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MEMORANDUM FOR U.S.A.I.D./Sri Lanka, Director, Peter Bloom
 

FROM: Thomas B. Anklewich, RIG/A/Singapore (Acting) 

SUBJECT: Audit of U.S.A.I.D./Sri 
Government of Sri Lanka 
A.I.D.-Financed Projects 

Lanka Controls Over 
Contributions to 

This report presents the results of audit of U.S.A.I.D./Sri
 
Lanka Controls over Government of Sri Lanka Contributions to
 
A.I.D.-Financed Projects. The compliance audit was made 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 to monitor 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.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 dlways
 
made. Additional progress was 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.
 

We are recommending that U.S.A.I.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 Inspector General for Audit/Singapore 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.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 progress 
was 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.
 

Project agreements required the Government 
of Sri Lanka to
contribute financial and resources
other to A.I.D.-financed
 
projects. A.I.D. 
 handbooks required that U.S.A.I.D.s
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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.S.A.I.D./Sri Lanka establish
 
policies and procedures in specific areas for better
 
controls over host country contributions. U.S.A.I.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 110 of the Foreign Assistance Act of 1961, as
 
amended provides that:
 

"No assistance shall be furnished by the United
 
States Government to a country under sections 103
 
through 106 of this Act until the country provides
 
assurances to the President, and the is
President 

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 by 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.Is 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 wan stressed in a March
 
1987 cable (State 084270) to all A.I.D. missions. The cable
 
stipulated that the A.I.D. Administrator strongly endorsed
 
certain principles for A.I.D. coordination with developing

countries to assure the efficient and effective use 
of host
 
country resources. The principles focused on 
 developing

well designed policies 
 and carefully appraised investment
 
expenditure programs for the effective use of host country
 
resources. The principles also provided [or the reqular

review oft host country investment programs to examine
 
progress and to consult on priorities.
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The need for host governments to provide and account for

their required contributions was one of the most frequently

recurring recommendations 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.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. See Exhibit 1 for an analysis of A.I.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 cnntributions to A.I.D.-funded 
 projects. The
 
audit coverea the 11 active projects requiring total
 

U.S.A.I.D./Sri Lanka procedures for monitoring Government of
 

contributions of about $203.2 million. The audit was 
performed in April 1987. 

The audit objectives were to (1) evaluate the adequacy of 

Sri Lanka project contributions and (2) determine if the
 
Government provided it.; 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 evi]uate U.S.A.I.D./Sri Lanka monitorship. In
 
addition to the questionnaires, the audit work included a
 
review of project documents and interviews with responsible

officials of U.S.A.I.D./Sri Lanka, the Government of Sri
 
Lanka and 
 a technical assistance contractor. U.S.A.I.D./Sri

Lanka comments on our draft report were received on August
27, 1987. Their comments have been incorporated in the 
report as appropiate and the, full eXt of the coin tin,1 are 
included as App*,dix 1. 

Review of internal admi nia trat ive :on Lrol t;and compl iance 
wan limited to the Iinuo ra i ned in ',hi report. The audit 
wan made in accordance with generally accepted government
auditing ntandardo. 
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AUDIT OF
 
CONTROLS OVER GOVFRNMENT OF SRI LANKA
 

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

PART II - RESULTS OF AUDIT
 

U.S.A.I.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.I.D./Sri Lanka initiated actions especially 
 in the
 
past year and prior to this audit to monitor the Government
 
of Sri Lanka's contributions to A.T.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 aroe identified and resolved in a timely manner.
 

This report recommends that U.S.A.I.D./Sri Lanka establish
 
policies and procedures in specific areas for better
 
controls over host country contributions.
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I. 	U.S.A.I.D./Sri Lanka Monitoring 
 of iost Country
 
Contributions Needed Improvement.
 

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

Recommendation No. 1
 

We recommend that U.S.A.I.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
 
contr ibutionc;
 

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

c. 	 ensure the Government of Sri L.anka provides its required
 
project contributions; and
 

d. 	 periodically determine th, effects of the Governmcnt of 
Sri LanKa's failure to meet itn staffing, financial, and 
logistical support contrihutions to pro)ectn and take 
appropriate timely actions such an redenigning projects 
or roque;,ting refunds from the Government of Sri Lanka
 
for inefficient use of U.S. Government funds.
 

Discusn ion 

U.S.A. I .•D./Sr i Lanka project agreements stI pulatod a 
apec itic dollar amount of hont country contr ibut Ionn anu in 
mont canr n requ I rod the Governmon t to prov ide a n17|*Cif ied 
level of in-kind contr Ihutionn nuch aa project nlta Ifing.
The ajr ,.'m'ntt alno r ,qu Ir- d the Government of 'or I Lanka to 
provide all r-obur.en, In addition to A.I.. funda, to catry 
out the projekt eo: fctive'ly and In a time'ly manner, In 
accor dance with A.ID. llandbook 1, Appendix 6A, eanch pr o)Oct
agreem.nt alno 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.I.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 b comparitg planned vrsus actual host country inputs 
(e.g., financial, staffing and logistical support). In 
addition, A.I.D. Handbook 1.9 2rescribed policy and 
procedural guidance for carrying out effective financial 
monitoring of host country contributions for project 
implementation. This guidance req' ired mission controllers 
to : 

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

review 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 manpowet-, supplies, equipment

and facilities from A.I.D. and lost country funding
 
sources; and
 

provide financial analyses expertise to mission
 
me~nagement of the causes and possible solutions in the
 
event the host country is delinquent or shows other
 
evidence of difficulty in providing its required
 
contributions.
 

The primary purpose of this monitoring in to alert mission
 
and host country management about potential implementation
 
problems and ensble the mission to make judgements as to the
 
continuing appropriaten,!fnn of project design and thc need
 
for in-depth evaluations.
 

U.S.A.I.D./Sri Lanka had taken actions to assure that the 
Government of Sri Lanka provided itsi required 
contributionsi. For example, agreements for at least five of 
the active projects included conditions prcedent to funding 
or proeect covenants which requ I red the (overnment to 
provi de a spec If Ied level of prop'ect staff. Also, starting
wi th the quarter ended Wecember 31, 1986, U.S.A. I.).
required that their quarterly project implementation reports 
identify the level of host country financial contributions
 
provided and any problemn In project otaffing.
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In their comments to the draft report, U.S.A.I.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.I.D. projects, and (3) research 
 by the U.S.A.I.D.
 
legal advisor on the issue of local currency accounting

regarding U.S.A.I.D. agreements and funding under the
 
Mahaweli projects.
 

Notwithstanding the good efforts by U.S.A.I.D./Sri to
Lanka 

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 use of A.I.D. funds and 
loss of economic benefits to the Government and people of
Sri Lanka. An inadequ ate monitor ing ,system prevented
U.S.A.I.D. trom taking timely action to identity and resolve 
host country contribution problems. The following sections
discuss these problem;s and U.S.A.I.D./Sri L monitorshipLnka 
thereof.
 

Staffinq - Project staft ing iS an essential corrpon.!nt in 
most A.I.D.-financod projects in Sri Lanka and especially
for projects with institutional development objectives.
Therefore, the Government of Sri Lanka's failure to provide
required project staff ing may 1e the most sier ious and
widespread ho.,t country contribution problem. 

For example, the Wat (-r Sup)ly and Sanitation Sctot Project
Agreement s i qned in August 1984 in(: uIdd a1 Cond t t ion
Precedent thait the Gove rnment f11l 76 di.s ignatad pos It i aOn 
by a planned date. 'Thv agreement is1 o i nc 1uded a npec I a1 
covenant that the Gove r niti-n t tn .r11 that tshti 'icient 
qualified profest;:onal and su pport staff weret inhi red A
timely manner to mee-t project requit ,m.nts. The tchntcalansintance contractor that , Janulr yr.pot ted %4!Of 1987, four
of the 76 )o,,it i oni to b. t i I lIed Iby .Jntuary 11016, w,.re 
vacant. The, a! repot t,.'d ancontr actor ;o that_ add it lona1 25 

'"key i;taff lposit Ionsi" wi-r,, )lfso ve'-,nt. llow,,ver, th,.re wasl 
no avi l1able listing id,.ntifyinq the, t.ot, I nimbe r of key
Staff de fo(r ti. t hr mpo n i t It)tin (In: IiInat-d t pi oj,,i't, iu t'e 
the G y')Verl[nomit of r I .'IInka h.1d nu(t I ! miIa ly ,tclcpted a 
apec if 1',d numb,'r ot1 t. 1t 1 p,+: I t Iour; (it h,' t han t he" 76 
or iginal ly i st:I t1,ldi ill t h," Conl It I ( I) 'I ,.t.' ,., t. Th.'
ntat f lig St,!it at tit; (It vey po.4 t I)ns hiql p)I uolc'tdorI 
implementat toll cou W rinot I,,1 dt Iiil d f,,e('tu - thl t, wat' 110 
per lodic rel)o tIni of th t l n Iorm,-tt to . 
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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 arid related A.I.D.
 
funding. In addition, the 
 head of the Government of Sri
 
Lanka implementing agency reported to 
 U.S.A.I.D./Sri 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 benefits for the first five-year period after A.I.D.
 
participation in the project ends in 1989.
 

For some projects current data not
was available on the

number and significance of staff 
 shor tag. s. Exhibit 2 
provides additional. examples of staffing problems.
 

Financial- Financial contributions account for $203.2 (45

percent) of the overall estimated project costs of

approximately 
$453.4 million for active A.I.D.-financed 
projects in Sri Lanka. The following examples show that the 
Government's failure to provide its 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. I . 1).- funded equipment purchased be to: e Apr i 1 1981
valued at more than 
 $342,000 was not utilized. At the
time of our audit in April 1987 the Government 
implementing agency was st i Il planning to build the
comp) ex, but did not have the requlred funding. This 
projecL was dincunned in the Office of I n pector G,:ee r a I 
Audit leport No. 5-383-87-5; dated July 7, 19117. Elven
if tht Ie*qu i pment is ,-ventuol Iy uned; the unnc,.. ar y
i nte rent con t to the U.. Gov. r nmen b,ia ,ed oil ihe 
aippl icable U.S. Tr easnur y itt,r n t I *s t. ov1,r the
i Y-year pe r i od t. h. *quipmt.nt wan not tJt.cI , lOLiount ed to 

about $178,000. 

The Government diol not purchafls it:ls hart. (f I o r:ictici do 
all required for 19116 tindoi the Ma I -it i a Cont I)I Project. 
The Governiti tt wait to put:chant , th. Ietiw :tlcidt, is July
1985 bt did not. putchile it. unt I I Januoil y 19116. The
do lay in miak ing th. Ipurcha s fic:ant ly *ad theoinit inc: 

crnen of malar In i 19116 and 
 r onu I ted in unneconrnar y 
conts (trentment cost, ineono lon and drug cont) of 

-7 
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about $375,000 to the people of Lanka.
Sri These
 
projections were based on 
 the economic and social
analysis included in 
the project paper and discussions
 
with the project officer.
 

U.S.A.I.D./Sri Lanka 
 increased its obligations under the
Reforestation and Watershed 
Management Project by $3.8

million in 1983 to accelerate th& 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 logistical 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 rcsulted in
the contractor only 
 being 50 percent effective the first

three months of the contract. The contractor was paid 
a

total of $227,000 for work during this period.
 

U.S.A.I.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 the
and Government

of Sri Lanka included a genetal provision that the

Government furnish any project reports 
 requested by A.I.D.,
none of the active agreements specifically required the

Government to 
report on host country contributions.
 

In response to our questionnaire on host country
contributions, the mission 
 reported that the Government was
providing periodic financial 
 reports on host country

contributions for only 3 of the 11 
active mission-financed
 
projects 
in Sri Lanka. However, discussions with U.S.A.I.D.

project officers showed reports 
 were provided for only two

projects. These reports were submitted monthly or quarterly
based on informal arrangements by the respective mission and

Government project officers.
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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

Sanitation Sector Project reported 

and
 
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 Governrment
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 problems
of with the
 
Government's accounting reporting
and 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.S.A.I.D./Sri Lanka a
issued 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 our
of audit work in Sri Lanka, no
definitive procedures 
 had been established and no host
 
country contribution reports had 
 been submitted to

U.S.A.I.D/Sri Lanka by 
the designated Government office.
 

Although U.S.A.I.D./Sri Lanka was monitoring the status of
host country staffing for A.I.D.-financed projects, the
cxamples of problems provided above and 
in Exhibit 2 showed
kne mission did 
 not always know the staffing status and did
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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. In 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 have
not 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. 
 In addition, they should
develop procedures to identify 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.I.D./Sri Lanka believed its and
policies procedures

for monitoring host country contributions were generally

adequate and, therefore, did not fully concur with

recommended actions. The mission was 

the
 
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.I.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, concur the
did that
policies and procedures should be refined to 
 improve

controls in this area.
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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, mission
the 
 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 not that
did concur policies and

procedures should be 
 established to periodically determine
 
the effects of the Government's failure 
 to provide its

required project contributions and take
to appropriate

timely actions such as redesigning projects requesting
or 

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 audit
the 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 initiated 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 in 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.I.D./Sri Lanka comments 
 were responsive to the

recommended actions ensure
to 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 resolvedi and will be closed
when the mission provides evidence that corrective action
 
has been implemented.
 

U.S.A.I.D./Sri 
 Lanka comments were not responsive to the

other three parts of the recommendation. Therefore, those
 
parts are unresolved and will be retained.
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This 
 report supports that U.S.A.I.D./Sri Lanka did not have
adequate policies and procedures to ensure the of
Government
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
planned reporting requirement 
for new projects will improve
U.S.A.I.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.I.D./Sri Lanka could also 
 improve its monitorship of
host country contributions by developing procedures
assess the 
impact of inadequate to
 
or untimely Government of
Sri Lanka contrioutions 
 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 identify if
(1) the stipulated staffing levels 
 were needed, (2) the
project needed 
to be redesigned when 
were not the required rescurces
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.I.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.I.D./Sri Lanka 
 provides evidence that
has completed the recommended action. 
it
 

Additional U.S.A.I.D./Sri 
 Lanka's comments concerning
specific U.S.A.I.D. projects were 
 considered
clarifications and revisions to 
and
 

this report were made 
 where

deemed appropriate.
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B. Compliance and Internal Control
 

Compliance
 

The audit disclosed two major compliance weaknesses.
 

- U.S.A.I.D./Sri Lanka did not comply with A.I.D.
 
regulations in Handbooks 3 and 19 
 regarding monitorship

of host country 
 contributions to A.I.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 to 
ensure that the financial and other

commitments 
 of the Government 
 of Sri Lanka to support

A.I.D.-financed projects were being 
 met. The audit review

of internal controls was limited to the findings presented

in this report.
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AUDIT OF
 
CONTROLS OVER GOVERNMENT OF SRI LANKA
 

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

PART III 
 - EXHIBITS AND APPENDICES
 



Exhibit 1
 

Analysis of A.I.D. and Government of
 
Sri Lanka Estimated Funding Requirements
 
for Active Projects as of April 1, 1987
 

Estimated Cost
 

Project 
 Government Other
 
No. Project Title 
 A.I.D. 
 Sri Lanka Donors Total
 

(in * thousands) 

383-0043 	 Malaris Control 
 * 29,000 	 $ 48,100 $ 990 $ 78,090 

383-0055 	 Reforestation and
 
Watershed Management 8,293 
 5,700  13,993
 

383-0056 	 Mahaweli Basin
 
Development Phase I 
 10,000 
 5,755 1,625 17,380
 

383-0058 	 Diversified Agricul
tural Research 11,400 5,200 
 - 16,600
 

383-0062 
 National Institute of
 
Health Services 1,900 
 1,200 1,580 4,680
 

383-0073 	 Mah3weli 
Basin
 

Development 	ii 
 110,000 	 112,000 29,000 251,000
 

383-0075 
 Mahaweli Environment 5,000 1,900 
 - 6,900
 

383-0082 	 Private Enterprise
 

Promotion 
 4,000 	 3,600 
 - 7,600
 

383-0088 	 Water Supply and
 
Sanitation Sector 
 12,300 7,300 
 - 19,600
 

383-0080 Irrigation System#
 

Management 18,600 
 9,700 - 28,300 

383-0083 	 Agricultural Planinn
 

and Analyula 
 __6j6 	 .. 2,700_ - 9300 

$217,093 	 $2030155 
 $33,195 $453o443
 

/
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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 in 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 in 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 percent
 
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 Janua:y
 
1987 were tilled 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 in the implementing agency by April 
1905. The latent staffing data available at U.S.A.I.D./Srl 
Lanka showed that 82 of the 107 vacancies had been filled an 
of March 1985. No nubnequent ataff ing reporti on thin 
project were received by U.S.A.I.D./Sri Lanka and mission 
officials did not know how many of the positions remained 
vacant an of April 1987. An Auguist 1983 amendment to the 
Malaria Control Project reported that the Govornmont of Sri 
Lanka'a failure to provide the required staff waa the moat 
critical constraint to project progress. The Project 
Ansintance Completion Date wan revised from June 30, 1982 to 
October 30, 1987. In their comments to the draft report, 
U.S.A.I.D./Srt Lanka indicated that the vacancies ahould 
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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 
 August 1986 required as a Condition Precedent
for disbursement that 
an agricultural planning unit 
 should

be formed in the 
 major implementing agency 
by November
1986. The unit had not 
yet been formed by the end of April
1987 and A.I.D. had not spent any 
 money under 
 the project.
The economic analysis 
 in the project paper projected that
incremental benefits 
to the Government of 
 Sri Lanka would
begin to accrue in 199-. For example, benefits in 
1992 and
1997 were projected at $1.8 
 million and 
 $8.9 million,
respectively. 
 Based on the analyni: and disicuntiionn with
the project officer, a six month 
 delay would result in i
loss of benefits to 
 the Government 
 of Sri Lanka of about
$4.4 million during the 
 five-year period beginning January

l, 1992.
 



Category 

of Costs 


Government 

customs 

taxes 


Consultant/ 

Contractor 

Services 


Building 


Lands 


Ront 
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Unallowable and Questionable
 
Host Country Contributions Reported
 

as of March 311 1987 Under the
 
Water and Sanitation Project
 

Amount Unallowed
 
or Questioned Reason
 

$ 67,319 	 Unallowable: Not a Government
 
expense. Regional legal
 
advisor and project officer 
stated this was not an 
allowable host country 
contribution. 

$ 26,785 	 Unallowable: Paid by the World 
Bank. Regional legal advisor
 
and project officer stated this
 
was not dn allowable host
 
country contribution.
 

$392o857 Questionable: There was no
 
receipt of purchase or document
 
of appraised value. Government
 
noted in its report on
 
contributions that this amount
 
was subject to confirmation. I/
 

S 27,247 	 Questionable: There wan no
 
receipt ot purchase or document
 
of apprained 	value. I/
 

$ 3,571 	 Quentionable: Thin wan not an 
expense to the Government. The
 
space wan for the technicaL
 
anniattnce contractor, Dut waR
 
in a Government building and
 
was not considered rentable
 
property and there was no
 
document of Appraised value for
 
the apaco.
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In responding to our draft report, U.S.A.I.D./Sri Lanka
 
stated that documentation on the costs of building and
 
la:ads were available at the Government of Sri Lanka
 
implementing agency and at U.S.A.I.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 Reporting

Systems for Host Country Contrihutions
 

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.I.D. officials the
used 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, using 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 under this subproject by

U.S.A.I.D./Sri Lanka about for
and $7,800 unallowable

inter-Government business 
 taxes. The Government of Sri Lanka

project director said they would have problem
no submitting

quarterly host country contribution reports to the mission on

capital expenditures. However, the official added that their

accounting 
system did not allocate an appropriate share of
 
recurrent expenditures to individual projects.
 

The host country implementing agency for Mahaweli
the Basin

Development Phane II Project also did not submit periodic
reports on host country contributions. In response to the

questionnaire on host country 
 financial contributions, the
project officer responded that he did not know if the host 
country implementing agency had an accounting system to
account specifically for project contribut.ions. To identify
how much the Government of Sri Lanka contributed to the
project, a mission official reviewed project roporti at the
implementing agency and reported to miss ion manaqement that
hoist country reporta showed (using the exchange rate at thetime the project agreement wan :iigned) the hont country had
provided $61 million through 1986. theDecember However,
off icial al no noted that an earl ier report showed hostcountry contribotions an of March 31, 1986 were $105
million. The minion official who obtained the data did not
know why the earlior report showed more contributions or the 
reason for the difterence in the reported amounts. The host 
country contribution required under the project agreement was
 
$112 million.
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F.C 1219: N/A 
SUPJECT: DRAFT AUDIT RYPORT CN AUIT CONTRCLSOF CVYR 
- GOVERNMENT C? SRI LANKA CONTRIBUTIONS TO AIr 
- FINANCFt PRCJECTS IN SRI LANKA 

RIF: A) rRAFT REPORT 

1. MISSION APPRICIATES THE OPPORTUNITY TO CCPMFNT OP
 
THE SMIJCT RFPCRT. TRI MISSION FIIEV!S THAT T"F
 
REPCRT IS NO7 FULLY PALANCED A'ID THAT TRF
 
RiCCMI'INEPTIONS rC NCT FIT1LY RIFLICT A) TRH
 
SIGNIFICANT mISION INITIATEr MANAGFMFNT PROCEDURFS 
ANt CCPPRIHINSIVY ANALYSIS tCNf FRICR TC NCTICF CT 
RIG/A INVISTIGATION o *H! tESCRIPTION C? PROJr.!T 
STATUS CONVIYFD PY INTIVIDUAl PPOJICT OFFICERS IC 
RIG/A, ANr C) THE IARLIER R!Y,/A FAVCRAFLW, AND WF 
D]hI!VI, PCCURATF ASSISSMYNr CF THY MISSION'S 
HANrLING Of THE 9os CCUNTRY CONTRIBUTICN ISSUF. WE 
1111l1 THAT THE RECRT wCUIr ?I MORI ACCURAT!, IT 

THRCUGOUT, THESE FACTCRS byPi MORE PR!DCmINPNTLl 
NOITD, ISFICIAtLY IN TRY IRFCUTIVY SU"MARY ANr IN INF 
RICCMMINIATICNS IHE"SELVT.. SPECIFICAILY, IF TlV! 
INIVRISTS CY PAIANCI AND FAIRNFSS THF PRTCRT SRC"IU) 
NOTI THAI PRI0 IC NCTICF OF RIG/A INVESTIGATION ANr
 
ARRIVAI IN SRI LANKA, TYF MoIsSICN rID AIL Cr TPY 
FOILOWING Al ITS CVN INITIATIVI: (1) IT YT7APLI 9F r 

PUrGFTAFY MONITCRINC PRCCID'1115 W91IC!I iIRI 
CCMPRIFINSIVi AND ATYPICAl Cl PC?'T AIr M!5SICNr.
 
TIICS! RCCIDUrS wVRi BASIr CP AN Il, rFFTHI hjri Cy 
THI HUDGITARY TRCCE~r AND l lNi Ap' I iAT4C41P 11 
THY ACTIVITY O ANY OTYHIN rf"CR IN COUNT4Y. (') T'll 
PISSIC, CONrUCTEE AN YTTENSIVI, 4! IAr,-rINIq 
SPAC I ANALYSIS CF Tf!I. RISTORICAL RCO t "Y 11"T 
CCUNTRT CONIRIIUIICNS 7CP iT CF O"', JA41 !rCJrCl.
THIS ANALYSIS VAS IN ?ACT '1S11 ?Y THT AUi17ri r'l~'s' 
PIS VISIT. ( ) lf? I"ISICN 1PAM £fISCH W!ARCMrF 
BOTH THI ISSUr CP LCCAL C'JlRRINY ACCt'Jh'TI,, ITH 
RISPICT 10 CUR AGRVEf'VNTS ANs ?VU1IKG UNDYR (T4
PAPAb!LI PROJICTS. AGAIN TPIS MAIIAL 01ODUO'" PY 
THI AUDIIOR. 

AS TRY MInT RIYFCHT SAYS (PAGI I) UCT 791 PWIPAHI 
PUPFOSl CI 1WIS PCNITORINt 1! T0 ALIRT I9!ICN AND 
HOST CCUNTRY MANAGMENT APOUT PCTINT|A, IMPLIPiATION 

112 VtCLASSl1IED CCLOI'10 tt7?6t/91 
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PROILIPS. UNQUOTE. IN THAT SINS! Til MISSION Page 2 of 
PIItIS TEHAT CERTAINLY SINCE TE U1MINNING 12 7 Pe 
ALL O THE ASOY ACTIONS COPIINED WITH MISSICN 
MANAGIPINT ATTINIKON HAVE rON! PRICISTLY THAT.
 
CORRECTIVE ACTICNS IN NARLY ~e? ART NCT R-!CCGNIZD, 
ANC INSTIAE THE IMPRISSION IS GIVIN THAT TH? 
SUJSTANIIAL CHANGES WE INITIATED WERE DONE CR AR! NOW 
BEING EONX AT THT RECOMMENEATION CF RIG/A. SUCH WAS 
NOT TH! CAST.
 

2. AS RIG/A AWARE, DURING PIS VISIT RIG/A AISO WAS 
LOO[IN( AT THE STATUS OF PROJECT COMPLETION RIPORTS. 
IN HIS rRAFI RTPCRT CN THAT SUBJECT RIG/A NCTED T9AT
 
THE PIS!ION HAS (VOTE INITIATir CONSCIINTICUS ANr 
EXCILLENT EFFORTS TC mONITOR HOST COUNTRY 
CONTRIPUTION WHICH SECLD HELP RESOLVE TH PRCPIYM C 
ADDRESSING HOST COUNTRY CONTRIBUTIONS. UNQJUOTE IN 
ADDITION, THE BACKGRCUND SECTION CF THAT EARIIFR 
RIPCRT NOTED THAT A FREVIOUS SURVIT OF 11 COUNTRIES 
FOUND TEAT MISSICNS HAD NOT ETTIRMINir THE ACTUAt 
AMOUNI C) THE HOST GOVERNMENTS CONTRIFUIICN FCR 42 0
THE 49 PROJECTS, AND HE WVNT ON TO TELL US TFAT POST 
MISSICNS HAD NCT EVEN ADDREeSD THE ISS1E IN ANY %AY. 

$. IN VIEW CF THAT CVIRAIL AGENCY FIRFCPMANCE,
MISSION PTPFORMAICE TO PONITORING THE qCST CCI1NTRT 
CONTRI!UTION WOULD AFPEAR TO PI EXCILIENT. IN CUR 
CCNVERSAIIONS WITH RIG/A, WE WIRE TOLD THAT IRE
 
PROCeDUReS WHICH WE HAD INITIATID PPIOR TO TRY 
ARRIVAl CE IRE RIG/A VISIT WIRE CoMFRFYENSIVE ANt 
WOUID 11 SHARFD WITH CTHER MISSIONS AS AN EXAtOPIF 
THAT OIPIR PISSIONS COULD FOLIOV. Wt, IFYRECRF, AR 
SURPRISI! FY THE DRAFT RTPORT RICOMMINrIN A SiRIS 
CY CORECTIVE ACTIONS, WHICH CERTAINLY MAy NEED 
RIFINIM.NTS AS WI PlCOP PORE KNOWLIDGPP'T OF THE 
ARA, EIUI WRICH WERE IN FACT I TMPLIMENTIr PRICR TO TR 
RIG/A VISIT. WE BLIETr, TH! REPORT NEDr, TC BE 
SUISTANTIALLY MODIFIED PRIOR IC ISS1'ANCY 'C CORRECT 
THAT IMPSSION. 

4. OUR CCMMINTS BELOW ARE LISTED BY THE INDIVIDUAL 
PORIIONS 01 TPl RECOMMENDATICN. RECOWMFNDATICN A. C. 
AND D. bOULr RVCUIRF SLIGHT ADJUSTMENT WHILE B. IS 
DUFIICATIVI ANr SHOrI PIP WITEDRAWN. CUR CCNCTIRRANCT 
BT
057co
 

NN NN 
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TC THI RICOPMENDATICKS ART StIJECT IC TES! Appendix
 
ADJU STM!NTS, Page 3 of
 

4.A. CtCTE RICCMMINDATION NO 1.: 
A. W? FECCMIFND

THAT U.S.A.I.D./SRI IANKA ESTABLISH POlICIES AND
 
PROCEDURES 19 INSURE Tot AIOIACY OF THE GCVIRNMENT

CY SRI LANKA S ACCOUNTING ANr RTPOR ING STSTIP CN 
BCST CCONTRY CONTRIPITICNS UNQUOTE MISSION CCMMENTS:

MISSION lILIIVIS THAT THIS RICCMMINrATICN SECU.D PT

SUISTANTIALLY MCDIFIID AS 
IN JACT SUCH PCLICITS AND

PRCCEDURES WIRE DRAFTED AND USED EY THE MISSICN AT
 
MISSICN INITIATIVE PRIOR TO THE ARRIVAL CF THE

RIG/A. 
 AS RIG/A AWARE, TRISE WIRT COMPREHENSIVE
 
PROCFDiRS WHICH INCIUDID THE 
TIMING OF PUDGITARY
 
CONTRIBUTIONS VIS A VIS THE GOVIRNMINT CF SRI 
LANKA
 
BUDGETARy CTCLE A&D INVOLVED MISSION SUPPORT STAFF,

TICFNICAI RISOURCES, GCVIRNMENT LINT MINISTRIES AS
 
WIIl AS KIT OFFICIALS CF THE MINISTRY OF PIANNING ANr

FINANCE. THI IFST FVIDINCE OF THIS IS THAT AS A
 
RESULT O THOSE PROCEDURES, THIS TEAR WE WERE ABIE TO
PRESERVI A NUMPITR OF CUR PRCJECTS' FUNDING IV~ELS
 
FROM SUBSTANTIAL CUTS AS A PSULT OF GCVFRNMENT
 
DEFE'Si turGETS. OTHER DONCRS IN COUNIRT HAVE NOT
 
PuEN AS ICRTUNATT ANr HAV F SFVERELY CUT.
PN

USAID/COLOMIO TASSED CUR PpCCEUrpES TO RIG/A WHC SAIl
 
H WOULD BE CIRCULATING THIE 
 TC OTIF? MESICNS 4S A

EXA'PI CF kHAl COULD BE DON) 
IN THIS tIFFICUIT
 
ARIA. A RECOMMENDATION '.AICH SAYS THAT T'IE MISSICN
 
SHCULD REVIEW AND REFINE ITS EXISTING FCLICIFS TC
 
FURTHIR IMPRCVI THEM WOU.D APEAR IC FE AFPRCPRIATE.

4.P. 1IICOMMINATION NO 1.: P. 
QUOT! CITAIN PFRICDIC
 
REPORTS FROM THE GOVERNMENT Of SRI LANKA ON ITS
STAFING, FINANCIAL AND LCGISTICAL SU.PCRT

CONTRIBUIIONS TC AID FINANCIAL PRCJICTS; UNOUCTE. 
 UT
 
BILIEVI THAT THIS RECCMMENEATION SHCULD FE WITHDRAWN
 
SINCE W) EO IN FACT GET RIGULAR RIPCRTS CF STAFFING
AND OTHIF ASPCTS OF PROJECT MANAGEMENT THROUGH OUR
 
PROJECT OFFICFRS AS REQUIpr£. WE ARE RELUCTANT TC
 
ESTABLISb DUPLICATE REFCRTIN% SYSTEMS W9XRE TIFY ART

NOT NICESSARY AND NOT AN 
AGENCY RIQUIREMENT.

STAIFING LIVILS, WHICH HAVE IIN OF LCNGTIME PISSION
 
CONCYRN, ARE A PIGUIAI 
TOPIC AT P.OJECT
 
IMPLIMINTATION REVIEWS SO W 
FELIT! THEY ARE IN FACT
 
RICIIVING MANAGIMENT ATTENTION. 
 TFIS IS FRCEARIT
 
BIST EVItENC!r PY THE FACT THAT ONT YAY RIG/A

IrINTIIIlD THIS AS A PRCI!FM %AS 
PY MISSICN REPCRTS
 
ON III) %HICH CIIARIY NOTIE !TATFING :PCFI!PS. FOP
 
NIW PRCJTCTS A RTOUIREMINT OK EIPORTING CF HOST
 
CCUNTRY CONTRItUIION1 
 H.S fFEl' ADDIr TO THE PRCJECT
 
AGRIEMINT. (SET FARA 4.C. ILCh).
 

4.C. RICOMMINDATION'NO 1.: C. OUCTI ENST!RF 
T9T

OOVIRNMINT CF SRI L0AkA PIOVIIIS ITS RFCUIRYD PRCJECT
 
CONTPIPUTION. UNQUOTE 
 PISSICN COMMINI: WHIle WT
 
BILIVI IRE PISSION PROCErU91S THAT WE HAlI ALREADY
 
PUT IN FIACE ISCRIBID IN :ARAS 2 AND 4.A. APCVT 
WIlL

VILF I SER THAT, THIS TEAR 
IN OUR NTW TRCJECTS THE

MISSICN PAS TAKEN TH 
 INITIATIVE WHIR AFPRCFRIATV TC
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IANIA RIPORI REGULARlY CN TRI FCST COUNTRY
 
CONTRIBUTION TC EATE. 
 COPIES OF TEE APPLICANI
 
AGRIETIIN7 WILL 11 PASSFD TO RIG/A PFCN FINAl
 
NIGCTIAIICN AN£ SIGNING. 
 'IHUS WE PILIFVE THAT THIS
 
RIQUIPIMINT ALRYADT EAS BlIEN FULLY 
IT.
 

4.E. 1. ..t. CUCTE PERIODICALLY tITERrIl'E THE 
EIFCTS CF T11 GCVERNMENT OF SRI IANKA'S FAIIURE TO
MIlI ITS STAFFING, FINANCIAl, AND LOGISTICAL SUPPCRT 
CONTRIPUTIONS TO PROJECTS ANr TAKE APPROPRIATE TIm!LY 
ACTIONS SUCH AS REDESIGNING PROJECTS CR RQUISTING
REFUNtS 3ROM THE GOVERNFENT OF SRI LANKA 7CR 
INEIFICIINT USED OF U.S. GOVERNMENT FUNrS. UNCUCTE

THE MISSION BELIEVES THAT TH COMFINATICR OF AN
 
EXTINSIVI lUrGITART RFVlIW PROCISS TOGITHER WITH
 
PERIODIC REIIEWS,
 
PROJECT IMPLIMENTATION REPORTS ANI DAY TC EAT
 
MONITCRING CF FRCJECTS IN FACT MEETS THIS
 
RICUIRIP'IN. 
 ANY ADEITIONAT RIPORTING REO!IIRTMENTS,

NC PA'ITI HCW STRUCTURED, WOULD SIMPLY RFFPAT TPT
 
SAMI INFCRtMATICN WE ALRTArT RICIVF. 
THE REFCPT

FAILS TO RECOGNIZE THE RANG! CF OPTIONS A PISSICN PAS
 
WHIN DTAIING WITH AD ITTEDLY DIFFICULT FUNDING

ISSUES. REQUESTING REFUNDS IS REALLT THE LAST
 
OPTION9, ET MORI IMPCRTANT IN TIRMS OF ACHIEVING OUR

DEVIICPVINT CTJICTIVI IS TO FOCUS ON SOIVING FUNDING 
PT457to
 

NNNN
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PROILIMS iFCR! THEY REACH A ICINT WHIRl A RIJUNE 
REQUEST IS NECESSARY. WE BELIEVE WE ART FULLY 
MEETING THI REQUIREMFNT AN THAT THI RECCMENDATICN 
SHOULI PE WITHtRAWN. 
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5. SCMi SPICIFIC DISCRIPTICMS OF PROJECT STATUS NEED 
TO It AtJUSTID AS WILL: 

5.1. MALARIA CONTROL PROJECT: USAID TAKES EXCEPTION
 
TO TEl STATIMENTS MADE REGARrING POSITICN VACANCIES
 
IN THE ANTI MALARIA CAMPAIGN. THE GSL IS IN FULL
 
COMPLIANCE WITH SECTION 5.2 ANI 5.3, rISIURSIMINT O
 
LOAN fUNrS, OF THE FRCJICT IOAN & GRANT AGREEMENT
 
WHICH ONLY REQUIRES "EVIDENCE TEAT THE COOPERATING
 
COUNTRY IS MAKING SATISFACTORY PRCGISS IN FILLING
 
ANY VACANT STAFF POSITICNS...AS REQUIRi, TO CARRI 
OUT TRI APPROVTD PLAN OF ACTICN." AS EXFLAINIL IY 
THE PRCJICT CIFICER, e2 0 TFE 107 VACANCIES HAD FIEN 
FILLID AN THAT 117 WERE IN TRAINING FOR AMC 
PCSITICN, ALL Of THISE PERSONS WOULD HAVE CCMPEITED 
THEIR COURSES AND BEGUN WCRK BY JULY 1, 19e6. THERE 
IS A LIlTIR IN THY PRCJICT FILES TO THIS IFFICT. IT 
IS THIRIFCI INCCRRECT TO STATi THAT usAIr DID NOT 
KNCt NO% MANY PCSITICNS REMAINIr VACANT. 

WHILE IT IS CORRECT THAT THE GSL tIr NOT PURCHASE ITS
 
MAIATEICN ON TIME, IT IS ERRONOTIS 10 IMPLY THAT TRE
 
UNNFCESSART CCSTS" WHICH OCCURED WIRE PROJECT
 
FUNDED. ALL CF THFSF "COSTS" WIRT PCRN! PY TH GSL.
 
FURTHIR, USAID ChLI CCULD EAVI ASSISTF IN
 
ALLEVIATING THESE CCSTS Fr WI IGNORE THY 
CONDITIONS PRECEDENT TC THY PROJECT LOAN & GPANT 
AGREEMINT. INSTEAD, USAID INSISTED 
THAT TRY GSL COPtLT WITH TH! TIRMS CF THY PRCJECT 
LOAN AN GRANT AGREEPENT BIFORE USAID AUTHCRIZED
 
DISIURSTMINT OF LOAN FUNDS FOR MALATHICN.
 

5.2. PADDY STCIAGF AND PROCISSING PROJECT,
 
3E-0041, P. 1"-14- IT IS NOT ENTIRET CCRRECT TO
 
TO SAY THAT THE MILL WAS NOT INSTALLEI PECAUSE OF
 
LACK CT GSL FUNrS WHEN TOM'AL CONTRI!UTICN IN RUPIS
 
167 MILLION GRIATLY EXCEEDED T'"i RS.11 MILLICN
 
SPICIIIIi IN TF'PE AG.!EMENT. SICURITY CrNSIDTRATICNS
 
IN THI ARIA ALSO AFICTED TPF INSTAILATICN AS VFLL AS
 
PUDGET ONIS. THE INTEREST CALCULATION rOES OT
 
SPICIFY TR| RATI USFD. TPF MISSION PRTS9MES IT IS A
 
YARIAPLI RATE EASED CN USG RATE OVER THE ?"RIOD IN
 
QUISTION, ET- IT IS NOT PCSSIFLY TO DETERMINE HOW TR!
 

w
SIGN FIGORI IS CALCUIATfD TRC THE INFCF!MATIC
 
PROVI1IE IN THE TEXT.
 

5.3. AGRICULTURAL PLANNING AND ANALYSIS, TXPIIT 2,
 
P.3 	01 2 - THE STATEPINT THAT $4.4 MILLICN IN
 
IFNIFITS TO GSL WILL If LOST tIE£ TO A SIX %CNTH MELAY
 
IS UNSVPPOR !D AND TRY MISSION IS UNCLEAR 4Cb THISE
 
NUMPYRS CAN IT ARRIVID AT. THIT CC NCT S!Im TC 
RUI7ECI 1 TACT THAT THE ECO%'OMIC ANALYSIS CV TPT 
PROJECT SHOWS INCREMENTAL IFNIFITS IT0INING TO 
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!.4. WAT.R SUPPLY AND SANITATION SICTCR DRCJJCT, 
IEFIPIT , :-17. IT IS NCT ACCURATE TC SAY T14T 
77 FERCINT OF YEZ HOST COUNTRY CONTRIPUTIONS tAS FOR 
UNALLOVAPLE OR CUESTICNABI! CONIRIPUTICNS. RECEIPT 
AND DCCUIINhATION FOR THE PURCHASr CF LANDS AND 
BUILDING ARI AVAILABIL bITB IH1 IMILIMINTING AGENCY, 
THI NATIONAl VATIR SUPPLY ANr DRAINAGE ICARD. 
DCCUMINTATICN IS ALSC AVAILABLE IN USAID AS TO
 
ObNIRSFIP ANI CCSTS CY 79E LANrS ANr PUILDING.
 

6. CONCLUSION: MISSICN BIIIYVIS THAT rRAFT RrPORT 
ANE RICCMMINDATICN WCULD BENHTIT JRCM A FIERAFT 
TAKING MISSIONS CCMlwENTS INTC CONSIDIRATICN. WI 
HIIE1I, WITH THE PRCCEDURIS IMPLEMFNTED SINCE THI 
BEGINNING OT 1987, THAT THE MISSION IN FACT ALREADY 
HAS MIT THE MONIIORING RFUIRTMINTS WHICH ICTP W ANt
RIG/A AGRPE SHCUID BF IN PIACE. MISSION REOU STS TFI 
OPPORTUNITY '0 S.E ANT) COMMENT AMINriD DRAFT RFPCRT 
PPIOR TC ISSUANCI OF FINAl RIPOT. SFAIN 
BT 

NNNN 
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