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September 3, 1987

MEMORANDUM FOR UL§:A.I.D./Sri Lanka, Director, Peter Bloom

& Zaldloccd
FROM: homas B. Anklewich, RIG/A/Singapore (Acting)
SUBJECT: Audit of U.S.A.I.D./Sri Lanka Controls Over

Government of Sri Lanka Contributions to
A.I.D.-Financed Projects

This report presents the results of audit of U.S.A.I.D./Sri
Lanka Controls over Government of Sri Lanka Contributions to
A.I1.D.-Financed Projects. The compliance audit was made to
(1) evaluate the adequacy of U.S.A.1.D./Sri Lanka's
procedures for monitoring Government of Sri Lanka project
contributions and (2) determine if the Government provided
its required contributions.

U.S.A.I.D./Sri Lanka's procedures were inadequate to
effectively monitor Government of Sri Lanka contributions to
A.I.D.-funded projects. The Government did not always
provide its required contributions.

U.S.A.I.D./Sri Lanka initiated actions especially in the
past year to monitor the Government of Sri Lanka's
contributions to A.I.D.-funded projects. For example, a
comprehensive draft mission order was 1issued in March 1987
to establish procedures to ensure that required financial
contributions were made. Also, starting with the quarter
ended December 31, 1986, U.S.A.I.D. regquired that their
quarterly project implementation reports identify the level
of host country financial contributions provided and any
problems in project staffing.

However, the Government's contributions were not always
made. Additional progress was needed in U.S.A.1.D.'s
monitoring system to ensure that host country contribution
problems are identified and resolved in a timely manner.

We are recommending that U.S.A.I1.D./Sri Lanka establish
policies and procedures in specific areas for better
controls over host country contributions.

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 generally
concurred with part (a) of the recommendation and that part



is considered resolved. You did not concur with the other
three parts of the recommendation and they are considered
unresolved.



EXECUTIVE SUMMARY

Section 110 of the Foreign Assistance Act of 1961, as
amended, provides that no United States assistance should be
furnished to a country under Sections 103 through 106 of the
Act until the country provides assurances to the President
that it will provide at least 25 percent of the cost of the
entire program or project for which such assistance is to be
furnished. The Congress enacted this requirement concerning
Development Assistance funds in order that recipient
governments demonstrate their interest and support in the
development efforts financed by A.I.D.

As of April 1, 1987, U.S.A.I.D./Sri Lanka had 11 active
projects requiring total Government of Sri Lanka
contributions of about $203.2 million. This was 45 percent
of the overall estimated project costs of approximately
$453.4 million.

The objective of this compliance audit made by the Office of
the Regional 1Inspector General for Audit/Singafpore was to
(1) evaluate the adequacy of U.S.A.I.D./Sri Lanka's
procedures for monitoring Government of Sri Lanka project
contributions and (2) determine if the Government provided
its required contributions.

U.S.A.I.D./Sri Lanka's procedures were inadequate to
effectively monitor Government of Sri Lanka contributions to
A.I.D.-funded projects, The Government did not always
provide its required contributions.

U.S.A.I.D./Sri Lanka initiated actions especially in the
past year and prior to this audit to mcnitor the Government
of Sri Lanka's contributions to A.I.D.-funded projects. For
example, a comprehensive draft mission order was issued in
March 1987 to establish procedures to ensure that required
financial contributions were made. Also, starting with the
quarter ended December 31, 1986, U.S.A.I1.D. required that
their quarterly project implementation reports identify the
level of host country financial contributions provided and
any problems in project staffing.

However, the Government's contributions were not always
made. Additional progress was needed in U.5.,A.1.D.'s
monitoring system to ensure that host country contribution
problems are identified and resolved in a timely manner.

Project agreements required the Government of Sri Lanka to
contribute financial and other resources to A.1.D.-financed
projects. A.1.D. handbooks required that U.S.A.1.D.s



establish monitoring systems to ensure that the required
contributions were made. The Government did not always
provide its required contributions to projects especially in
the area of project staffing. The inadequate contributions
resulted in the inefficient use of A.I.D. funds and loss of
economic benefits to the Government and people of Sri
Lanka. U.S.A.I.D./Sri Lanka was not in a good position to
mitigate these problems because it had not established an
adequate monitoring system and the related controls to
identify and resolve host country contribution problems.
This report recommends that U.5.A.I.D./Sri Lanka establish
policies and procedures in speciric areas for better
controls over host country contributions. U.S.A.1.D./Sri
Lanka concurred generally in only one of the four parts of
the recommendation.
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AUDIT OF
CONTROLS OVER GOVERNMENT OF SRI LANKA
CONTRIBUTIONS TO A.I.D.-FINANCED
PROJECTS IN SRI LANKA

PART I - INTRODUCTION

A. Background

Section 11C of the Foreign Assistance Act of 1961, as
amended provides that:

"No assistance shall be furnished by the United
Statec Government to a country under sections 103
through 106 of this Act until the country provides
assurances to the President, and the President is
satisfied, that such country provide at least 25
per centum of the costs of the entire program,
project or activity with respect to which such
assistance is to be furnished, except that such
costs borne oy such country may be provided on an
"in-kind" basis."

The Congress enacted this requirement so that the recipient
governments could demonstrate their interest and support in
A.I.D.'s development efforts. Section 124 of the Act
provides for exceptions on a case-by-case basis,

A.I.D. regulations require that project agreements include a
financial plan which shows the amount of A.I.D. and host
country contributions to projects. Project officers and
other mission officials are responsible for ensuring the
host countries provide their required contributions.

The importance of A.I.D. controls over development resources
including host country contributions was stressed in a March
1987 cable (Statc 084270) to all A.1.D, missions. The cable
stipulated that the A.1.D. Administrator strongly endorsed
certain principles for A.I.D. coordination with developing
countries to assure the efficient and cffective use of host
country resgources. The principles focused on developing
well designed policies and carefully appraised investment
expenditure programs for the effective use of host country
regources. The principles also provided for the reqular
review of hont country {nvestment programs to examine
progreos and to conpult on prioritiesn.
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The need for host governments to provide and account for
their required contributions was one of the most frequently
recurring reconmendations addressed in A.I.D. Inspector
General audit reports on specific projects. In addition,
the Inspector General issued two audit reports (No.
1-500-87-07, dated November 26, 1986 and No. 6-263-87-4,
dated March 12, 1987) in the past year specifically on host
country contributions. The audit work for these reports
covered 54 active projects in 11 countries. The reports
identified generally inadequate mission monitoring systems
to ensure host countries proviaed the contributions required
under project agreements,

As of April 1, 1987, U.S.A.I1.D./Sri Lanka had 11 active
projects requiring total Government of Sri Lanka
contributions of about $203.2 million. This was 45 percent
of the overall estimated project costs of approximately
$453.4 million. See Exhibit 1 for an analysis of A.I1.D. and
Government of Sri Lanka estimated funding requirements.

B. Audit Objectives and Scope

The Office of the Regional Inspector General for
Audit/Singapore made a compliance audit of the Government of
Sri Lanka contributions to A.I.D.-funded projects, The
audit coverea the 11 active projects requiring total
contributions of about $203.2 million. The audit was
performed in April 1987,

The aucit objectives were to (1) evaluate the adequacy of
U.S5.A.1.D./Sri Lanka procedures for monitoring Government of
Sri Lanka precject contributions and (2) determine if the
Government provided its required contributions.

Questionnaires concerning host country contributions were
distributed to and were answered by mission staff for the 11
active projects. Information provided by the questionnaires
was used to coevaluate ULS.A.I.D./Sri Lanka monitorship, 1In
addition to the questionnaires, the audit work included a
teview of project documents and interviews with responsible
officials of U.S5.A.1.,D./Sri Lanka, the Government of Sri
Lanka and a technical assistance contractor. U.S.A.1.D./Sri
Lanka comments on our draft report were received on Auqgunt
27, 1987, Their comments have been  incorporated in the
report as appropriate and the full text of the comments  are
fncluded an Appendix 1,

Review of internal  adminintrative controls  and compliance
wag limited to the {asuen rained in “his report, The audit
wan made in accordance with generally accepted government
auditing standards.



AUDIT OF
CONTROLS OVER GOVERNMENT OF SRI LANKA
CONTRIBUTIONS TO A.I.D.-FINANCED
PROJECTS IN SRI LANKA

PART 11 - RESULTS OF AUDIT

U.S.A.1.D./Sri Lanka procedures were inadequate to
effectively monitor Government of Sri Lanka contributions to
A.I.D.~-funded projects., The Government did not always

provide its required contributions.

U.S.A.1.D./5ri Lanka 1initiated actions especially in the
past year and prior to this audit to monitor the Government
of Sri Lanka's contributions to A.T1.D.-funded projects. For
example, a comprehensive draft mission order was issued in
March 1987 to establish procedures to ensure that required
financial contributions were made. Also, starting with the
quarter ended December 31, 1996, U.S.A.I.D. required that
their quarterly project implementation reports identify the
level of host country financial contributions provided and
any problems in project staffing.

However, the Government's contributions were not always
made. Additional controls were needed in U.S.A.I.D.'s
monitoring system to ensure that host country contribution
problems are identified and resolved in a timely manner.

This report recommends that U.S.A.I1.D./Sri Lanka establish
policies and procedures 1in specific areas for better
controls over host country contributions.



l. U.S.A.1.D./Sri Lanka Monitoring of Host Country
Contributions Needed Improvement.

Project agreements required the Government of Sri Lanka to
contribute financial and other resources to A.I1.D.-financed
projects., A.1.D, handbooks required that U.S.A.1.D.s
establish menitoring systems to ensure that the required
contributions were made, The Government did not always
provide its required contributions to projects especially in
the area of project staffing. The inadequate contributions
resulted in the inefficient use of A.I.D. funds and loss of
economic benefits to the Government and people of Sri
Lanka. U.S.A.1.D./Sri Lanka was not in a good position to
mitigate these problems because it had not established an
adequate monitoring system and the related controls to
identify and resolve host country contribution problems.

Recommendation No. 1

We recommend that U.S.A.1.D./Sri Lanka establish policies
and procedures to:

a. ensure the adequacy of the Government of Sri Lanka's
accounting and reporting systems on host country
contributiong;

b. obtain periodic reports from the Government of Sri Lanka
on its staffing, ftinancial, and logistical support
contributions to A.I.D. financed projects;

C. ensure the Government of Sri Lanka provides |ts required
project contributions; and

d. periodically determine the effects of the Government of
Sri Lanka's failure to meet its staffing, financial, and
logistical osupport contributions to projects and take
appropriate timely actions such as redesigning projects
or requesting refunds from the Government of Sri Lanka
for fnefficient une of U.S. Government funds.

Discunnion

U.S.A T D./ST 0 LLanka project agroements ntipulated a
opeciiic dollar amount of host country contributions anu in
moat cases  required the Goverament to provide a apacified
level of in-kind contributions nsuch ap project ntaffing,
The agreements  alao  required the Government of hHri Lanka to
provide all resourcen, (n addition to A.1.D. funde, to carry
out the project effectively and in a  timely manner, In
accordance with A.1.D. Handbook 3, Appendix 6A, each project
agreement alro provided that:
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-- if A.I.D.-funded goods or services were not used
effectively for project purposes because the Government
of Sri Lanka did not comply with its obligation under
the project agreement, A.1.D. may require the Government
to refund the amount of disbursements for those goods or
services.

A.I.D. Handbook 3, Chapter 11, stipulated that missions'
monitoring of host country contributions was critical to
project success. Project officers were required to assure
that the host country provided its contributions on a timely
basis by comparing planned versus actual host country inputs
(e.q., financial, staffing and logistical support). In
addition, A.1.D. Handbook 19 srescribed policy and
procedural guidance for «carrying out effective financial
monitoring of host country contributions for project
implementation. This quidance req'ired mission controllers
to :

-- review and assure the adequacy of host country
accounting and reporting systems on host country
contributions;

-- revicw project implementation from a financial
management point of view to determine whether project
objectives were met economically and efficiently by the
application of funds for manpowes, supplies, equipment
and facilities from A.I.D. and ltost country funding
sources; and

== provide financial analyses expertise to mission
menagement of  the causes and possible solutions in the
event the host country 1is delinquent or shows other
evidence of difficulty in providing 1its required
contributions,

The primary purpose of this monitoring is to alert mission
and host country management about potential implementation
problems and enable the minsion to make judgements as to the
continuing appropriatenens of project design and the need
for in-depth evaluationn,

U.5.A.1.D./5ri Lanka had taken actions to assure that the
Government of 511 Lanka provided ftn required
contributionn, For example, agreements for at least five of
the active projects included conditions precedent to funding
or project covenants which required the Government to
provide a npecified level of project staff, Also, starting
with the quarter ended Decoember 31, 1986, U.S.ATLD,
required that their quarterly project implementation reports
identify the level of hoat country financial contributions
provided and any problems in project staffing.



In their comments to the draft report, U.S.A.1I.D./Sri Lanka
believed the audit should also give U.S.A.I.D. credit for
the following actions: (1) establishment of comprehensive
budgetary monitoring procedures, (2) analysis of the
historical record of host country contributions for all past
U.S.A.1.D. projects, and (3) research by the U.S.A.I.D.
legal advisor on the 1issue of local currency accounting
regarding U.S5.A.1.D. agreements and funding under the
Mahaweli projects.

Notwithstanding the good efforts by U.S.A.1.D./Sri Lanka to
control host «country contributions, there was no assurance
that the Government of Sri Lanka contributions equivalent to
about $203.2 million would actually be provided. The
Government did not always provide its required staffing,
financial, and logistical support contributions to projects
which resulted in the inefficient wuse of A.I.D. funds and
loss of economic benefits to the Government and people of

Sri Lanka. An  inadequate monitoring system prevented
U.S.A.1.D. tfrom taking timely action to ldentify and resolve
host country contribution problems. The tollowing sections

discuss these problems and U.S.A.1.D./Sri Lanka monitorship
therecof.

Staffing - Project stafting 1S an essential component  in
most A.I.D.-financed projects in Sri Lanka and especially
for projects with institutional development objectives,
Thercfore, the Government of Sri Lanka's failure to provide
required project staffing may be the most serious and
widespread host country contribution problem,

For example, the Water Supply and Sanitation Sector Project
Agreement  signed  1n August 1984 included a Condition
Precedent that the Government {11l 76 designated positions
by a planned date,  The agreement  also  included 4 spectal
covenant that the Government ensure that autficient
qualified professdional and support  staff were hired in  a
timely manner to mect  project requitements.  The technical
ansistance contractor reported that an of Januvary 1987, four
of the 76 positions to be tilled by Januvary 1986, were
vacant. The contractor aiso reported that  an  additional 29
"key ntaff  positions” were also vacant, However, there wat
no avallable linting ddentifying the total number  of Koy
staff positions destgnated tor  the project, Furthermore,
the Government of  Sr1 Lanka  had  not  formaily  accepted  a
specified number  of  stat!  poiitions other  than the 76
originally included n the Condition Precedent, The
ntaffing ntatun of hey  ponitionn during project
fmplementation could not be detepmined becagie thore wag  no
periodic reporting of Lthis information.



A consultant who reviewed this project in October 1985
reported that the failure of the Government of Sri Lanka to

provide counterpart staffing resulted in .nefficient use of
the technical assistance contractor staff and related A.1.D.
funding. In addition, the head of the Government of Sri
Lanka implementing agency reported to U.5.A.1.D./5ri Lanka
in September 1985 that counterpart staff problems may be the
primary cause for serious delays in institutional
development. The U.S.A.I.D. project officer estimated that
the staffing problems resulted in at least a six month
implementation delay. Based on the economic analysis in the
project paper, this delay could result in a $2.1 million
loss in Dbenefits for the first five-year period after A.I.D.
participation in the project ends in 1989,

For some projects current data was not available on the
rnumber and significance of staff shortages, Exhibit 2
provides additional examples of staffing pnroblems,

Financial- Financial contributions account for $203.2 (45
percent)  of the overall estimated project costs of
approximately $453.4 million for active A.l1.D.-financed
projects in Sri Lanka. The following examples show that the
Government's failure to provide 1its intended or required
financial contributions caused p.oject implementation
problems.,

== The Government did not provide its required financial
contributions under the Paddy Storage and Processing
Project which had a project assistance completion date
of June 30, 1984. The shortage resulted in not building
a large milling complex under the project. As a result,
A.T1.D.-funded equipment purchased before April 1981
valued at more than $342,000 was not utilized. At the
time of our audit n April 1987 the Government
implementing agency was still planning to build the
complex, but did not have the required funding, This
project wan dincussed in the Office of Insipector General
Audit Report No, 5-383-87-%; dated July 7, 1987. Even
if thin equipment in  eventually used;  the unnecesgsary
intereast cost to the U.S. Government, based on  the
applicable U.b, Treanury fnterest rates  over  the
piv-year perfod the equipment wan not  uned,  amounted  to
about $178,000,

== The Government  did not purchase {ts share of {nsecticide
an required for 1986 under the Malaria Control Project,
The  Government wan  to  purchase the insecticide in July
196% but did not purchase it until January 1946, The
delay {n making the purchane significantly increaned the
cages of malarfa in 1986 and resulted {n unnecessary
costs (treatment conts, incone loss and drug coats) of
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about $375,000 to the people of Sri Lanka. These
projections were based on the economic and social
analysis included in the project paper and discussions
with the project officer.

-- U.S.A.I1.D./Sri Lanka increased its obligations under the
Reforestation and Watershed Management Project by $3.8
million in 1983 to accelerate the planting of trees.
Tree planting costs were to be fully funded by the
Government of Sri Lanka. However, due to constraints in
the Government's funding for this project,
U.S.A.I.D./Sri Lanka agreed to cover about 50 percent of
these costs.

Generally, U.S.A.I.D./Sri Lanka did not have adequate
information to determine if the Government of Sri Lanka
provided its required financial contributions to projects.

Logistical Support - The Government of Sri Lanka did not
provide the required 1logistical support to the technical
assistance contractor under the Water Supply and Sanitation
Sector Project, A consultant reported in October 1985 that
vehicles, typewriters, office equipment, adequate office
space and other support to be provided by the host country
were not assigned or were marginally supplied. The
consultant estimated that the inadequate support resulted in
the contractor only being 50 percent effective tne first
three months of the contract. The contractor was paid a
total of $227,000 for work during this period.

U.S.A.I1.D./Sri Lanka Monitoring - U.S.A.I.D./Sri Lanka
procedures were inadequate to effectively monitor Government
of Sri Lanka contributions to U.S.A.I.D. projects, A basic
weakness was that U.S.A.I.D./Sri Lanka did not establish
policies and procedures which required the Govc.nment to
report on its project contributions. Although project
agreements between U.S.A.I.D./Sri Lanka and the Government
of Sri Lanka included a genectal provision that the
Government furnish any project reports requested by A.I1.D.,
none of the active agreements specifically required the
Government to report on host country contributions.

In response t.o our questionnaire on host country
contributions, the mission reported that the Government was
providing periodic financial reports on host country
contrihutions for only 3 of the 11 active mission-financed
projects in Sri Lanka. However, ditcussions with U.S.A.1.D.
project officers showed reports were provided for only two
pProjects. These reports were submitted monthly or quarterly
based on informal arrangements by the respective mission and
Government project officers.,



In the same questionnaire, the mission reported that the
Government did not have, or U.S.A.I.D./3ri Lanka did not
know if the Government had, adequate accounting systems to
account specifically for host country contributions for 6 of
the 11 active A.I.D.-financed projects. Concerning the
remaining five projects, mission and Government officials
said adequate systems did not exist for one project and
mission officials said no accounting system reviews were
performed to assure adequate systems existed under the other
four projects.,

When the Government reported on their contributions,
U.S.A.I.D./Sri Lanka had no assurance that the reported
information was accurate because they failed to review the
Government's accounting and reporting systems for any of the
11 active A.I.D. financed projects. For example, the host
country implementing agency for the Water Supply and
Sanitation Sector Project reported total host country
contributions as of March 31, 1987 were about $674,000. As
shown in Exhibit 3, about 77 percent of this amount was for
unallowable ($94,000) or questionable ($424,200)
contributions. In anticipation of the audit, the Governument
implementing office reviewed its accounting system and found
it inadequate to account for host country contributions to
the project. The office officials discussed the problem
with the U.S.A.I.D./Sri Lanka project officer and new
procedures were developed which should help resolve the
problem. Additional examples of problems with the
Government's accounting and reporting system are discussed
in Exhibit 4.

Mission officials stated they were not fully aware of A.I.D.
Handbook 19 requirements to ensure the adequacy of host
country accounting and reporting systems on host country
contributions.

U.5.A.I.D./Sri Lanka issued a draft mission order in March
1987 to improve U.S.A.I.D. monitorship of host country
contributions, The mission order prescribed procedures to
help ensure that Government of Sri Lanka financial
contributions were provided. One procedure was to have a
high level Government office report semi-annually on host
country contributions to all A.I.D.-financed projects.
However, at the end of our audit work in Sri L.anka, no
definitive procedures had been established and no host
country contribution reports had been submitted to
U.S5.A.1.D/Sri Lanka by the designated Government office.

Although U.S.A.1.D./Sri Lanka was monitoring the status of
host country staffing for A.I.D.-financed projects, the
¢iamples of problems provided above and in Exhibit 2 showed
the mission did not always know the staffing ntatus and did



not always take timely action to resolve the staffing
problems. This occurred because the mission did not
establish policies and procedures specifying Government of
Sri Lanka implementation agencies periodically report on the
status of filling positions. 1In addition, the mission had
not established policies and procedures for formally
evaluating the effects of staffing shortages on meeting
project objectives. These evaluations could identify either
a need to redesign the project or reduce/realign the
designated staff positions.

Mission officials said no refund was requested from the
Government of Sri Lanka for the inefficient use of u.s.
Government funds as a result of insufficient host country
contributions in the three areas discussed above: staffing,
financial and logistical support. Although the project
agreements provided for such refunds, the officials said the
mission did not have procedures for determining and
requesting the amount of refund due.

Conclusion - U.S.A.I.D./Sri Lanka has taken positive actions
in attempts to ensure the Government of Sri Lanka provided
its required contributions. Nevertheless, the mission still
needs to improve its monitorship of host country
contributions. The mission needs policies and procedures to
ensure that the Government has adequate systems to account
for and report on total contributions including staffing,
financial, and logistical support. 1In addition, they should
develop procedures to 1identify the effects on project
implementation when the Government does not provide its
required contributions and take the appropriate timely
action on the problems.

Management Comments

U.S.A.1.D./Sri Lanka believed its policies and procedures
for monitoring host country contributions were generally
adequate and, therefore, did not fully concur with the
recommended actions., The mission was concerned that the
report did not fully recognize the actions taken by the
mission to improve its monitoring of host country
contributions prior to the audit. The mission identified
several of these actions.

U.S.A.1.D./Sri Lanka believed the policies and procedures
drafted in early 1987 and used by the mission were generally
appropriate to ensure the adequacy of the Government of Sri
Lanka's accounting and reporting systems on host country
contributions, The mission, however, did concur that the
policies and procedures should be refined to improve
controls in this area.



U.S.A.I.D./Sri Lanka stated that new project agreements will
include a specific covenant requiring the Government of Sri
Lanka to report regularly on the Government's project
contributions. However, the mission did not believe a
similar requirement was needed for ongoing projects because
the mission project officers already prepared reports on
host country contributions under these projects.

U.S.A.I.D./Sri Lanka did not concur that policies and
procedures should be established to periodically determine
the effects of the Government's failure to provide its
required project contributions and to take appropriate
timely actions such as redesigning projects or requesting
refunds from the Government of Sri Lanka for inefficient use
of U.S. Government funds. The mission contended that any
additional reporting requirements in this area would simply
repeat information already received by mission management.

Office of Inspector General Comments

Regarding U.S.A.I.D.'s comments that the audit report did
not fully recognize the extent of U.S.A.I.D. efforts, the
Office of the Inspector General notes that audit reports
primarily focus on problems and the related recommendations
which require management attention. However, the report
discussed in several places that prior to our audit
U.S.A.I.D./Sri Lanka 1initiated good efforts to improve its
monitoring of host country contributions to A.I.D.-funded
projects. In addition, U.S.A.I.D./Sri Lanka's comments on
their additional efforts have been recognized and added in
the report.

Whereas the mission recognized 1in their comments that some
refinements in their policies were necessary, we believe the
audit report identified the need to further establish
policies and procedures in specific areas to improve the
mission's controls over Government of Sri Lanka
contributions to A.I.D.-financed projects.

U.S.A.T1.D./Sri Lanka comments were responsive to the
recommended actions to ensure the adequacy of the Government
of Sri Lanka's accounting and reporting systems on host
country contributions, Therefore, part (a) of the
recommendation is considered resolved and will be closed
when the mission provides evidence that corrective action
has been implemented.

U.S.A.1.D./Sri Lanka comments were not responsive to the
other three parts of the recommendation. Therefore, these
parts are unresolved and will be retained.



This report supports that U.S.A.I.D./Sri Lanka did not have
adequate policies and procedures to ensure the Government of
Sri Lanka provided its required contributions, In our
opinion, periodic reporting by the Government of Sri Lanka
on its contributions for ongoing projects along with the
pPlanned reporting requirement for new projects will improve
U.S.A.1I.D./Sri Lanka controls over host country
contributions. Part (b) of the recommendation can be closed
when the mission provides evidence that the recommended
action has been implemented. Part (c) of the recommendation
can be closed when the mission provides evidence that parts
(a) and (b) have been implemented.

U.S.A.1.D./Sri Lanka could also improve its monitorship of
host country contributions by developing procedures to
assess the impact of inadequate or untimely Government of
Sri  Lanka contrinutions to projects and to take appropriate
action when such problems occur. The procedures could
require that the project officer formally prepare such an
assessment. For example, the assessment could ldentify if
(1) the stipulated staffing levels were needed, (2) the
Project needed to be redesigned when the required rescurces
were not provided within a specified timeframe, and (3)
inadequate host country contributions resulted In
inefficient use of U.S, Government funds.,

The procedures should also require timely U.S.A.I1.D. action
when host country contributions problems occur as indicated
in the assessments. In this way, U.S.A.I.D. could be in a
better position to ensure compliance with the project
agreements and at the same time protect the interests of the
U.S. Government. Part (d) of the recommendation can be
closed when U.S.A.1.D./Sri Lanka provides evidence that it
has completed the recommended action.

Additional U.S5.A.1.D./Sr1 Lanka's comments concerning
specific U.S.A.1.D, projects were considered and
clarifications and revisions to thig report were made where
deemed appropriate.



B. Compliance and Internal Control

Compliance

The audit disclosed two major compliance weaknesses,

- U.S.A.1.D./Sri Lanka did not comply with A.,I.D.
regulations in Handbooks 3 and 19 regarding monitorship
of host country contributions to A.l1.D.-financed
projects.

- The Government of Sri Lanka did not always provide its
project contributions as required under the project
agreements,

Other than the conditions cited, tested items were generally
in compliance with applicable laws and regulations, and
nothing came to our attention that caused us to believe that
untested items were not in compliance,

Internal Control

The audit disclosed that internal control systems were not
in place or working tc ensure that the financial and other
commitments of the Government of Sri Lanka to support
A.l1.D.-financed projects were being met, The audit review
of internal controls was limited to the findings presented
in this report,



AUDIT OF
CONTROLS OVER GOVERNMENT OF SRI LANKA

CONTRIBUTIONS TO A.I.D.-FINANCED
PROJECTS IN SRI LANKA

PART III1 - EXHIBITS AND APPENDICES




Project
No.

383-004)

383-0055

383-0056

383-0058

383-0062

383-007)

383-007%

38)-0082

18)-0088

J6)-0080

38)-0083

Analysis of A.I.D. and Government of

Sri Lanka Estimated Punding Re uirements

for Active Projects as of April 1, 1987

Project Title

Malaris Control

Reforestation and
Watershed Management

Mahaweli Basin
Development Phase 1

Diversified Agricul-
tural Research

National Institute of
Health Services

Mahawvel{ Basin
Development Il

Mahaveli Environment

Private Entorprise
Promotion

Water Supply and
Sanitation Sector

Irrigation Syatems
Management

Agricdlitural Planning
and Analysis

Estimated Cost

Exhibit 1

Government Other
A.I1.D. Sri_Lanka  Dponors Total
(in $ thousands)
$ 29,000 $ 48,100 $ 990 § 78,090
8,293 5,700 - 13,993
10,000 5,755 1,625 17,380
11,400 5,200 - 16,600
1,900 1,200 1,580 4,680
110,000 112,000 29,000 251,000
5,000 1,900 - 6,900
4,000 3,600 - 7,600
12,300 7,300 - 19,600
18,600 9,700 - 28,300
6‘600 2'700 - 01300
$217,09) $20),155% $33,19%  $453,40
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Examples of Inadequate Host Country Staffing
for A.I.D.-Financed Projects

This exhibit provides additional examples of inadequate host
country staffing for A.I.D.-financed projects.

The agreement for the Diversified Agriculture Research
Project approved 1in August 1984 required as a covenant that
the Government of Sri Lanka ensure that sufficient numbers
of qualified professional and support staff are hired and/or
assigned in a timely manner to meet the project
requirements. The project paper specified that the
Department of Agriculture would hire 88 new staff members.
This number was reduced 1in 1985 to 67 by the Government's
Ministry of Agriculture on a request made by the
Government's Ministry of Finance and Planning. This number
was further reduced by the Government's Treasury to 39 new
positions. U.S.A.I.D./Sri Lanka stated that at a minimum 67
full staff for 1986 should be hired. As of March 1987, only
37 of the 67 minimum staff required had been hired. Thus,
after 2 1/2 years, the Government had hired only 55 Fpercent
of the minimum 67 staff required.

The Government of Sri Lanka agreed as a Condition Precedent
for signing the agreement for the Irrigation System
Management Project that the annual work plans should contain
the names and summary qualifications of individuals who have
filled new positions. The agreement was signed August 25,
1986. Only 4 of the 40 positions to be filled by January
1987 were filled as of February 1987,

A Malaria Control Project amendment signed in April 1984
included a Condition Precedent that the Government would
staff 107 key vacancies {n the implementing agency by April
1905. The latest ntaffing data available at U.S.A.1.D./Sri
Lanka showed that 82 of the 107 vacancies had been filled an
of March 1985, No nubnequent nataffing reports on thig
project were recefved by U.5.,A.1.D./8ri Lanka and minsion
officials did not know how many of the posftions remained
vacant an of April)l 1987. An Augunt 1983 amendment to the
Malaria Control Project reported that the Government of Sri
Lanka's faflure to provide the required staff was the most
critical conatraint to project proqrens, The Project
Assiatance Completion Date was revised from June 30, 1982 ¢to
October 130, 1987, In their comments to the draft report,
U.5.A.1.D./8r{ Lanka {ndicated that the vacancies should

Qt
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have been filled by July 1986. However, their comments did
not provide definitive information as to whether the
vacancies were in fact filled,

The agreement for the Agricultural Planning Analysis Project
approved in Auqust 1986 required as a Condition Precedent
for disbursement that an agricultural Flanning wunit should
be formed in the major implementing agency by November
1986. The wunit had not yet been formed by the end of April
1987 and A.1.D. had not spent any money under the project,
The economic analysis in the project paper projected that
incremental henefits to the Government of Sri Lanka would
begin to accrue in 199Z. For example, benefits in 1992 and
1997 were projected at $1.8 million and $8.9 million,
respectively, Based on the analysis and discussions with
the project officer, a six month delay would result jn 4
loss of benefits to the Government of Sri Lanka of about
$4.4 million during the five-year period beginning January
1, 1992,



Category
of Costs

Government
customs
taxes

Consultant/
contractor
Services

Building

Lands

Rent

Exhibit 3
Page 1 of 2

Unallowable and Questionable

Host Country Contributions Reported

as of March 31, 1987 Under the

Water and Sanitation Project

Amount Unallowed
or Questioned

$ 67,319

$ 26,785

$392,857

$ 27,247

$ 3,571

Reason

Unallowable: Not a Government
expengse. Regional legal

advisor and project officer
stated this was not an
allowable host country
contribhution,

Unallowable: Paid by the World
Bank. Regional legal advisor

and projuect officer stated this
was not an allowable host
country contribution.

Questionable: There was no
teceipt of purchase or document
of appraised value, Government
noted in 1en report on
contributions that this amount
was subject to confirmation., 1/

Questionable; There wan no
receipt ot purchase or document
of apprained value, 1/

Questionable: This was not an
expenfe Lo the Government., The
space wan for the technical
assistence contractor, out wap
in a Government building and
was not considered rentable
property and there wasg no
document of apprained value for
the épace,
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In responding to our draft report, U.S.A.I1.D./Sri Lanka
stated that documentation on the costs of building and
lands were available at the Government of Sri Lanka
implementing agency and at U.S.A.1.D./Sri Lanka.
However, at the time of the audit these documents were

not available.



Exhibit 4

Examples of Problems with the Government
of Sri Lanka's Accounting and Reportin
Systems for Host Country ContriEutions

The host country implementing agency for the Reforestation
and Watershed Management Project did not submit periodic
reports on host country contributions. In lieu of such
reports, U.S.A.1.D. officials used the Government's annual
budget submissions to identify the level of host country
contributions, This procedure did not identify the level of
host country contributions. For example, wusing the 1987
budget submission the project officer reported to mission
management that host country contributions in 1985 for
capital expenditures under one subproject amounted to about
$394,000. However, the Government's actual contributions
were only about $36,200. The difference included about
$350,000 which was reimbursed wunder this subproject by
U.S.A.I.D./Sri Lanka and about $7,800 for unallowable
inter-Government business taxes. The Government of Sri Lanka
project director said they would have no problem sgubmitting
quarterly host country contribution reports to the mission on
capital expenditures, However, the official added that their
accounting sgystem did not allocate an appropriate share of
recurrent expenditures to individual projects,

The host country implementing agency for the Mahaweli Basin
Development  Phane Il Project also did not submit periodic
reports on host country contributions, In response to the
questionnaire on host country financial contributions, the
project offficer reasponded that he did not know if the host
country implementing agency had an accounting ayastem to
account snpecifically for project contributions, To identify
how much the Government of Sri  Lanka contributed to the
project, a mianion official reviewed project reports  at the
implementing agency and  reported to minsion manaqement that
hout country reportn nhowed (using the exchange rate at the
time the project agrecment wan s1gned) the hont country had
provided $62 million through December 1946, However, the
official also  noted that an earlier report showed hont
country contributions an  of March 31, 1986 W e $105
million, The minnlon official who obtained the data did not
know why the earlier report showed more contributionn or the
reason for the difference in the reported amounts. The host
country contribution required under the project agreement was
$112 million,
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SUEJECT DRAFT AUDIT RFPORT CN AUTIT OF CONTRCLS CVFR
GOVERNMENT CF SRI LANKA CONTRIBUTIONS TO AIL

- FINANCFL PRCJECTS IN SRI LANKA

RFF: A) TRAFT REPORT

1. MISSION APPRECIATES THE OPPORTUNITY TO CCMMENT OM
TRE SCEJECT REPCRT., THE MISSION FFIIEVFS THAT TVE
REPCRT IS NOT FULLY BALANCED ANT THAT THF
RECCMMINTATIONS CC NCT FUILY REFLECT A) THP
SIGNIFICANT MI SSION INITIATEL MANAGEMENT PROCEDURES
ANT CCMPRFHENSIVF ANALYSIS TCNF FRICR TC NCTICE Ct¥
RIG/A INVESTIGATION ) ™RFY TESCRIPTION CF PROJENT
STATUS CONVEYED PY INTIVIDUAL PRNJECT OFFICERS 1C
RIG/A, ANT C) THE EARLIER RIG/A FAVCRAELY, AND WY
BELIFVE, ACCURATF ASSFSSMENT CF THF MISSICN'S
BANLLING CF THE 90ST CCUNTRY CONTRIBUTICN ISSUF, WE
BELIFVY THAT THE REFCRT WCULL P¥ MORF ACCORATE, IF
TRARCUGBOUT, THESE FACTCRS WERE MORE PRETCMINANTLY
NOTED, PSFFCIALLY IN TRF BXECUTIVF SU“MARY ANT IN THS
RECCMMENIATICNS TRE¥SELVES, SPECIFICALLY, [N THE
INTIRESTS CF PALANCF AND FAIRNFSS THF RFFCRT SRC"IN
NOTE THAT PRIOF 1C NCTICF OF RIG/A INVESTICATION ANT
ARRIVAL IN SR] LANKA, TFF ™ISSICN TID Il CF TRY
FOLLOWING AT ITS CWN INITIATIVE: (1) IT FSTAPLISHER
BULGFTARY MONITCRING PRCCYD'RIS WHICH WERF
CCMPREFFNSIVE AND ATYPICAT C) MCST AIT MISSICNT,
TRCEF FRCCFLURES WERE BASET CN AN [% TFPTH STJDY CF
TRAY EULGITARY TRCCESS AKD »} KNOW AFF UNUATCHED |V
THE ACTIVITY OF ANY OTHFK LCNCR IN COUNTHY, () Tus
MISSICN CONZUCTEL AN PYTEANSIVE, 4F JAGE=FING]T
SPACEL ANMALYSIS CF THL RISTORICAL R¥COR! CF prsT
CCUNTRY CONTRIFUTICANS FCP ALl CF 0% }AST FuCJENTS,
TAIS ANALYSIS WAS IN FACT USHI BY THF AUTIICHR "ne]es
PIS VISIT, () THFP PISSICN LBGAL CJVISCR SFCEARCYFD
BOTH THE ISSUT C) LCCAL C'IRRENCY ACCOUNTING WITH
RESPEICT 1C CUR AGRFEMENTS ANT FUNTING UNDFR (NS
FABAWEL]T PROJECTS. AGAIN TPIS MATEFIAL W95 U°PD BY
THY AUDI1OR,

AS TRY AULIT RPFCRT SAYS (PAGE 10) QUCTY T9% PRIMANY

PURFOSE C) IMIS MCNITORING 1¢ 10 ALERT PISSICN AND
HOST CCUNTRY MANAGMEAT APOUT PCTENTIAL IMPLE®INATION

1/ CNCLASSITIRD CCLOMIO eeB76e/ed
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PROPLEMS, UNQUOTE. IN THAT SINSTY THI MISSION pﬁge 2 ofls

RPEIRIVIES THAT CERTAINLY SINCI THE BIGINNING CF 1C€E7

ALL OF TRE ABOVE ACTIONS COMBINED WITH MISSICN

MANAGEMINT ATTINTION BAVE LONY PRICISFLY THAT.

CORRECTIVE ACTICNS IN BARIY 1GE7 ARJ NCT RECCGNI2ED,

ANL INSTIAL THY IMPRESSIOMN IS GIVIN THAT TH?

SUESTANTIAL CHANGES WE INITIATED VERE DOME CR ARZ NOW

BYING TONE AT THY RECOMMINIATION CP RIC/A. SUCH WAS

NOT TRI CASE.

2. AS RIG/A AVARE, CURING RIS VISIT RIG/A ALSO WAS
LOOKING AT TRE STATUS OF PROJECT COMPLETION REPORTS.
IN BIS LRAFT REPCRT CN THAT SUBJECT RIG/A NCTED TRAT
TBE MISEION RAS CUOTE INITIATET CONSCIENTICUS ANT
EXCILLENT EFPORTS TC MONITOR BOST COUNTRY
CONTRIFUTION WRICHR SRCULD BELF RESOLVE THE PRCRL¥M C}
ALTCRESSING ROST COUNTRY CONTRIBUTIONS. UNQUOTE IN
ACCITION, TRE BACKGRCUND SFCTION OF THAT EARIIFR
REPCRT NOTEL THAT A FREVIOUS SURVEY OF 11 COUNTRIES
FOUND THAT MISSICNS HAD NOT IETERMINEL THE ACTUAT
AMCUNT C} THE HOST GCVERNMENTS CONTRIPUTICK FCR 42 C¥
THE 49 PROJECTS, AND HE WENT CM TO TELL US THRAT MOST
MISSICNS HAT NCT EVEN ADDRESSEL TERE ISSUF IN ANY WwAY,

. IN VIFW CF TRAT CVERAIL AGENCY FERFCRMANCE,
MISSION PERFORMANCE TC MONITORING THE HCST CCUNTRY
CONTRIEUTION WCDOLD AFPEAR TO PE EXCELLENT. IN CUR
CCNVERSATIONS WITH RIG/A, WE WIRE TOLD THAT 1RE
PROCEDURES WHICH WE RAD INITIATEL PPIOR TC TRE
ARRIVALI CY¥ 1RE RIG/A VISIT WYRE COMFRFRENSIVE ANT
WOULID F} SRARFL WITH CTHER MISSIONS AS AN EXAMPIF
THAT OTRER MISSIONS COULL FOLION, WEF, 19FREFCRF, ARE
SOURPRISIT FY THE DRATT R®PORT RECOMMINLING A SFRIFS
C¥ CORRICTIVE ACTIONS, WHICH CERTAINLY MAY NEED
RYFINEMINTS AS WE BFCOMY MORF KNOWLEDGAP'F CF THF
AREA, EUT WHICH WERF IN FACT I“PLIMENTEL PRICR 1C THF
RIG/A VISIT, WE BELIEVE TH® REPORT NWELS TC BE
SUESTANTIALLY MOLIFIED FRIOR 1C ISSUANCF "C CCRRECT
TRAT IMPRESSION,

4. OUR CCMMINTS BELCY ARE LISTEL BY THE INLIVIDUAL
PORTIONS OF THF RECOMMENDATICN, RECOYMFNDATICN A, C.
ANT D, WwOULT REQUIRF SLIGHT ADJUSTMENT YHILE B. IS
ggFIICATlV! ANT SHONLIT BF WITEDRAWN, CHR CCNCURRANCF

N37€R
NNAN

1/3 UNCLASSTFIED CCICMBC welne0/01
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TC TRE RECOMMENDATICAS ARE SUEJECT 1C THEST Sﬁg:"§1§f1¢
ADJUSTMENTS.

4.A. CUCTE RECCMMENDATION NO 1.: A. WF KECCMMEND
TBAT U.S.A.I.D./SRI IANKA ESTABLISB POLICIES AND
PROCETURES 1C FNSUR® TFE ATFOTACY OF THE GCVERNMENT
CF SRI LANKA®S ACCCUNTING ANI RFYPORTING SYSTFM CN
BCST CCONTRY CONTRIEUTICNS UNQUOTI MISSION CCMMENTS:
MISSICN RFLIEVES THAT TEHIS RECCMMINIATICN SHCULD P¥
SUESTANTIALLY MOTIFIED AS IN FACT SUCH PCLICIFS AND
PRCCEIURES WIRE DRAFTED AND USEL EY THE MISSICN AT
MISSICN INITIATIVE PRIOR TO THRE ARRIVAL CF TEHE

RIG/A. AS RIG/A AVARE, TRISE WERI COMFRERENSIVE
PROCFILURFS WRICH INCIUDED TEF TIMING CF RUDCYITARY
CCNTRIBUTIONS VIS A VIS TRI GOVERNMENT CF SRI LANKA
BULGETARY CYCLE AND INVOLVED MISSION SUFPORT STATFF,
TECENICAI RESOURCES, GCVERNMENT LINTE MINISTRIES £S
WEIL AS KXY OFFICIALS CF TPF MINISTRY OF PIANNING ANT
FINANCE, THBI PFST FVIDENCF OF THIS IS THAT AS A
RESULT OF TRCSE PRCCEDURES, TEIS YEAR WE WERE ABIF T0
PRESFRVE A NUMPFR OF CUR FRCJFCTS’ FONLING IEVFLS
FRCM SUBSTANTIAL CUTS AS A RF¥SULT OF GCVFRNMENT
DEFENSY BUTGET?S. OTHER DONCRS IN COUNTRY HAVE NOT
EFEN AS FCRTUNATE ANT BAVF PFEN SFVERFELY CUT.
USAID/CCLOMEO FASSED CUR PRCCELURES TO RIG/A WHC SAII
RY WOULL BE CIRCULATING THEM TC OTHYFR MISSICNS AS A
EXAFPLIE CF WHAT COULD BE DONF IN THIS TIFFICUIT

ARFA. A RECOMMENDATION WHICB SAYS THAT THE MISSICN
SECULT REVIEW ANT RFFINE ITS EXISTING FCLICIES TC
FURTRER IMFRCVE THEM WOU'D AFFTAR TC EE AFFRCPRIATE.
4.P. RICOMMINTATION NO 1.: P, QUCTF CETAIN PFRICDIC
REPORTS FROM THE GOVERNMENT OF SRI IANKA ON ITS
STAFPING, FINANCIAL AND LCGISTICAL SUTPCRT
CCNTRIBUTIONS TC AIT FINANCIAL PRCJIECTS; UNOUCTE. WE
BELIEVE TRAT THIS RECCMMENTCATION SHCULI Y WITHDRAWN
SINCE W} LO IN FACT GET REGUILAR REPCRTS CF STATFING
AND OTHIR ASPFCTS OF FRCJECT MANAGEMENT THROUGY OUR
PROJECT OFFICFRS AS REQUIRFL. WE ARE RFLUCTANT TC
ESTABLISE LUFLICATE REFCRTING SYSTEMS WYERE TYFY ART
NOT NECESSARY ANL NCT AN AGENCY REQUIREMENT.

STAFFING LIVELS, WRICY BAVE EFEN OF LCNGTIME MISSION
CONCYRN, ARE A REGUIAR TOFIC AT PROJECT
IMPLEMENTATION REVIEWS SO W® BELIEVE THEY ARF IN FACT
RECEIVING MANAGYMENT ATTENTION. TRIS IS FRCEARIY
BEST EVIIENCEL BY THE FACT TREAT ONE ¥AY RIG/A
ICENTIFIED THIS AS A PRCRI®M WAS BY MISSICN REPCRTS
CN FII} WHICH CIEARIY NOTYL STAFFING FRCELEMS. TFOF
NEW PRCJSCTS A RFQUIRFMENT ON KFPCRTING CF HOST
CCUNTRY CONTRIEUTION RAS EEEN ADDIT T0 THF PRCJECT
AGREEMENT, (SE® FARA 4.C. PILCH).

4.C. RICOMMENDATION NC 1,: C. OUCTI ENSURE THT
GOVFRNMINT CF SRI LAAYA PROVIIES ITS REQUIRED PRCJECT
CONTRIPUTION. "UNCUOTE MISSICN COMMENT: WRIIF WF
BELIEVI 1HE MISSION PROCEIU®ES THAT WE HAVE ALREALY
PUT IN FIACE DFSCRIPED IN FARAS 2 AND 4.A. ABCVF WIIL
HILF INSURE THAT, THIS YEAR IN OUR NTW TRCJECTS TPE
MISSICN PAS TAKEN TRF INITIATIVI WRERY AFPRCERIATY TC

2/3 UNCLASSITIEL COLOMBO eef762/02 ry



e/2 UNCLASSIFITD CCICMYC 20%%7€ER/0¢2
Appendix 1
ADD A SPICIPIC COVENANT TBAT THE GOVERNNMENT CF SRI Page 4 of ¢
LIANEA REPORT REGULARLY CN THE BPCST COUNTRY
CONTRIBUTION TC LATE. COPIES OF TPT APPLICAEPLE
AGRFEMINT WILL FF PASSFD TC RIG/A DECN FINAI
NEGCTIAIICN ANI SIGNING., TBUS WE EILIEVE TEAT TRIS
REQUIRIMINT ALRFADY EAS BIEN FOLLY MET,

4,L, 1, .,.T. QUCTE PERIODICALLY IETERMINE THE
IFPICTS CP THE GCVERNMENT OF SRI IANKA’S FAIIURF TO
MEET ITS STAFFING, FINANCIAI, AND ICGISTICAL SUPPCRT
CONTRIPUTIONS TO PROJECTS ANL TAKY APPROPRIATE TIMFLY
ACTIONS SUCH AS REDESIGNING PROJECTS CR REQUFSTING
REFUNLS FROM THE GOVERNMENT OF SRI LANKA F(CR
INFFFICIENT OSED OF U.S, GOVIRNMENT FUNLS. UNCUCTE
TBE MISSION BELIEVES THAT TBE COMEINATICN OF AN
IXTINSIVE BULGETARY REVIEW PROCESS TOGFTHER WITR
PERIODIC REVIEWS,

PROJECT IMPLEMENTATICN REPORTS ANI DAY TC LAY
MONITCRING CF FRCJECTS IN FACT MFETS THIS
RECUIREMINT. ANY ADLITIONAT REPORTING REOUIREMENTS,
NC FATTER BCW STRUCTURED, WOULL SIMELY RFEEAT TEY
SAME INFCRMATICN WE ALRFALY RECFIVF. THE REFCRT
FAILS TC RECOGNIZE THY RANGY CF OPTICNS A MISSICN PAS
WRIN DEAIING WITH ADMITTELLY DIFFICULT FUNTING
ISSUES., REQUESTING REFUNDS IS REALLY THE LAST
OPTION, EUT MORE IMPCRTANT IN TF¥RMS OF ACRIEVING OUR
DEVEICPMINT CRJECTIVE IS TO FOCUS ON SOIVING FUNLING
BT

#57€2
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PROFLIMS BEFCRE THEY REACE A FCINT WHERE A REFUNI o
RRQUEST IS NECESSARY. VE BILIEVE WI ARF FULLY

MEETING TEX REQUIRENMINT ANL TEAT TRE RECCMMENDATICN

SHOULL PE WITEIRAWN.

$. _SCM} SPECIPIC DISCRIPTICNS OF PROJECT STATUS NFEL
TO BY ATLJUSTED AS WIILL:

.1, MALARIA CONTROL PROJECT: USAID TAKES EXCEPTION
TO TEE STATEIMENTS MADE REGARLING POSITICN VACANCIES
IN THE ANTI MALARIA CAMFAIGN, THE GSL IS IN FULL
COMPLIANCE WITH SECTICN 5.2 ANT 5.3, TISEURSEMENT OF
LOAN FUNLS, OF THE FRCJECT IOAN & GRANT AGREEMENT
WHICH ONLY REQUIRES "EVIDENCE TBAT THF CCOPERATING
COUNTRY IS MAKING SATISFACTORY FRCGHESS IN FIILING
ANY VACANT STAFF POSITICNS...AS REQUIREI, TO CARRY
OUT TBY APPROVFL PLAN OF ACTICN.” AS EXFLAINEL EY
TRE PRCJECT CFFICER, 82 OF TFF 1237 VACANCIES BAD EFEN
FILLEL ANI TRAT 117 WERE IN TRAINING FOR AMC
PCSITICN., ALL OF THESE PFRSCNS WQULD HAVE CCMFIETED
TEEIR COURSES AND BEGUN WCRK BY JULY 1, 1986. THERE
IS A LEITFR IN THE PRCJECT FILES T0 THIS EFFECT. IT
IS TREREFCKE INCCRRECT TO STATE THAT NSAIT DID NOT
ENCWY HOW MANY PCSITICNS REMAINEL VACANT,

WHILE IT IS CORRECT THAT THE GSL LIT NOT PURCHASE ITS
VALATEICN ON TIME, IT IS ERRONEOUS 10 IMFLY THAT TRE
UNNFCESSARY CCSTS WwHICH CCCUREL WEIRE PROJECT
FUNCEL. ALL CF THFSF "COSTS™ WERE BCRNE PBY THF GSL.
FURTHER, USAIT CALY CCULD BAVE ASSISTFL IN
ALLEVIATING TRESE CCSTS FAT WE IGNOREL THE
CONTITICNS FRECECENT TC TRE FRCJECT LCAN & GRANT
AGREEMENT. INSTEAD, USAID INSISTEL

THAT THF GSL COMFLY WITH TH® TFRMS CF TEF PRCJECT
LOAN ANI GRANT AGREEMENT BEFORE USAIT AUTHCRIZED
DISEURSEMENT OF LOAN FUNDS FOR MALATHICN,

5.2, PAIDY STCKAGE AND PROCESSING PROJECT,

3EZ-0041, P, 13-14- IT IS NOT ENTIRFLY CCRRECT TO
TO SAY THAT TEE MILL WAS NOT INSTALLEI BECAUSE OF
LACK CF GSL FUNTS WHEN TOT™AL CONTRITUTICN IN RUPFES
167 MILLION GREATLY EXCEED®L T"F RS.”1 MILLICN
SPECIFIFL IN TRF AGRYEMENT, SFCURITY COCNSIDFRATICNS
IN THE AREA ALSO AFFECTED TUF INSTALLATICN AS WFLL AS
BUCGET ONES. THE INTEREST CALCULATION TOES AOT
SPECIFY TRF RATE USFC. TRF MISSICN PRFSUMES IT IS A
VARIABLE RATE EASED CN USG RATE OVER THY PTRIOD I
QUESTICN, PUT IT IS NOT PCSSIELY TO UETFRMINF HCW THY
BIGR FIGORE IS CALCUIATED F¥RC™ THI INFCFMATICA
PROVILEL IN THE TEXT.

5.3. AGRICULTURAL PIANNING AND ANALYSIS, FEXPIMIT 2,

P.3 OF 2 - TRE STATEMENT THAT %4.4 MILLICN IN

BFNIPITS TO GSL WILL BI LOST TUE TO A SIX “CNTR CFLAY

1S UNSTPPORTEC AND TRE MISSION 1S UNCLEAR HCW TRISE

NUMPYRS CAN BE ARRIVID AT, THIY LC NCT SFI¥ TC

RIFIECT 1RE FACT THAT TRE ECOMOMIC ANALYSIS C¥ TR¥ ,
PRCJIECT SHOWS INCREMENTAL BFNEFITS ESGINNING TO /

3/3 UNCLASSIPIED COLCMEC oel76e/0T '\7



/3 ONCLASSIYIET CCICME” ¢eSnse/el

Appendix
ACCRUF CNLY IN YEAR €, nge 6 otls

.4, VATER SUPPLY AND SANITATION SECTCR PRCJFCT,
EXEIFIT 2, F=17. IT IS NCT ACCORATE TC SAY T9AT

77 FERCINT OF TBE HOST COUNTRY CONTRIBUTIONS WAS POR
UNALLOWAFLE, OR QUESTICNABLIF CONTRIPUTICNS. RECEIPT
AND DCCOMENTATION FOR THE PURCBASE CF LANDS AND
BUILDING ARF AVAILABLY WITE 1BE IMFLEIMINTING AGENCY,
THI NATIONAL WATER SUPPIY ANT DRAINAGE ECARD.
DCCUMINTATICN IS ALSC AVAILABLE IN USAID AS T0
OSNERSEIP ANI CCSTS CF THE LANLS ANT BUIIDING.

6. CONCLUSION: MISSICN BELIFVFS THAT LRAFT RYPORT
ANL REICCMMENTATICN WCULD BENFFIT FRCM A RELRAST
TAKING MISSIONS CCMMENTS INTC CONSIDERATICN., VE
EELIEVE, WITH THE PRCCEDURES IMPLEIMENTED SINCE THI
BIGINNING OF 1987, THAT THE MISSION IN FACT ALREADY
BAS MET THE MONITORING RFCUIRFMEINTS WHICH ICTP W¥ ANT
RIG/A AGREE SRCUIL BF IN PLACE, MISSION REOURSTS TF¥
OPPORTUNITY TO S¥E AND COMMENT AMENIEL DRAFT REFCRT
g:IOR TC ISSUANCE OF FINAI REPORT, SEAIN
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Inspector General
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Office of Programs and Systems Audit (1G/PSA)

Office of Legal Counsel (IG/LC)

Executive Management Staff (IG/EMS)

Assistant Inspector General for Investigations
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