, the drafter states that USAID Nepal post payment reviews
 

of GON audits show that these audits did not adequately protect
 

U.S.Government interests. 
It should be noted again that USAID/N
 

post payment reviews have 
 never drawn the conclusion that the
 

financial management systems and related internal controls in the
 

GON are not adequate to properly account for funds advanced.
 

Further, it is not the stated or 
implied intention of USAID project
 

agreements that the GON is to be responsible for performing audits
 

that provide adequate protection of U.S Government interests. That
 

responsibility is the function of USAID financial reviews and U.S.
 

Government audits. 
GON audits are conducted by two independent
 

agencies and the audits are performed in accordance with generally
 

accepted auditing standards in Nepal.
 

The draft statements on pp.25-26 to the effect that the
 

U.S.Government incurred a Owaste" approximating $1.4 
million by way
 

of unnecessary interest costs amounting to $562,000 and currency
 

exchange losses amounting to $883,000 are patently absurd, and we
 

strongly object to them. 
 They are not based on fact, not justified
 

and do not belong in this report.
 

USAID/N does 
not accept thr erroneous conclusion that U.S.
 

Government funds were wasted and that USAJD/N needs to 
further
 

justify the uce of cash advances to the GON for project
 

implement4tion purposes. interest costs are normal costs
 

attributable to conducting Mission business under curreit Agency
 

Policy Guid4nce. This also applies to currency exchange losses
 

incurred in the normal 
course of conducting business1 AID does not
 

speculate in the foreign exchange markets.
 

( 
J#
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For all the 
reasons cited in this section of our response,
 

USAID/N does not accept recommendation No.2 as valid. When
 

it is normal Agency policy to conduct business in a certain
 

manner,(i.e., through advances of funds made to host
 

governments for project implementation) and, because
 

USAID/N adhered to 
this policy and advanced funds to the
 

GON on a well-justified basis of which AID/W was 
fully
 

apprised, the recommendation set forth is not justified.
 

3. Financial Management of Project Funds was not adequate.
 

We strongly disagree with the opinion on p.28 that "USAID
 

practices for advancing funds to 
the GON for project
 

implementation purposes did not adhere to acceptable
 

financial management standards'. Who is the authority on
 

these acceptable standards? 
 The most recent independent
 

review of USAID/N standards by a qualified financial
 

management officer of AID occurred as 
recently as September
 

1986, during the Mission Management Assessment. Dean
 

Pratt# Controller of USAID Pakistan, throughly reviewed
 

USAID PM operations and concluded *The financial management
 

of USAID/Nepal is generally satisfactory. No serious
 

Mission financial management deftciencies or problems have
 

been identified during the assessment..' Controller
 

Pratt's judgement was 
that the office was currently
 

characterized by a 'high level of 
concern for adherence to
 

federal regulations.*
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We further do not agree that USAID/N did not have adequate
 

policies and procedures to limit cash advances to the GON's
 

immediate disbursement needs or a proper accounting of the
 

outstanding advances. This audit conclusion is wrong on
 

both counts. USAID/N does have practical policies and
 

procedures in effect that are utilized to determine, with
 

reasonable accuracy, the immediate disbursing needs of the
 

GON for project implementation purposes. Apparently the
 

audit report is questioning methodology here but doesn't
 

specifically so state. This Missions' accounting for
 

outstanding advances is fully in accordance with policies
 

and procedures set forth in AID Handbooks and other
 

regulations as discussed in section Ii above.
 

The draft report's contention that *inadequate financial
 

management of project funds resulted in unwarranted
 

vulnerability to waste and abuse of, or related to, about
 

$37.2 million in U.S. Government funds" is patently false,
 

unjustified, unjustifiable and sensationalistic. We object
 

to it in the strongest possible terms and demand its
 

excision from the report. We believe such an unsupported
 

and unwarranted conclusion borders on abuse of the audit
 

function. We are curious how it is possible to have $37.2
 

million subject to *waste and abuse' when USAID/N has
 

outstanding WC advances to the GON which have averaged only
 

some $2.3 million over a most recent 3-year period at any
 

given time. Also, please refer to the GON record of
 

accountability for advances noted in the previous section
 

of this report.
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Since USAID/N already has in place Policies and procedures to
 

provide and account for advances to the CON which are in
 

conformance with AID regulations, with the possible exception of
 

the 90-day requirement authorized by the Treasury, we do not
 

accept the validity or practicability of any part of
 

recommendation No.3.
 

Regarding advances exceeding the 90-day maximum authorized by
 

the Treasury, USAID believes the justification previously
 

provided to AID/W in the description of USAID/Ns'WCS on March
 

22, 1984, was and remains fully adequate in view of the
 

circumstances affecting project implementation existing in
 

Nepal. We have carefully structured our program implementation
 

process utilizing the WCS to provide the capacity to 
fund and
 

implement the progran in a manner consistent with GON internal
 

fiscal policies.
 

If the justification provided by the mission to AID/W for
 

exceeding the 90 day limitation for auvances wa not acceptable
 

to AID/W, we belleve AID/W would have specifically *dviaed the
 

mission of this fact. 
 However , since USAID/ received no
 

corrective quidance from AID/W pert ining to 
the WCS# we presume
 

that our juatiticetion tot exceeding the tr.eisry 90 day
 

limitation tot 
advances has been and remains fully acceptable,
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USAID/N is in full compliance with the Handbook guidance described
 

on pp.29-30 of the draft report. 
 However, we take exception to the 

statement on p.30 that gone of the basis (sic) for this system (WCS)
 

was to allow the CON to use the cash advances under one project to
 

fund another that did not have available funds'. This statement has
 

no 
factual basia whatsoever. It may be theoretically possible for
 

this to occur for brief periods under the WCS, but it was not gone
 

of the basis (sic) for this system*. The eight bases for the system
 

were as repeatedly noted, clearly set forth in the March 22, 
1964
 

submission to AID/W.
 

Regarding the procedures used by USAID/N for calculating advance
 

requireients of the CON under the WCS, we would like to 
reiterate
 

that the 4dvances side to the CON are 
this misaion's best estimates
 

based on empitwcl data from past experience. we do not use
 

*unreliable estinates of past' expenditures. in fact, we use actual
 

reported expenditures from the like ttimeater incurred one year
 

@arlier 4o one elenent in our calculation of estimated needs.
 

Another element ts the current year budgeted expenditures which we
 

have1 through 6perieneos, worked into 4 formula, sub)act 
to
 

adfluotent, 
that en~u1es us to oltain a reasonable approximation, of
 

CON working capit4l needo for each trimester. we do not claim the
 

inf|lailiity of the evos 
 twd needs determined as a result of our 

analyoe. lndoed, we have made adiustmento several times in the 

paet to oocessf|lly reduce outstanding 4dvance,. Activity 

fluctoation in a 9iven trimester notwithstandinq, a review of this
 

Nisolons 4dvanceo 
(of tho past two years shows that advances
 

outstanding on anan onualied basis 
 reasonably approximated total
 

local curfency epepnditure claims received and processed. PIG/A was
 

pfevlously pfovidod with the analyses of these annual 
requirements
 

Ve. aavncoe.
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We take exception to the statement on p.33 that *untimely
 

reports resulted in inadequate USAID/N accounting of
 

outstanding advancesu. This is simply not true. At any given
 

time, USAID/N has accounting records fully adequate to
 

correctly reflect the status of outstanding advances to the
 

GON.
 

Furthermore, the last sentence on p.33 is also factually
 

incorrect with regard to the WC calculation made in connection
 

with each trimesterly advance. There is no evidence to
 

support the misleading claim that USAID/N uses "inaccurate
 

estimates intentionally made to compensate for the GON's slow
 

release of project funds'. Again, we believe the use of such
 

language to be irresponsible.
 

We would like to reiterate that WCS advances are made to the
 

GON on the basis of a negotiated agreement and understanding
 

with the HOP, based on the operating policies and procedures
 

utilized in financing GON implementing agencies. This
 

understanding was most recently modified by letter dated
 

8/19/85, a copy of which was included in the Mission response
 

to audit findings, to change the methodology of the
 

calculation of the WC advances. 
 These written understandings
 

with the GON preclude the need for individual written requests
 

for advances of funds on a trimesterly basis.
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Regarding monitoring of cash advances (p.34), USAID/N
 

continuously monitors AID advances to the GON for project
 

implementation purposes. The fact that the GON has real
 

difficulty in collection, consolidation and reporting of
 

expenditure data from numerous widely scattered, remote and
 

inaccessible field locations in Nepal in not new to USAID/N,
 

though it may be to RIG/A. The Mission and the GON have been
 

aware of these difficulties for many years. In fact, a principal
 

impetus in the design of the WCS was an attempt to expedite flows
 

of funds to AID-assisted projects in spite of the difficulties
 

cited. The non-receipt of expenditure claims from the GON ioes
 

not necessarily mean that GON funds were not expended in a timely
 

manner. 
 The problem is in large part a reporting time lag and
 

not a disbursement time lag. 
 This does not mean that there are
 

not inherent delays in the beauracratic process of handling
 

advances of funds by the CON. 
 Some delays in this regard are
 

unavoidable. A quote from the consultant's report done by Robert
 

R. Nathan associates, Inc. 4ay 28, 1980 on 
the Rapti Project
 

seems appropriate here. The consultant stated in part *for money
 

that flows to the HMG (GON) line ministries, the system of
 

advances is recommended. 
No matter what disbursal arrangement
 

USMhD makes with INMG, 11MG will still use advances internally.
 

The ministry (MOP) will continue to advance quarterly
 

(trimenterly) funds to departments, which in turn will advance
 

them to the districts'.
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O
While the system of release of advances has been modifted s"0 ht

since that report was written, the internal GON delays in
 

disbursing funds to projects through the various Departments and
 

Agencies an well as the District Treasury Offices may remain for
 

procedural reasons. Nevertheless, the local donor group (all of
 

whom sufter from the same problem) is adrossing the matter
 

jointly with the No, 
 and possible remedies are being discussed. 

4. Project papers did not adequately provide for audit coverage.
 

in the absence of promised, specific Aqency-wide implementation
 

guidelines defining the criteria to 
be utilized in (1) evaluation
 

of the need for 
audit$, (2) defining adequacy of standards to
 

gauge what types and scope. of audit$ would De required1 and (3)
 

criteria for esatiftatinq cost 
of various types of audits so that 

adequate funds could De provided for in the PM, USAID has found 

it difficult to prepare adequate audit plano for recent project 

paper## however, UIAID did provide Opecific funding for audit
 

coverage is sost of these PPsand did Sake assumption" that at
 

least 
sose audit coverage would e available from the iG. as in
 

the past. The issue here appeaf* to De *adequacy* of audit
 

coverage in the PP. 
 During the audit tean's viilt, the mission
 

agreed to try to improve this adoquacy* if the RIG and/or AID/V
 

would provide 4n indication to the "ision of what "onstitutes
 

0aoe04.cyo in the eva4ution of need for audit covefaqe and the 

budgetary provision for it in the PPo. #Pacific esamples of PPs 

with *dequeatS 4udit covefge vere solicited fro the audit team 

but no response 4as fofthcomingfl, "ea.fr of the adit team were 

alo requested to conduct a meeting with $ission staff to esplain 

what constitutes asdequato* audit covofrgebut declined to do so. 
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it seems somewhat unreasonable and impractical for this maisi 2o4 a 24 

take further significant actions with respect to the recommendation 

when in facto neither the RIG/A nor AID/We to date, has provided the
 

specificity o *adequacy* for audit coverage by way o 
 implementing
 

guidelines. 
There are no current criteria available by which the
 

Mission could effectively implement this recommendstion. We have,
 

nevertheless, discussed the issue in Mission staft' meetings and
 

assigned responsibility within the Mission for review of the
 

adequacy of PP audit plans.
 

S. Compliance and Internal Controls.
 

In view of the detailed comments provided in sections of this
 

response pertinent to recommendation nos.l.2 and 3, the compliance
 

and internal control exceptions noted on pp.41-42 pertaining to
 

those recommendationa are, 
in the opinion of this Mission,
 

unjustitied and unwarranted conclusions based on the actual
 

policies, procedures and practices existing in 
the Mission. USAID/N
 

rejects outright tour of the six eMceptions noted. it will 
accept
 

in part that its evaluation of audit needs and budgetary coverage
 

for audits 
i y not have been adequate, subject to some reasonable 

definition at adequacy from PIC or AID/W. 

6. Other Pertinent Matters.
 

Since Ufr IIDI relied 
on the )udgment of pro)ect personnel directly 

involved in pro)act implementation in assessing MCC capability, 

formal evaluations at "CC were not requtred. UBAID/I determined by
 

full consensus that it wON not practical 
to broadly ltillie MCCs 
as 

a miode at project implementation tot projects in Mopel. This was 

the basi for UIAID/N not p.rtoring oxpenaive, unnoeos4ary and 

time-consuming formal asosesments ot NCC capability, and in our view
 

undertaking soch a formal 
asessment would have constituted a waste
 

of U.S.G. funds. 
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LIST OF REPORT RECONMENDATIONS
 

Recommendation No. I
 

We recommend that U.S.A.I.D./Nopal:
 

a. 	develop a plan of action to conduct the required
a4aeaaments of the Government of Nepal's and the 
mission's voucher approval and examination procedureal 

b. 	aubmit to A.I.D./W4shinton an accurate payment
verification policy report for fiacal year 1986; and 

c. 	recover the $286,560 paid to the Government of Nepal for 
unallowable tax pdyments, and 

d. 	 determine and recover the additional amount of 
unallowable taxes p4id to the Government of Nepa, after 
Decemtber 1# 1984. 

RecozndntlAtion No.
 

We reconmend that U..A.../Depal: 

4. 	 ju tity the need tor e4ati advances to the Government of 
14P1 and 

D. 	onoue that the Govornmont ot Neapal organizations
roqoiring C4014 ava4nce have adequate financial 
aanagenot and related internal controlo (or controlling
 
and 4cctontin9 for U.S. Government tunda.
 

We recoxeond tiwa U.tS.A.I.D./NJ. l e talieh policies and 
ptoe4ureo for pruvi4ing and 4ccountinq for authtori ed cash 
advancc haqe to tue Govertnmnt of Nepl. The policee and 

(a) 	 li~it caoh at4vancto to ttio immediate diobutoement needs 
tot ptoe¢r iap1osentarion and tor not nor# than the 
a4xt4Ibu 9O-day teoir*e*nt authorized by the U.S. 
Ttauryt
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(b) 	ensure that current and reliable data are used to
 
determine the amount of advances,
 

(c) 	require the Government of Nepal to submit timely

written requests for funds along with an analysis of
 
the advance requirements and status of outstanding
 
advances, and
 

(d) 	require the Government of Nepal to report when funds
 
are 
provided to the project activities.
 

Recommendation No. 4
 

We recommend that U.S.A.I.D./Nepal:
 

a. 	 issue a mission order requiring that project papers

include an evaluation of the need for 
 and 	 description

of planned 
audit coverage together with an allocation
 
of necessary project funds for audit coverage; and
 

b. 	 evaluate the need, establsh a plan, and provide

appropriate funding for audit coverage 
 for the six
 
projects approved after January 1, 1984.
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