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The Fund Accountability Statement of International Science and Technology
Institute, Inc. presents fairly the expenditures incurred under the contract 
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were identified. 
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TO: 	 Charles F. Weden, Mission Director 
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JU SA D 
FROM: Jne .Durnil, RIG/A/Singapore 

SUBJECT: 	 Audit of Contract No. ANE 0354-C-00-8030-00 with International Science and 
Technology Insti:ute, Inc. - Indonesia 
Audit Report No. 5-497-92-20-N 

The accounting firm of Hans Tuanakotta & Mustofa, the Deloitte Ross Tohmatsu International 
affiliate in Indonesia, performed a financial audit of USAID/Indonesia's contract with 
International Science and Technology Institute, Inc. (ISTI) under the Health Sector Financing 
Project in Indonesia. Five copies of the audit report are enclosed for your action. 

The purpose of the Project is to develop the institutional and policy context needed to ensure the 
financial sustainability of child survival programs. This encourages a larger role for non
government entities in the provision and financing of personal health care and helps the 
Government of Indonesia reallocate its resources to favor child survival programs, many of 
which are difficult to finance privately. Pursuant to a grant agreement between USAID and the 
Government of Indonesia, and a contract between USAID and U.S. Small Business 
Administration, ISTI was to provide training and consultancy services for the Project under a 
cost plus fixed fee type contract. The period covered by the audit was April 1, 1988 through 
June 30, 1991, during which ISTI reported that a total of $7,775,767 was received from USAID 
and $7,821,333 was expended under the contract. This audit only covers the Indonesian 
operations of ISTI, which expended $3,337,291 of these funds. 

The audit objectives were to: (1) determine whether the Fund Accountability Statement of ISTI 
presents fairly the expenditures incurred under the contract with USAID/Indonesia and whether 
the expenditures were allocable, allowable, and reasonable; (2) report on ISTI's system of 
internal controls; and (3) report on ISTI's compliance with applicable laws, regulations, and 
contract terms. 



The auditors reported that the Fund Accountability Statement of ISTI presents fairly the 
expenditures incurred under the contract with USAID/Indonesia. No material internal control 
weaknesses were noted, and ISTI complied, in all material respects, with applicable laws, 
regulations, and contract terms. However, two non-material instances of noncompliance were 
identified. 

The management of ISTI agreed with the auditors' findings and recommendations. Their 
comments, which are set out in two letters, are summarized under each individual finding in the 
report and the letters are attached as Appendix 1. 

We are making the following recommendations to be included in the Inspector General's 
recommendation follow-up system. 

Recommendation No. 1: We recommend that USAID/Indonesia: (i) resolve 
the issue on the payment of Value Added Tax with the Government of 
Indonesia and International Science and Technology Institute, Inc.; (ii) 
require the contractor to determine the total amount of Value Added Tax 
paid to date; and (iii) recover from the contractor or the Government any 
such costs that have been incurred under the contract. 

Recommendation No. 2: We recommend that USAID/indonesia verify that 
International Science and Technology Institute, Inc. establishes and 
implements adequate procedures to fully comply with USAID's property 
management standards. 

We appreciate the courtesies and cooperation USAID/Indonesia and ISTI extended to the auditors 
and our staff during the course of this audit. 

Please advise me within 30 days of any actions planned or taken to close the above 
recommendations. 

ii 
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No. 130792 IW AID ISTI SRI July 13, 1992 

Mr. James B. Durnil 
The Regional Inspector General 

for Audit/Singapore (RIG A/S) 
United States Agency for International 

Development (USAID) 
111, North Bridge Road 
No. 17-03, Peninsula Plaza 
Singapore 0617. 

Dear Mr. Durnil, 

This report presents the results of our audit of International Science and Technology
Institute, Inc. (ISTI) and its contract with USAID/Indoiesia (USAID/I) on the Health 
Sector Financing Project (HSFP) Contract No. ANE 0354-C-00-8030-00 for the period
from April 1, 1988 to June 30, 1991. Our audit pertains to ISTI Indonesian operations
only and does not include ISTI's disbursements made outside Indonesia. Also, our audit 
does not cover ISTI's management policies, and systems and procedures on its outside 
Indonesian operations. 

BACKGROUND 

Indonesia, a country with a population of over 160 million, has a high infant and child 
mortality rate relative to its ASEAN neighbors. In 1988, infant and child mortality 
were estimated at 70 per 1,000 live births and 17.8 per 1,000 children aged 1 to 4 
years, respectively. Tetanus, diarrhea and respiratory infections were the primary 
causes of death and malnutrition acting as a serious underlying factor. 

The Government of Indonesia (GOI) has designated several child survival and other 
related programs as a priority development area. Substantial progress has been made in 
reducing rates of fertility, and infant, child and maternal mortality. Progress has been 
possible because of an expanding economy which allowed for large public sector 
allocations to health budget. But in 1985, falling world oil prices severely curtailed 
revenues from Indonesia's largest source of income and foreign exchange. This 
economic situation impact all government sectors and also the health budget, especially
the Ministry of Health's ability to provide the preventive and promotive health service, 
which directly influence child survival. 

DffRlntemao 
Deot. Ross Tohmatsu 
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USAID's Involvement in the Project 

In relation to the above, GOT requested USAID/I's assistance in (1) reducing infant
mortality and crude birth rates, (2) expanding its public health training and research 
program and, (3) expanding its program of child survival throughout the country. 

USAID responded with several projects, one of them being the HSFP. This project
started in 1988 with completion date on March 31, 1995. Total estimated project cost is 
US$ 20.5 million. USAID's contribution, in the form of grant to GOT, amounts to US$ 
15 million, while the GOT contribution is US$ 5.5 million. 

Project's Goal and Purpose 

The purpose of the HSFP is to develop the institutional and policy context needed to 
ensure the financial sustainability of child survival programs. This encourages a larger
role for non-government entities in the provision and financing of personal health care 
and helps the GOT begin to reallocate its resources to favor child survival programs, 
many of which are difficult to finance privately. 

The specific objectives are as follows: 

1. To encourage greater private sector involvement in health and family planning. 

2. To ensure sustained levels of financing for child survival and family planning 
programs. 

3. To improve public sector efficiency in child survival and family planning. 

4. To develop human resources for health and family planning programs in the public
and private sectors. 

The linkage between the pt'rpose and goal of HSFP is direct. Continued progress in 
reducing rates of infant and child mortality will depend on the sustainability of child 
survival programs. The total amount of resources for health must be expanded by
harnessing private sector dynamism to finance curative care, allowing the government 
to focus its efforts on child survivals. 

ISTI'S CONTRACT 

ISTI's contract with USAID/I, which is a cost plus fixed fee type contract, is a 
subcontract from USAID main contract with U.S. Small Business Administration 
(SBA). 

The main contract between USAID and SBA provides that SBA should furnish the 
supplies and services related to HSFP, pursuant to the Grant Agreement between 
USAID and GOT. It also provides that SBA subcontract all its responsibilities under the 
main contract to ISTI. 
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The services to be provided by ISTI under the subcontract include training and 
consultancy services for the HSFP. 

AUDIT OBJECTIVES AND SCOPE 

We conducted a financial audit of ISTI's Fund Accountability Statement pertaining
to its contract with USAID/I on HSFP (Contract No. ANE 0354-C-00-8030-00) for the
period from April 1, 1988 to June 30, 1991. The Fund Accountability Statement 
comprises of the statement of expenditures, which pertains only to ISTI's disbursements 
that were made in Indonesia, and the notes for this statement. 
The results of our work, which pertain only to ISTI's Indonesian operations, are 
reflected in the following accompanying Independent Auditors' Reports: 

1. Fund Accountability Statement 

2. 	Internal Control Structure 

3. Compliance with the Terms of the Contract, Applicable Laws and Regulations 

The audit did not include the examination of the transactions made by ISTI,
Washington in the United States as the supporting documents for these transactions are
maintained in the U.S. However, for information purposes only, included as part of
Note 3 to the Fund Accountability Statement is a statement of receipts and expenditures
for the whole project. 

The objectives of our work were to determine whether for ISTI's Indonesian 
operations: 

a. 	The Fund Accountability Statement under the HSFP presents fairly the expenditures
for the period from April 1, 1988 to June 30, 1991 in accordance with the terms of
the Contract with USAID and to identify costs which were not fully supported with 
adequate records or which were not allocable, reasonable or allowable under the 
terms of the Contract. 

b. ISTI's internal control structure is adequate to provide reasonable assurance that 
assets are safeguarded against loss from unauthorized use or disposition and that
transactions are executed in accordance with the Contract and authorizations and are 
properly recorded to permit the preparation of vouchers or invoices in accordance 
with the Contract. 

c. 	ISTI has complied with the applicable laws, regulations and terms of the Contract. 
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The audit was conducted in accordance with generally accepted auditing standards and
Government Auditing Standards issued by the Comptroller General of the United States 
(Yellow Book) and accordingly, included such tests to determine whether funds were
being properly accounted for and used as directed by the Contract and other applicable 
program documents and the laws of Indonesia. 

The scope of our work primarily included the following general procedures: 

a. 	Holding meetings with USAID/I, ISTI and RIG/A/S officials. 

b. 	Reviewing the contracts between USAID/I, SBA and ISTI, including all amendments 
and modifications, action plans, pertinent sections of the AID standard provisions,
and correspondences and minutes of meetings between USAID/I and ISTI; as well as 
project reports maintained by ISTI and USAID/I. 

c. Reviewing ISTI Indonesia's internal control structure, accounting records, and 
control procedures. 

d. Assessing ISTI Indonesia's compliance with the terms of the Contract, applicable
laws and regulations. 

e. 	In performing some of the above procedures, compliance and substantive testing
procedures were devised and performed. These include confirming balances with 
ISTI's head office and USAID/I offices. 

f. Designing appropriate audit steps and procedures to provide reasonable assurance of
detecting errors, irregularities, and illegal acts that could have a direct and material 
effect on the results of our audit. We were also aware of the possibility of illegal acts 
that could have an indirect and material effect on the results of our audit. 

SUMMARY OF THE RESULTS OF AUDIT 

Opinion on Fund Accountability Statement 

In our opinion, the Fund Accountability Statement presents fairly the expenditures of
ISTI for the period from April 1, 1988 to June 30, 1991 as they relate to ISTI's 
Indonesian operations. 

Internal Control Structure 

In planning and performing our audit of the Fund Accountability Statement of ISTI, we
considered its internal control structure in order to determine our auditing procedures
for the purpose of expressing our opinion on the statement. 

For all the significant internal control structure categories examined, we obtained an
understanding of the design of relevant policies and procedures and whether they had 
been placed in operation, and we assessed control risk. 
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We noted no matters involving the internal control structure and its operation that we 
consider to be a material weakness. However, we noted certain minor issues involving
the internal controls and its operation that we have reported to the management of ISTI 
in a separate letter dated December 16, 1991. These matters pertain to the following: 

1. Incorrect classifications of certain expenditures to cost category or budget line items. 

2. Purchase of furnitures in the name of another organization. 

Since our study and evaluation of the system of internal control were made for limited 
purposes, it would not necesarrily disclose all weaknesses in the system, and therefore, 
we do not express an opinion on ISTI Indonesia's system of internal controls taken as a 
whole. 

Compliance with the Terms of the Contract, Applicable Laws and Regulations 

Our testing of selected transactions and records disclosed instances of noncompliance
with the terms of the contract, applicable laws and regulations. These instances of 
noncompliance are summarized below: 

1. Payment of value added tax. 

2. Incomplete listing of commodities. 

The results of our tests indicate that with respect to the items tested ISTI complied, in 
all material respects, with the terms of the contract, applicable laws and regulations.
With respect to items not tested, nothing came to our attention that caused us to believe 
that ISTI Indonesia had not complied, in all material respects, with the terms of the 
contract, applicable laws and regulations, in connection with the HSFP. 

SUMMARY OF MANAGEMENT COMMENTS 

The management of ISTI Indonesia generally agreed with the audit findings and 
recommendations. The full text of their comments are attached as Appendix 1 to this 
report. 

FOLLOW UP ON PRIOR AUDITS 

No prior audits we: e carried out of ISTI's contract with USAID/I. 
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HANS TUANAKOTTA & MUSTOFA. 
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No. 061291 IW AID ISTI SR2 

Mr. James B. Durnil
 
Regional Inspector General
 

for Audit/Singapore
 
United States Agency for International
 

Development (USAID)
 
11l, North Bridge Road
 

No. 17-03, Peninsula Plaza
 
Singapore 0617.
 

Dear Mr. Durnil, 

INTERI ATIONAL SCIENCE AND TECHNOLOGY
 
INSTITUTE, INC. (ISTI)


CONTRACT WITH USAID INDONESIA
 
ON TIE HEALTH SECTOR FINANCING PROJECT (HSFP


(USAID CONTRACT NO. ANE 0354-C-00-8030-00)

FOR THE PERIOD FROM APRIL 1, 1988 TO JUNE 30, 1991
 

INDEPENDENT AUDITORS' REPORT
 
ON TlE FUND ACCOUNTABILITY STATEMENT
 

We have audited the accompanying Fund Accountability Statement of ISTI
Indonesia's expenditures pertaining to its contract with USAID/I on the HSFP for the
period April 1, 1988 to June 30, 1991. The Statement, comprising the statement of
expenditures and the notes thereon, set out on pages 9 to 11, is the responsibility ofISTI's management. Our responsibility is to express an opinion on the Statement based 
on our audit. 

MbWA 

DRT Intema I 
Deloitte Ross ToMats 
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We conducted our audit in accordance with generally accepted auditing standards and
 
Government Auditing Standards. These standards require that we plan and perform the

audit to obtain reasonable assurance about whether the Statement is free of material
misstatements. An audit includes examining on a test basis, evidence supporting the 
amounts and disclosures in the statement. An audit also includes assessing the
accounting principles used and significant estimates made by management as well as
evaluating the overall presentation of the statement. We believe that our audit provides 
a reasonable basis for our opinion. 

As stated in note 2 on page 10, the Fund Accountability Statement presents only the
expenditures of ISTI-Indonesia as they pertain to its contract with USAID/I for the
period from April 1, 1988 to June 30, 1991 and is not intendcd to present fairly the 
expenditures of ISTI as a whole. 

In our opinion, the Fund Accountability Statement presents fairly, in all material 
respects, the expenditures of ISTI in Indonesia as they pertain to Contract No. ANE
0354-C-00-8030-00 on the HSFP for the period from April 1, 1988 to June 30, 1991. 

This report is intended solely for the use of USAID/I and should not be used for any
other purposes. 

HANS TUANAKOITA & MUSTOFA 

Ds Irwanta Wanatirta 
Registered Accountant No. D-4118 

December 16, 1991 
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INTERNATIONAL SCIENCE AND TECHNOLOGY INSTITUTE, INC. 
FUND ACCOUNTABILITY STATEMENT 

(Statement of Expenditures)
FOR THE PERIOD FROM APRIL 1, 1988 TO JUNE 30, 1991 

(Amounts in United States Dollars) 

Total salaries US$ 450,140.89 

Consultants 113,444.88 

Travel and transportation 306,210.79 

Allowances 483,043.82 

Other direct costs 247,749.00 

Equipment, materials and supplies 244,615.22 

Training 197,300.43 

Subcontracts 32,930.60 

Studies/Assesments/Pilots 1,261,855.28 

Total US$ 3,337,290.91 

The accompanying notes form an integral part of the
 
Fund Accountability Statement.
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INTERNATIONAL SCIENCE AND TECHNOLOGY INSTITUTE, INC.
 
NOTES TO THE FUND ACCOUNTABILITY STATEMENT
 

FOR THE PERIOD FROM APRIL 1, 1988 TO JUNE 30, 1991
 

1. SIGNIFICANT ACCOUNTING POLICIES 

The fund accoantability statement is a statement of expenditures, which is prepared
in accordance with the historical cost concept. The records are maintained in United 
States Dollars. 

Project furniture and equipment purchases are included as part of expenditures. 

2. 	COMPONENT UNIT OF THE ORGANIZATION 

The Fund Accountability Statement presents only ISTI's expenditures that were made 
in Indonesia under the Contract No. ANE 0354-00-8030-00 on HSFP and is not 
intended to present fairly the transactions of ISTI as a whole. 

3. 	UNAUDITED STATEMENT OF RECEIPTS AND EXPENDITURES FOR THE 
CONTRACT IN TOTAL 

Part of the Contract No. ANE 0354-00-8030-00 on HSFP were expended in the 
United States and part in Indonesia. Those expended in the United States were not 
audited because the related supporting documents are maintained over there. 

Reimbursements of all expenditures, including those expended in Indonesia, are 
processed by ISTI Washington. Accordingly, ISTI Washington receives all 
reimbursements from USAID, while ISTI Indonesia receives its funds from ISTI 
Washington. 

The following presentation pertains to the Statement of Receipts and Expenditures
for the contract in total for the period from April 1, 1988 to June 30, 1991 (Amounts
in United States Dollars): 



-------------------------------------- -----------

----------------------- ------------ ----------

-------------------------------- -----
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Indonesia Washington Total 
(Audited) (Unaudited) (Unaudited) 

RECEIPTS 
Amount received by ISTI Washington
from USAID 

EXPENDITURES 
Total salaries 
Fringe 
Overhead 
Consultants 
Travel and transportation 
Allowances 
Other direct costs 
Equipment, materials and supplies 
Training 
Subcontracts 
Studies/Assesments/Pilots 
General and Administratives 
Fees 

Total 

SHORTFALL OF RECEIPTS OVER 
EXPENDITURES 

450,140.89 
-
-

113,444.88 
306,210.79 
483,043.82 
247,749.00 
244,615.22 
197,300.43 
32,930.60 

1,261,855.28 
-

3,337,290.91 

7,775,767.07 

1,011,744.48 1,461,885.37 
73,749.52 73,749.52 

586,115.39 586,115.39 
252,792.38 366,237.26 
309,328.89 615,539.68 
147,795.56 630,839.38 
78,935.41 326,684.41 

202,040.82 446,656.04 
114,556.45 311,856.88 
239,863.53 272,794.13 
211,888.72 1,473,744.00 
721,817.53 721,817.53 
533,413.62 533,413.62 

4,484,042.30 7,821,333.21 

45,566.14 

Column headings of the above statement of receipts and expenditures for the contract 

in total are explained as follows: 

ISTI - Indonesia, pertains to ISTI disbursements that were made in Indonesia. 

ISTI - Washington, pertains to ISTI disbursements that were made in the United 
States. 

Total, pertains to the Organization's total receipts and disbursements out of the 
Contract. 
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No. 061291 IW AID ISTI SR3 

Mr. James B. Durnil
 
Regional Inspector General
 

for Audit/Singapore
 
United States Agency for International
 

Development (USAID)
 
111, North Bridge Road
 
No. 17-03, Peninsula Plaza
 
Singapore 0617.
 

Dear Mr. Durnil, 

INTERNATIONAL SCIENCE AND TECHNOLOGY
 
INSTITUTE, INC. (ISTI)
 

CONTRACT WITH USAID INDONESIA
 
ON TIE IEALTH SECTOR FINANCING PROJECT (11SFP)


(USAID CONTRACT NO. ANE 0354-C-00-8030-00)

FOR THE PERIOD FROM APRIL 1, 1988 TO JUNE 30, 1991
 

INDEPENDENT AUDITORS' REPORT 
ON INTERNAL CONTROL STRUCTURE 

We have audited the Fund Accountability Statement of ISTI pertaining to its contract 
with USAID/I on the HSFP for the period April 1, 1988 to June 30, 1991, and have 
issued our report thereon dated December 6, 1991. 

We conducted our audit in accordance with generally accepted auditing standards and 
the standards for financial audits contained in Government Auditing Standards issued by
the Comptroller General of the United States. Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the Fund 
Accountability Statement is free of material misstatements. 

In planning and performing our audit, we considered ISTI's internal control structure in 
order to determine our audit procedures for the purpose of expresshig our opinion on 
the Fund Accountability Statement and not to provide assurance ISTI's internalon 

control structure.
 

ODT lntemationa 
Delete Ross Toimali. 
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The management of ISTI is responsible for establishing and maintaining an internal 
control structure. In fulfilling this responsibility, estimates and judgements by
management are required to assess the expected benefits and related costs of internal 
control structure policies and procedures. The objectives of an internal control structure 
are to provide management with reasonable, but not absolute, assurance that assets are
safeguarded against loss from unauthorized use or disposition, and that transactions are 
executed in accordance with management's authorization and recorded properly to
permit the preparation of fund accountability statement in accordance with generally
accepted accounting principles. Because of inherent limitations in any internal control 
structure, errors or irregularities may nevertheless occur and not be detected. Also,
projection of any evaluation of the structure to future periods is subject to the risk that 
procedures may become inadequate because of changes in conditions or that the 
effectiveness of the design and operation of policies and procedures may deteriorate. 

For the purpose of this report, we have classified the significant internal control 
structure policies and procedures in the following categories:


Accounting system and record keeping
 
Payroll
 
Cash disbursements
 
Cost allocation and allowability
 
Reimbursement request
 
Financial reporting
 
Monitoring
 

For all of the internal control structure categories listed above, we obtained an 
understanding of the design of relevant policies and procedures and whether they have 
been placed in operation, and we assessed control risk. 

Our consideration of the internal control structure would not necessarily disclose 
all matters in the internal control structure that might be material weaknesses 
under standards established by the American Institute of Certified Public
Accountants. A material in which the design orweakness is a condition operation of 
the specific internal control structure elements does not reduce to a relatively low
level, the risk that errors or irreguralities in amounts that would be material in 
relation to the fund accountability statement being audited may occur and not be 
detected within a timely period by employees in the normal course of performing their 
assigned functions. We noted no matters involving the internal control structure 
and its operations that we consider to be material weaknesses as defined above. 

However, we noted certain matters involving internal control structure and its operation
that we have reported to management of ISTI in a separate letter dated December 6, 
1991. 



Hans Tuanakotta & Mustofa - 14 -

This report is intended solely fc. the use of ISTI and USAID/I. 

HANS TUANAKOTrA & MUSTOFA 

Drs Irw nta Wanatirta 
Registered Accountant No. D-4118 
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No. 061291 IW AID ISTI SR4 

Mr. James B. Durnil 
Regional Inspector General 

for Audit/Singapore
United States Agency for International 

Development (USAID) 
111, North Bridge Road 
No. 17-03, Peninsula Plaza 
Singapore 0617. 

Dear Mr. Durnil, 

INTERNATIONAL SCIENCE AND TECHNOLOGY 
INSTITUTE, INC. (ISTI) 

CONTRACT WITH USAID INDONESIA 
ON THE HEALTH SECTOR FINANCING PROJECT (HSFP)

(USAID CONTRACT NO. ANE 0354-C-00-8030-00)
FOR THE PERIOD FROM APRIL 1, 1988 TO JUNE 30, 1991
 

INDEPENDENT AUDITORS' REPORT
 
ON COMPLIANCE WITH THE TERMS OF THE C01{VIRCTJ


APPLICABLE LAWS AND REGULATIONS
 

We have audited the Fund Accountability Statement of ISTI pertaining to its contract 
with USAID/I on the HSFP for the period from April 1, 1988 to June 30, 1991, and 
have issued our report thereon dated December 6, 1991. 

We conducted our audit in accordance with generally accepted auditing standards and
the standards for financial audits contained in Government Auditing Standards issued by
the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the Fund 
Accountability Statement is free of material misstatements. 

DlRssTna
 
Del~e Ross Thmtm 
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Compliance with laws, regulations, contract, and binding policies and procedures
applicable to ISTI is the responsibility of ISTI's management. As part of our audit, we
performed tests of ISTI's compliance with certain provisions of laws, regulations,
contract and binding policies and procedures. However, it should be noted that we
performed those tests of compliance as part of obtaining reasonable assurance about 
whether the Fund Accountability Statement is free of material misstatements; our 
objective was not to provide an opinion on compliance with such provisions. 

Our testing of transactions, and records selected disclosed instances of noncompliance
with those laws and regulations. All instances of noncompliance and the programs to 
which they relate, are identified on pages 17 to 19 of this report. 

The results of our tests indicate that with respect to the items tested ISTI complied, in
all material respects, with the provisions referred to in the third paragraph of this 
report. With respect to items not tested, nothing came to our attention that caused us to
believe that ISTI Indonesia had not complied, in all material respects, with those 
provisions. 

This report is intended solely for the use of ISTI and USAID/I. 

HANS TUANAKOTTA & MUSTOFA 

Drs Irwanta Wanatirta 
Registered Accountant No. D-4118December 6, 1991 
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INTERNATIONAL SCIENCE AND TECHNOLOGY INSTITUTE, INC. 

USAID CONTRACT NO. ANE 0354-C-00-8030-00 

COMPLIANCE ISSUE 

AUDIT FINDINGS AND RECOMMENDATIONS 

. PAYMENT OF VALUE ADDED TAX 

Condition
 
The following purchases and payment for services included payment of value added 
tax (VAT): 

a. Purchases of laptop computer and printer from PT Oriental Komputer Bahtera on
April 26, 1991, with VAT amounting to US$ 292.79 (Rp 567,727). 

b. Payment of airplane tickets and telephone bills. For instance, during the months of
August and September 1989, payment to Vayatour for airplane tickets included 
VAT amounting to US$ 202.80. 

Criteria 
According to Article B (General Covenants), Section B.4. (Taxation) of the "Project
Grant Standard Provisions", VAT on procurement related to the project is a burden 
of the government. 

Effect
 
Payment of VAT resulted in an overclaim by ISTI, amounting to US$ 292.79 on the
purchase of laptop computer and printer, and the total amount of VAT that has been 
paid for the airline tickets and telephone bills. 

Cause 
The US$ 292.79 VAT on purchase on laptop computer and printer was an oversight
and would otherwise have been deleted from the total payment. 

The airlines industry does not recognize the tax-exempt status of the HSFP, despite
numerous presentations of the relevant Ministry of Finance correspondence
confirming the tax-exempt status of grant projects. This issue has been raised onseveral occasions with USAID/Office of Population and Health and with
USAID/Office of Finance. USAID informed project management that USAID also 
pays VAT on airline tickets, and submits all relevant tax payments at the end of eachfiscal year to the Ministry of Foreign Affairs for reimbursement. ISTI, however, as
it is not a local organization, but rather a representative office only in Indonesia, is 
not eligible for this reimbursement. 
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Similar to the airlines industry, the national telephone company does not recognize 
the tax-exempt status of the project. 

RecommendaioQn
 
USAID/I should recover the amount of US$ 292.79 VAT on the purchase of laptop 
computer and printer. 

For the total amount of VAT that has been paid for the airline tickets and telephone
bills, ISTI should work with USAID and GOI to seek clarification on the VAT 
recoverability. Depending on the outcome of this clarification, appropriate action 
should then be initiated, if necessary, to determine the total amount of VAT paid by 
ISTI and, this amount accordingly recovered from the GOI. 

Management Comment 
ISTI agrees with this finding. ISTI will work with USAID and GOI to seek 
clarification on the VAT recoverability. Depending on the outcome of this 
clarification, ISTI will initiate the appropriate action and if necessary will determine 
the total amount of VAT paid by ISTI and, thus recoverable from the GOI. 

2. INCOMPLETE LISTING OF COMMODITIES 

Condition
 
We were furnished with a list of all commodities purchased by ISTI. We noted that 
this list was not a complete list of all commodities. There were purchases that were 
not included in the list, even though they amounted to US$ 500 and more per unit. 

Criteria
 
AIDAR 752.245.71 "Title to and Care of Property" letter (a) defines non-expendable 
property as property which is complete in itself, does not lose its identity or become 
a component part of another article when put into use; is durable, with an expected
service H;fe of two years or more; and which has a unit cost of US$ 500 or more. 
Letter (-) of the same AIDAR provides that Contractor shall submit an annual report 
on all non-expendable property under its custody. 

Effect 
USAID was not fully informed of the total and complete details of purchased 
commodities. 

In addition to the above, control over the unlisted non-expendable properties will be 
difficult. 

Cause 
Commodities purchased with project funds are classified either as Commodities or 
Other Direct Cost line item, according to purchase price. Those costing US$ 1,000 
per unit and above are billed as Commodities, while those below US$ 1,000 per unit 
are charged to Other Direct Cost. 

http:752.245.71
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Recommendation 
For a more complete information in relation to purchased commodities, the
minimum amount of US$ 1,000 per unit should be reduced to US$ 500 per unit. 

Management Comment
 
ISTI agrees with this finding.
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OTT --. International Science and Technology Institute, Inc. 
Headquarters: 1129 20th Street, N.W., Washington, D.C. 20036 

202/785-0831 * Telex: 272785 ISTI UR * FAX: 202/223-3865 

May 20, 1992 

Drs. Irwanta Wanatirta, Partner 
Hans Tuanakotta & Mustofa 
Registered Public Accountants 
Wisma Antara 12th Floor 
il. Medan Merdeka Selatan No. 17 
Jakarta, Indonesia 10110 

Ref: 	 Financial Audit of USAID/Indonesia Contract No. ANE-0354-C-00-8030-00 (Project 200) 

Dear Drs. Wanatirta: 

The purpose of this letter is to formally respond to your May 4, 1992 letter requesting ISTI's comments 
on the above referenced audit report dated December 16, 1991. 

ISTI's comments that should be incorporated into the Independent Auditors' Report on Compliance with 
the Terms of the Contract, Applicable Laws and Regulations, "Management Comments" paragraph are: 

Finding No. 1(Payment of Value Added Tax) 

l.a. 	 ISTI agrees with this finding. 

L.b 	 ISTI will work with USAID and GOI to seek clarificatio' on the VAT recoverability. Depending 
on the outcome of this clarification, ISTI will initiated the appropriate action and if necessary will 
determine the total amount of VAT paid by ISTI and, thus recoverable from the 001. 

Finding No. 2 (Incomplete Listing of Commodities) 

ISTI generally agrees with the concept of this finding. However, I believe the citation used in the 
"Criteria" paragraph of this finding is inaccurate. A.I.D. Handbook 13 is applicable to grants and not to 
contracts. The subject audit is of a cost reimbursable contract and, therefore, contract clauses apply. 
Therefore, the reference to the section of Handbook 13, Title To and Use of Pronerty (Grantee Title), is 
not proper. My review of the contract clauses contained in the above contract does not reveal a clause 
that mandates the tracking of commodities with a unit price of $500 or more. Also, please note that 
Handbook 13 defines "Nonexpendable Property" as "...tangible personal property having a useful life of 
more than two years and an acquisition cost of $500 or more er unit," (emphasis added). Therefore, 

U.S. and Overseas Offices 

Arlington, Virginia 9 Jakarta, Indonesia 9 Dakar, Senegal e Quito, Ecuador e Lagos, Nigeria 
Bamenda. Cameroon 9Colombo and Kandy, Shrl Lanka 
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your statement in the "condition" paragraph that "...purchases were not included in the list, even though
they amounted to US $500 and more", should be modified as noted above. In addition, the Pgr uni clause 
should be added to the "cause" and "recommendation" paragraphs for clarity. 

Finally, I believe this finding should be either deleted from the audit report or an appropriate citation be
found that address tracking cmmoditie with a unit price of over $500.00. 

Sincerely, 

ene C. i
 
ice President, inance
 

CC: 	 Mr. James B. Durnil 
RIG A/S 
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International Science and Technology Institute, Inc. 
Headquarters: 1129 20th Street, N.W., Washington, D.C. 20036 

202/785-0831 e Telex: 272785 ISTI UR * FAX: 202/223-3865 

June 18, 1992 

Drs. Irwanta Wanatirta, Partner
 
Hans Tuanakotta & Mustofa
 
Registered Public Accountants
 
Wisma Antara 12th Floor
 
J1. Medan Merdeka Selatan No. 17
 
Jakarta, Indonesia 10110
 

Ref: Financial Audit of USAID/Indonesia Contract No. ANE-0354-C-00-8030-00 (Project 200) 

Dear Drs. Wanatirta: 

The purpose of this letter is to formally respond to your June 12, 1992 letter requesting ISTI's comments on 
revised Finding No. 2 regarding the above referenced audit report *ated December 16, 1991.
 

ISTI would like to thank you for your consideration on our comments made in my May 20th letter.
 
ISTI's comments that should be incorporated into the Independent Auditors' Report on Compliance with the
 
Terms of the Contract. Applicable Laws and Regulations 'Management Comments" paragraph are:
 

Finding No, 2 (Incomplete Listing of Commodities)
 

ISTI agrees with this finding and, as such, a list of commodity purchase over $500 was submitted to your

accounting firm during February 1992.
 

If you need additional information or have any questions, please let me know.
 

Sincerely,
 

ftugene a 
Vice Presi inance4en, 

U.S. and Overseas Offices 
Arlington, Virginia e Jakarta, Indonesia * Dakar, Senegal * Quito, Ecuador * Lagos, Nigeria
Bamenda, Cameroon * Colombo and Kandy, Shrl Lanka 
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U.S. Ambassador to Indonesia 
Mission Director, USAID/Indonesia 
Assistant Administrator for 
Asia and Private Enterprise Bureau (AA/APRE) 

Associate Administrator for Finance and Administration (AA/FA) 
Associate Administrator for Operations (AA/OPS) 
Office of Press Relations (XA/PR) 
Office of Financial Management (FA/FM) 
Office of Legislative Affairs (LEG) 
Office of the General Counsel (GC) 
POL/CDIE/DI, Acquisitions 
Management Control Staff (FA/MCS) 
Asia/FPM 
Inspector General 
Assistant Inspector General/Audit 
Office of Policy, Plans and Oversight (IG/A/PPO) 
Office of Programs and Systems Audit (IG/A/PSA) 
Office of Legal Counsel (IG/LC) 
Assistant Inspector General for Investigations and Inspections (AIG/I) 
Regional Inspector General for Investigations/Singapore (RIG/I/S) 
Office of Resource Management (IG/RM/C&R) 
RIG/A/Cairo 
RIG/A/Dakar 
RIG/A/Vienna 
RAO/Manila 
RIG/A/Nairobi 
RIG/A/Tegucigalpa 
IG/A/FA 
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