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Attached is a copy of the final report on the subject audit. The
certified public accounting firm of Joaquin Cunanan & Co., Manila,
Philippines prepared the report dated January 25, 1988, A separate
report of tie exhibits mentioned in the report will not be issued,
rather they will be maintained in RIG/A/Manila offices. The report
containing the exhibits will be made available to USAID/Philippines
because the exhibit report contains the specific details needed by
the USAID to resolve the recommendations shown below.

The purpose of the review was to determine whether project funds
were being properly accounted for in compliance with the termns of
the qgraent and other applicable A.L.0D. policies and procedures, and
to identify and evaluate the intermal accounting and administrative

controls of the fund. The auditors reviewed accounts, reports and
other relevant documents to determine the adenuacy of the accounting
systems and procedures. Transactinns totaling 1405,173 or

approximately 62% of funds disbursed ior project implementation were
verified. 0Of this amount, $15,7214 in costs have been  guestioned  or
reconmended for disallowance.

0n the basis of audit procedures performed, the auditors suggested
several improvements to the systems and internal controls to better
protect USAID/Philippines funds, The TImplementing Agency for the
subproject Solar Crop is obligated to remit back to Lthe Bureau ob
Energy Development (BED) the amount of approximately $1,305., This
amount may ultimately need to be refunded to USAID/Philippines.
This amount represents expanditure in 1984 which was disapproved by
BED but still was part of the liquidation report. In addition, the
Commission on Audit of the Government of the Philippines did not
provide access to the original copies of the supporting documents.

As a result, the following recommendations will be included in  the
Office of the Inspector General's audit recommendation follow-up
system.



Recommendation No. 1

We recommend that USAID/Philippines resolve $15,214 in questionpd
and suspended costs and issue a bill of collectlon as appropriate
USAID/Philippines should also ensure that the Contingency
expenditure of $1,305 on the completed subproject Solar Lorp which
was disapproved by the Bureau of tneryy Uevelopment be refunded to
USAIO/Philippines if appropriate.

Recommendation No. 2

We recommend that USAID/Philippines make a determination as to who
is responsible for making sure that the subprojects' equipment is
dismantled, salvaged, or made operational as appropriate.
USAlD/Phlllpplnes should then recommend appropriate action to this
GOP division and monitor the actions taken. WUSAID/Philippines
should also consider A.IL.D.'s policy on recurrent costs in resolving
this recommendation.

Please advise this oftfice within 30 days of the actions planned or
taken to implement these recommendations.
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EXECUTIVE SUMMARY

Objectives and Scope of the Audit

Joaguin Cunanan & Company/Price Waterhouse (Phils.)
was commissioned to perform a financial and com-
pliance audit of the NonConventional Energy Develop-
mert Project and an inventory of project equipment
at. various project sites. Specifically, the audit
sought to:

1. determine 1f proper procedures have been
followed in the use and liquidation of funds and
in the procurement of goods and services:

2. conduct a physical count of proiect equipment to
establish location, appraise their condition and
assess theyr utilization in meeting project
objectives: and

3. examine on a general scale, decision-making,
planning, nprocurement  and  other procedural
points with 'y project implementation  in the
Tight  of project documentation specifications
and AID regulations.

The audit involved tha review and inspection  of
seventeen (17) out of the 23 sub-projects  started
within the period 1979 to 1983, At the time of  the
audit, twelve (12) were on-going and five (%) weaere
clnosed projects. The review did not  include an
evaluation of pertormance/operating efficiency of
the sub-projects,

Approach _to _the Audit,

To caticty Lhe objectives set fortn by the audit,
the audit team employed var ious audit steps and pro-
cedures, as follows:

1. Reviow of caagnificant portions of broject  docu-
ments  and familiarization with project mecha-
nics,
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2. Development and testing of an audit program via
a pre-audit survey which considered various cri-
teria developed as norms or standards by which
project efficiency 1in the areas of hand-
Ting/liquidation of funds, equipment accounting,
use and control, among others, can be compre-
hensively examined.

3. Familiarization with accounting and other sys-
tems (planning, procurement etc.) to establish
general and specific control areas in the course
of the audit.

Major Findings and Recommendations
Findings

As regards accounting for and disposition of project
funds, the audit team established the following:

1. Project expenditures were based on duly approved
programs/justifications.

2. The Comm'ssion on Audit representatives at the
Bureau of Energy Development (BED) and the
implementing agencies in coordination with BED-
Accounting passaed  on project e/penditures
through the conduct of post-audit which provides
general assurance that disbursed project funds
were in order and complied escentially with AID
requiremants,

3. Timely or reaular submission of financial/liqui-
dation reports by some  implementing  agencies
have not been observed. Delaved submission of
reports  to BED correspondingl, delayed subse-
quent fund releases/cash advances and created  a
huge backlog of unprocecsed Tiquidation reports.
It appears  that lack of understanding by the
implementaing  aqgencies of  aovernment/COA  rules
and roeqgeiations (erog. supporting documents/
requiyrements for cash advance liguidation) also
added to the delay an the processing,

11



On the physical inveriory of project equipment,
inspection and survey of project sites revealed the
following:

1. Project equipment installations are not insured.
Moreover, most of the equipment are currently
wanting 1in repair/replacement while a few are
st111 to be operationalized or installed.

2. The present information system at BED and the
implementing agencies 15 not adequate to proper-
ly monitor the performance and condition of
project equipment/installations.

3. Markings/identification of USAID funded and
procured cgulipment have been made only in
anticipation of the audit.

4, Some livelihood programs, such as ice plancs and
electricity aeneration projects which depend
Feavily on project equipment have been severely
affectzd by the 1noperational status of project
equipment .

Recommendatinons

The audit team proposes the following to help pro-
Ject mplementing agencies comply with AID regula-
tions, systems and documentation requirements
particularly as regards the use and Jiguidation of
project funds and handling, mbnltorlng and  control
of prolect eauipment:

1. Establish closer and perodic coordinat.ion with
USATD throuah regular exchanae of project finan-
cial and othoer anformation (e.q., reloases of
loan and arant fundz, dircct procurement  cove-
ring cguipment  and compliance viith  major  AID
requiremoentsn ),

2. Comptement, thee e o it gl revyyewand
audit of progect amplementors’ bookc of accounts
as reqgards project funds diopositaion with opera-
trons/project,  management, assessment, Project

1



management e.g., USAID project officers and the
implementing agency's project managers should
anticipate periodic and surprise audits (e.g.,
financial or operations audit). On _he part of
the implementing agency, they should undertake
more periodic visits/inspections of major equip-
ment installations particularly for projects
that are experimental 1n nature. Also, proj-
ect recipients/beneficiaries should be encour-
aged to document and report on the performance
of equipment and 1nstallations to facilitate the
provision of required repair/replacement.

BED should strictly enforce the provisions of
Lhe Memorandum of Agreement on reporting/fund
liguidation. In addition, written guidelines on
reporting/ligquidation requirements should be
developed for use by the implementing agencies,

BED should remind the ymplementing agencies  of
the insurance reguirement covering project
equipment and follow-up the same to ensure com-
pliance.

Rehabilitation of some projects (using unuti-
lized funds) that can continue to provide bene-
fits such as the IVES should be ccnsidered by
USAID/BED.,

v



II

RESULTS OF THE AUDIT AND SURVEY

Financial and Compliance Audit

A)

B)

Background

The NonConventional Energy Development (NonCon)
Project, which aims to assess the applicability
and feasibility of various nonconventional
energy technologies in the country, 1s carried
out through the NonConventional Resources Divi-
sion (NCRD) of the Bureau of Energy Development
(BED) and is funded by USAID through loans and
grants. Funds for the project are released by
the Bureau of Treasury to the BED-NCRD, which
N turn advances the funds to the implementing
agencies (IA). Specific gouds and services tor
the various projectls were directly provided by
USAID on behailt of the project (e.g., direct
purchase of commodities/equipment, foreign con-
sulting services). A few projects were term)-
nated 1n the early phase of the project. As of
15  September  19&7, there were 13 ongoing

and 10 closad projects., A listing of the 17
projects  detatiing USALIUL's  share  n Ltutal
project tunding and other relevant project

mformation 1s shown on page 2 of this report,

Qbjectives, Scope, Lamitations of the fudit
and Methcdoloqy ,

1. Objectives of the Audit

The objeclives of the financial and’ compliance
audit were to review the records and books of
USAID, BLOD-NCRD and project 1mplemonting  agen-
cies to determine 1 proper procedures  have
been tollowed 1n the procurement of goods  and
services and accounting for the use of  funds,
and to cramine on a general  scale, decision-
making, planning, procurcment and other  proce-
dural points within project tmplementation n
tho light. of progect documentation specifica-
tions and AID regulations.,
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2., Scope and Limitations

The audit consisted of a pre-audit survey and a
detailed audit. The survey covered an assess-
ment of availability of and access to records
while the audit included the examination of
financial management/system, specifically the
following: (1) accounting for funds; (2)
methods of disbursements; (Z) appropriateress
and propriety of use of funds; and (4) proce-
dures for liguidation to determine if project
document specifications and AID regulations
were met.

The audit conducted from 14 to 29 September
1987 covered seventeen (17) subprojects, twelve
(12) of which were ongoing as of 15 September
1987. Five (5) closed projects were included
in the aud- t. ,

During the pre-audit survey, the following
limitations were established:

a. Records and supporting documents of closed
projects were hardly retrievable due to the
following rcasons:

- since some projects have been closed for
the laczt three or four years, specific
project records/documents are mixed with
other records and documents of the im-
plementing agency 1n the records ctaorage
areas

- files/storage arcas ware changed several
times and/or were found deztroyed Dby
termites.

h, Original copies of supporting documents Lo
various transactions were oventually sub-
mitted to the Commission on Audit (COA)
personncl acsigned ot the particular  im-
plementing  agency  which were Lhen filed
separately from itz other records. Hot only
did this situation necessitated additional
time Lo source out records but  also  re-
quirced colearance  from  COA Regional/Head
Office to verify original cupporting docu-=
ments.



To substar.tiate transactions wh=zre criginal
supporting documents could not be verified,
an alterna.ive procedure was adopted -
comparison of liquidation reports against
bocks of accounts and correspondence files
which reflected clearances or disailowances
of project funds/liguidation.

Where no records were avzilable at the
implementing agency, records and reports
filed at BED pertaining to the project were
reviewed.

c. The time alloted to conduct the audit was
quite short. Transactions covered involved
sevaral accounting per:cds and a thorough
audit would have reguired a comprehensive
review of similar ard recurring trans-
actiors from inceptiorn date (1973) to the
presert (30 June 1987).

Review of transactions caver ing project funds
contral and dicposition was made  on  expendi-
tures amountiang to B7,031,925 (or approrximately

UsS$4a0rn 1729, A far as oracticable, test for
compliance and adherence Lo internal accounting
controlsa Were Miatde on 3,475,542 or
approximately CIE5100 313202 (or 44% of 7.9
million). Of this  amount., P3ne 509 {or
approximately Uogt1a,7214) we e gues Lioned,
Materiality of amount was dsed as  basis Tor
testina. Erpenditur 24 canging from R2,000 Lo

R300,000 ware coveraed.,
3. Methodoloay

The audit was conducted through - execution of
the following worlk  steps: (1) review,
validation and acsessment of  grant.  agreement
and memorandums of agreaement; (7)) development
and testing of an audit program via a pre-audit
survey to establish audit scope and Timitations
as reqgards handling and Vimuidataion of  funds,

equipment accounting, amonag others, () rie:~
tarled rovicew of records, documents and reports
t.o cubstantiate adheroenso o aeneral and
specitie provisions of agraom..nt: sartioularly
in the  areas  of  fundgs daoboan nomente and
liguidation, accounting, uue andd coentrol of
project cquipment and progect fanancial ctatus
reporting: (4) familiarycation with other LYo

+

tems  (planning, pDrocur ament oteL )y Lo test
general and  specific project  admimistration



cont.rol areas; (5) discussion and  interviews
with TA's project accountant/bocklkesper; and
(6) review and evaluation of internal  control:
inciuding compliance.

Auditor s Opinion

The following is our opinion on the adherence
of the implementing agencies to project do-
cument specifications  and D regulations
pertaining to the handling and accounting of
funds as well as on the adegquacy of the mp e~
menting agencies' internal accounting control
system applicable to the NonConventional Energy
Development project.
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USAID~FUNDED NONCONVENTIONAL ENERGY DEVELOPMENT PROJECT
AUDITOR'S REPORT ON THE INTERNAL CONTROL SYSTEM

We have performed a financial and compliance audit of
the USAID-Funded HNonConventional Energy Davelopment
Project implemented by the Bureau of Energy Development
(BED) from 19879 to June 30, 1987 and have 1issued our
report thercon dated October 20, 1387. As part of our
examination, we made a study and evaluation of the
system of internal accounting control of the BED and its

implementing agencies Lo the extent we considered
necessary solely to dotermine the nature, timing and
extent of the other auditing procedures npoecessary  to

express an  opinion on the project  fund reltenses and
disbursem2nts as of June 30, 12937 and on the compliance

with project documentation opecifications  and AID
regulations in the accounting for the project Tunds  and
the use or disposition thercof., Accordingly, we do not

express an opinion on the syastem of internal accounting
control of the BED and 1Ln ymplementing aaencices taken
as a whole, However, during our examination, we did not
become aware of any conditions indizating a more  than
relatively Jow rick  (a) that error and irrceagularitics
N amounts material to the Project may occur and not  be
detocted within  a  tamely period and (b)) that  the
exi1sting oyntem of internal accounting control does nov
provide adequate sateguards against unauthorized use  or
disposition of project funds.

) . ) \
am JVITE ORISRV
¥

October 20, 1987
Makati, Metro Manila
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Exhibit I - 1
Page 2 of 2

RICE HULL-FED THERMAL POWER PLANT
Site: Cabanatuan City

FLY ASH CYCLUNE SLPARATIUN WITH BLOWER. This equipmernt
was damaged by Lhe friction caused by rice hull from
surge hopper.  (Please note the hole).  [his unit was
replaced by another set,




txhibit I ~ 2
Page 1 of 3

SOLAR POWERED PUMPING SYSEM
Site: Sitio Poo & Sitiv Aguho, Sa. Rosa

- e R L T v R oL ]

Beside the water tank, water buyers cue for water
at P0.50 per container. (lhe encircled container is
the standard container size)

0



Exhibit I -
Page 2 of

SOLAR POWERED PUMPING SYSTEM
Site: Sitio Poo & Sitio Aguho, Sta. Rosa

Water tank with the water level meter. The plastic
pipe which is beinyg used to check water level was
ouserved to be mossy.

W N



Exhibit I - 2
Page 3 of 3
SOLAR PUWERED PUMPING SYSTEM
Site: Sitio PUOU & Sitio Aguho, Sta Rosa

Polybutelene pipe which connects the control system
to the water tank, distance of 2 km, During high
tide, the pipe is under water.  The pipe is exposed
to sabotage by unfriendly villagers.



Exhibit I - 3

Page 1 of 5
INTEGRATED VILLAGE ENLERGY SYSTEM
Site: Pinamuk-an, New Washington, Aklan
roe B R L T

'ND BIOMASS REFRIGERATION &

[OR BETIE A0S Y1 382 ]

IVES Electrification and Ice Plant - a one storey
structure housing the plant and the generator used

to produce electricity ftor the island., At the time

of visit (Yeptewmber 28) neither the olectric generator
nor the ice plant equipment were operat ing, Ihe whole
plant has been ddle for the last 6 months.



Exhivit 1 - 3
Page 2 of 5

INTEGRATLED VILUAGE ENERGY SYSIEM
Site: Pinamuk-an, New Washington, Aklan

The pig pens (currently empty) constructed to de .onstrate
biogas ygeneratea from animal wastes.



txhibit I - 3
Page 3 of 5

INTEGRATED VILLAGE ENEKGY SYSTEM
Site: Pinamuk-an, New Washington, Aklan

The basement of the Samahang Nayon center filled with
Junk™ and some tools that go underwater at certain
times of the year,



Exhibit 1 -
Page 4 of

INTEGKATED VILLAGE ENLRGY SYSIEM
Site: Pinamuk-an, New Washington, Aklan

The inoperational heating tank where animal wastes
are accumulated to generate bioggas,

3
5



Exhibit T - 3
Page 5 uf 5

INTEGRATED VILLAGE ENLRGY SYSTLM
Site:  Pinamuk-an, HNew Washington, Aklan

fhe Azola punds - Y are empty while 7 are filled only
with wator zoerving o5 a good brecding place for mosquitoes,
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