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TO: Richard M. Brown, Mission Director
USAID/Sri Lanka

FROM:  Alfred M« Clavc‘:{/ ?eﬁ%ﬁ/&ngapore/

SUBJECT: Audit of Nation Builders Association - Sri Lanka
Audit Report No. 5-383-93-05-N

The accounting firm of Coopers and Lybrand, Singapore, performed a financial audit of
USAID/Sri Lanka’s grants (Crant Nos. 26, 35, 13) to Nation Builders Association - Sri
Lanka (NBA). Five copies of the audit report are enclosed for your action.

USAID/Sri Lanka awarded three grants to NBA under the Private Voluntary Organization
Co-financing I and II Projects on programs relating to reforestation, water management,
and irrigation. The goals of these programs were to environmentally conserve forests and
to raise living standards of farmers. Activities undertaken by NBA include tree planting
through reforestation, organizing and training farmers, and introducing control structures
for irrigation schemes. The period covered by the audit for each grant is noted on page
5 of the audit report. During this period, NBA reported that $1,489,728 was made
available and $1,487,125 was expended under the grants.

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

The auditors reported that NBA’s Fund Accountability Statement presents fairly the
receipts and expenditures under the USAID/Sri Lanka grants, except for $123,052 in
questioned costs and $42,552 in ineligible and unsupported costs relating to NBA’s



matching contributions. Two material internal control weaknesses, and several instanccs
of noncompliance were noted. Other than these matters, NBA complied, in all material
respects, with applicable laws, regulations, and agreement terms.

NBA officials generally agrzed with the auditors’ findings and recommendations. Their
comments are summarized under each individual finding in the report and are set out in
full as Appendix C.

The Coopers and Lybrand report contains nine findings and recommendations on which
USAID/Sri Lanka should ensure that necessary action is taken. We are making three
recommendations to be included in the Inspector General’s recommendation follow-up
system.

Recommendation No. 1: We recommend that USAID/Sri Lanka resolve
the $123,052 in questioned costs ($121,862 unsupported and $1,190
ineligible costs), and recover from Nation Builders Association any costs
not allowable under the grants.

Recommendation No. 2: We recommend that USAID/Sri Lanka
verifies that Nation Builders Association establishes and implements: (a)
an adequate accounting system to substantiate all advances, receipts,
charges, and matching contributions to the grants, including using
separate bank accounts for depositing USAID/Sri Lanka funds; and (b)
a system to ensure that reporting requirements of the grants are met.

Recommendation No, 3: We recommend that USAID/Sri Lanka verify
that Nation Builders Association has met its matching contributions.

We appreciate the courtesies and cooperation USAID/Sri Lanka and NBA 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.

Attachment: a/s
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C certihed pubhc accountants telephone 3362344 & 3360877 a member firm of
OO erS telegrams Colybrand Singapore Coopers & Lybrand (International)

ra d telex RS 22137 & RS 28121
y n telefax 3362539 & 3390048
Orchard P O Box 285
Singapore 9123

9 Penang Road # 12-00
Park Mall Singapore 0923

your reference

our reference AS/KYT/NBA

Mr James B Durnil
Regional Inspector General
for Audit, Singapore,
US Agency for International Development
# 17 - 03 Peninsula Plaza
111 North Bridge Road
Singapore 0617 22 September 1992

Dear Mr Durnil

This report presents the results of our audit of Nation Builders
Association ("NBA") pertaining to its PVO Co-Financing Grants with the
United States Agency for International Development, Sri Lanka
("USAID/SL"), and in respect of the following periods for each grant:

PVO Co-Financing I Project

Grant No 26 - February 1, 1985 to July 31, 1989
Grant No 35 - October 1, 1986 to August 29, 1989

PVO Co~Financing II Project

Grant No 13 - October 1, 1988 to December 31, 1991

ound - Sri Larka

At present, the World Bank lists Sri Lanka as one of the poorest
countries in the world with an average per capita income of only
US § 510 per annum (Source: Asiaweek, July 17, 1992).

Despite the fact that agriculture is by far the major component of the
country’s Gross National Product, the country is still not seli-
sufficient in basic foodstuffs. In an attempt to boost local
agricultural production and enhance the income of those living in rural
areas, both Private Voluntary Organizations ("PVOs") and government
institutions have been working together on a variety of socio-economic
based initiatives and projects. One such PVCO involved in these
projects is NBA.

tesident pariners directors

Tan Swan Jeng Nons C G Ong Etnest T P Seow Befty Khoo D Michael Fleming
Regge M Thein David G Compton Jmmy K H Seet Chey Chor War Andrew Jackomos
Jonathan HF OQu  Philip £ S Tan tawrence K S Seet Joyce Tan

K.hoo Kum Wing Michael G Gray Edwin T S Khoo David K H Toh
Chew Kia Ngee Chew Teck Soor Leony Yit Siong

Chan Ket Teck Foo Tang Soo Nuek Soo Tat




Mr James B Durnil
Ragional Inspector General
for Audit, Singapore
US Agency for International Development
Singapore

- anjzat and its Programs

NBA is a non-governmental, non-political, non-profit development
organization, incorporated by an Act of Parliament, and is an approved
charity which participates in the integrated development of the rural
sector. It i3 particularly active in promoting schemes for the
protection of land and water resources in the island through the direct
participation of people. Captioned photographs of one of these
activities, PVO Co-financing I Project, Grant No 26, have been included
on pages 2 to 4 of this report.

The birth of NBA can be traced back to 1963 when a group of university
students and staff decided to devote their energies for social welfare
during vacations. By 1968 it grew to such an extent that it became
necessary to register it under the Companies Ordinance. Ten years
later it Memorandum and Articles of Association were published and in
1982 it was incorporated by statute. It is today assisted largely by
professional persons of varied disciplines and backgrounds that form
the Board of Governors and the Executive Committee.
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A. Farmers tending to the saplings in one of NBA‘s nurseries



Mr James B Durnil
Regional Inspector General
for Audit, Singapore
US Agency for International Development
Singapore

B. Transportation of 6 to 10 month old plants from the nurseries to
the planting lots.

C. Removing all unnecessary vegetation in the planting lots.

3



Mr James B Durnil
Regional Inspector General
for Audit, Singapore
US Agency for International Development
Singapore

D. Final product of the reforestation along the Minipe Right Bank
Transbasin Canal.



Mr James B Durnil
Regional Inspector General
for Audit, Singapore
US Agency for International Development
Singapore

Audit obijectives and Scope of Work

We have conducted a financial audit of NBA‘s Fund Accountability
Statements as they relate to two grants received under the PVO Co-
Financing I Project, and one grant received under the PVO Co-Financing
II Project, for the following periods:

PVO Co-Financing I Project

Grant No 26 February 1, 1985 to July 31, 1989
Grant No 35 October 1, 1986 to August 29, 1989

PVO Co-Financing II Project
Grant No 13 October 1, 1988 to Decembar 31, 1991

The Fund Accountability Statement comprises the Receipts and
Expenditure Statement for each grant for the periods outlined above,
as well as a Consolidated Statement and the notes thereon. The results
of our work are reflected in the accompanying Irdependent Auditors’
Report on the:

a) Consolidated Fund Accountability Statement and the Fund
Accountability Statements of each Grant;

b) System of Internal Control; and
c) Compliance with Agreement Terms, Applicable Laws and
Regulations.

The objectives of our work were to :

a) Determine whether the Consolidated Fund Accountability
Statement and the Fund Accountability Statement of each
Grant for NBA presents fairly the receipts, expenditures
and closing balances of NBA as they pertain to grants
received under the Co-Financing Projects, as well as NBA's
own costs claimed as contributions to these grants, for
the audit periods noted above and in accordance with the
terms of the Grant Agreements;

b) Report on the organization’s system of internal controls;
and

c) Report on the organization’s compliance with applicable
laws, regulations, agreement terms, binding policies and
procedures.



Mr James B Durnil
Regional Inspector General
for Audit, Singapore
US Agency for International Development

Singapore

Our audit was conducted in accordance with generally accepted auditing
standards and US Government Auditing Standards and, accordingly,
included such tests as we considered appropriate in order to satisfy
our objectives.

The scope of our work included the following general procedures:

a)

b)

c)

d)

e)

£)

Holding meetings with USAID/SL, NBA and USAID Regional
Inspector General for Audit/Singapore ("RIG/A/S")
officials;

Reviewing the appropriate grant agrzements and related
amendments, OMB circulars, AID handbook regulations, prior
period audit reports on NBA's financial statements,
correspondence and minutes of meetings between USAID/SL
and NBA, as well as project progress reports maintained by
both NBA and USAID/SL;

Obtaining an understanding of the accounting,
administrative and internal control systems of NBA using
questionnaires, interviews, flowcharts and narrative
descriptions;

Devising and performing appropriate tests on the
transactions recorded in the Fund Accountability
Statements;

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; and

Testing the effectiveness of administrative controls
applied by NBA's management to ensure compliance with
applicable laws, regulations and agreement terms.



Mr James B Durnil
Regional Inspector General
for Audit, Singapore
US Agency for International Development
Singapore

pAudit Results
a) Opinion on the Fund Accountability Statements

In respect of the Fund Accountability Statements, the inadequacy
of sufficient records at that time of our audit resilted in ocur
inability to determine the allocability, allowability and
reasonableness of a number of costs, totalling to approximately
US$165,604 (See appendix A.1 and B.l), analysed under each
individual Grant as follows:

Rs USS Equivalent
Grant 13 1,713,161 45,071
Grant 26 1,241,542 57,082
Grant 35 1,982,893 63,451
Combined Grant 4,937,596 165,604

Except for the matters set out in the preceding paragraph, the
Consolidated Fund Accountability Statement and the Fund
Accountability Statements of Grants 13, 26 and 35 are fairly
presented, in all material respects, in conformity with the
basis of accounting described in note l1(b) to the Fund
Accountability Statements.

b) tem o nternal Controls

In accordance with Paragraph 19 of Chapter 5 of Government
Auditing Standards, we limited our reliance on NBA's internal
control structure as our preliminary review and documentation of
the accounting and control systems indicated that an adequate
structure did not exist for our reliance dus to the small size
of the entity. In order to maintain the efficiency of our
audit, we therefore extended our substantive testing.

During the course of our audit, though, we noted certain matters
involving the internal control structure and its operations that
we considered to be reportable conditions. These itemns were
also considered to be material weaknesses and have been detailed
in pages 21 to 22 of our report.



Mr James B Durnil
Regional Inspector General

for Audit, Singapore

US Agency for International Development
Singapore

c)

Compliance with Agreement Terms, Applicable Laws _and Requlations

The results of our testing of transactions and records selected
disclosed material instances of non-compliance with agreement
terms, applicable laws and regulations, the effects of which
have not been corrected in the Fund Accountability Statements.
The findings on non compliance are set out on pages 26 to 34 and
Appendices A.l1 to B.2

We considered these materials instances of non-compliance in
forming our opinion on whether NBA‘s Fund Accountability
Statements are presented fairly, in all material respects, in
conformity with the basis of accounting described in note 1(b)
to the Statements.

Except as described above, the results of our tests of
compliance indicate that with respect to the items tested, NBA
complied, in all material respects, with the provisions referred
to above. With respect to items not tested, nothing came to our
attention that caused us to believe that NBA had not complied,
in all material respects with those provisions.

Total USAID/SL reimbursed costs questioned amounted to
US§123,052. (See Appendix A.1l)

In the course of our work, no significant or material findings
and recommendations from previous audits, that affect the
current audit objectives, were noted.



Mr James B Durnil
Regional Inspector General
for Audit, Singapore
US Agency for International Development
Singapore

Comments on Findings and Recommendations

The management of NBA have principally agreed to our findings and
recommendations on the internal control and non-compliance issues set
out on pages 21 to 22 and 26 to 34 respectively. Their comments can
be found on the relevant pages of our findings and in full in Appendix
cl

Acknowledgements

We would like to take this opportunity to express our gratitude for the
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Yours truly

'va,/

-y ;
‘k:l)u'Fb%/) P



REPORT ON THE

CONSOLIDATED FUND

ACCOUNTABILITY STATEMENT



COO ers certified public accountants telephone 3362344 & 3360877 a member firm of

your reference
our reference

Orchard P O Box 285
Singapore 9123

9 Penang Road #12-00
Park Mall Singapore 0923

A5/KYT/NBA

Mr James B Durnil
Regional Inspector General

for Audit, Singapore,

US Agency for International Development

# 17 - 03 Peninsula Plaza

111 North Bridge Road

Singapore 0617 22 September 1992

Dear Mr Durnil

NATION BUILDERS ASSOCIATION
PERTAINING TO ITS PVO CO-FINANCING GRANTS WITH THE
UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT
IN SRI LANKA

INDEPENDENT AUDITORS’ REPORT ON THE FUND
ACCOUNTABILITY STATEMENTS

We have audited the Fund Accountability Statements of Nation
Builders Association ("NBA") pertaining to its PVO Co-Financing
Grants with the United states Agency for International
Development, Sri Lanka ("US)MID/SL") and in regspect of the
following periods;

PVO Co-Financing I Project

Grant No 26 - February 1, 1985 to July 31, 1989
Grant No 35 - October 1, 1986 to August 29, 1989

PVO Co-Financing II Project
Grant No 13 - October 1, 1988 to December 31, 1991

As stated in Note 2 on page 17, the Fund Accountability
Statements present only the transactions of NBA as they pertain
to its Co-Financing Grants for the periods detailed above, and
are not intended to present fairly the receipts and expenditure
of NBA as a whole.

These Statements, comprising the Receipts and Expenditure
Statement for each grant for the periods outlined above, as well
as a Consolidated Statement and the notes thereon, and as set
out on pages 13 to 17, are the regsponsibility of NBA's
management. Our responsibility is to express an opinion on the
Statements based on our audit.
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6.

NATION BUILDERS ASSOCIATIONM
PERTAINING TO ITS PVO CO-FINANCING GRANTS WITH THE
UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT
IN SRI LANKA

INDEPENDENT AUDITORS’ REPORT ON THE FUND
ACCOUNTABILITY STATEMENTS

As described in note 1(b) to the Fund Accountability Statements,
the Statements are prepared on a cash receipts and disbursement
basis, which is a comprehensive basis of accounting other than
generally accepted accounting principles.

We conducted our audit in accordance with generally accepted
auditing standards and US Government Auditing Standards. Those
standards require that we plan and perform the audit to obtain
reasonable assurance whether the Statements are free of material
misstatement. An audit includes examining, on a test basise,
evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting
principles used, and significant estimates made by management,
as well as evaluating the overall financial statement
presentation. We believe our audit provides a reasonable basis
for our opinion.

In respect of the Fund Accountability Statements, the inadequacy
of sufficient records at that time of our audit resulted in our
inability to determine the allocability, allowability and
reasonableness of a number of costs, totalling to approximately
US$165,604 (Rs 4,937,596) (See appendix A.l and B.1) analysed
under each individual Grant as follows:

Rs USS Equivalent
Grant 13 1,713,161 45,071
Grant 26 1,241,542 57,082
Grant 35 1,982,893 63,451
Combined Grants 4,937,596 165,604

Except for the matters set out in paragraph 6, the Consolidated
Fund Accountability Statement and the Fund Accountability
Statements of Grants 13,26 and 35 are fairly presented, in all
material respects, in conformity with the basis of accounting
described in note 1(b) to the Fund Accountability Statements.
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NATION BUILDERS ASSOCIATION
PERTAINING TO ITS PVO CO-FINANCING GRANTS WITH THE
UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT
IN SRI LANKA

INDEPENDENT AUDITORS'’ REPORT ON THE FUND
ACCOUNTABILITY STATEMENTS

This report is intended solely for the use of the Agency for
International Development and NBA and should not be used for any
other purpose. This restriction is not intended to limit the
distribution of this report which, upon acceptance by the USAID
Regional Inspector General for Audit, Singapore, is a matter of

public record.
Loopoon b ol
EQ( Oktv Vi L

v
COOPERS & LYB

Certified Public Accountants
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CONSOLIDATED RECEIPTS AND EXPENDITURE STATEMENT
FOR THE PERIOD FR(M FEBRUARY 1,

NAT ION BUILDERS ASSOCIATION

PERTAINING TO IT¢

RECEIPTS

Net funds
contributed

EXPENDITURE

Overseas
training

Local training

Salaries and
wages

Administration
expenses

Capital
expenditure

Transport
Planting
Maintenance

Evaluation and
audit

Overhead
allowance

Opening of fire
gaps

Video film
Afforestation

Surplus to be
refunded

1985 TO DECEMBER 31, 1991

PVO CO-FINANCING GRANTS WITH USAID/SL

USAID/SI. NBA Total
Contributicns Contributions Contributions us §
Re Rs Rs Equivalent
13,531,12: 28,576,699 42,107,821 1,489,728
595,41" Nil 595,417 17,342
700,92: 5,100 706,023 20,630
1,249,00( 1,526,270 2,775,270 82,097
1,163,87¢ 1,231,947 2,395,825 110,153
243,49¢ 38,245 281,739 8,075
499,51¢ 842 500,357 14,357
3,929, 86¢ 1,570,458 5,500,324 252,888
3,617,30¢ 24,057,530 27,674,836 926,188
296, 76( Nil 296,760 8,782
298, 64¢ 45,475 344,120 9,646
482,791 100,832 583,623 26,833
70,00¢ Nil 70,000 2,239
3oo,oocj Nil 300,000 7,895

13,447,59¢

28,576,699

42,024,294

1,487,125

-

M B Adikaram
NBA CHAIRMAN A RXECUTIVE DIRECIOR

The notes on jage 17 form part of these statements
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RECEIPTS

Net funds
contributed

EXPENDITURE
Planting

Administration
expenses

Maintenance
Opening of fire
gaps

Surplus to be
refunded

NATION BUILDERS ASSOCIATION

PVO CO-FINANCING I PROJECT, GRANT NO 26
RECEIPTS AND EXPENDITURE STATEMENT
FOR THE PERIOD FROM FEBRUARY 1, 1985 TO JULY 31, 1989

USAID/SL NBA Total
Contributions Contributions cContributions us §

Re Rs Rs Equivalent
9,214,442 3,877,596 13,092,038 601,932
3,929,866 1,570,458 5,500,324 252,888
1,163,878 1,231,947 2,395,825 110,153
3,617,306 974,359 4,591,665 211,111

482,791 100,832 583,623 26,833
9,193,841 3,877,596 13,071,437 600,985
20,601 - 20,601 947
/ k" *)-{‘(}?L-
.-/
8 ADIKARAM
NBA CIAIRNA# & EXECUTIVE DIRECTOR

The notes on page 17 form part of these statements
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NATION BUILDERS ASSOCIATION

PVO CO-FINANCING I PROJECT, GRANT NO 35
RECEIPTS AND EXPENDITURE STATEMENT
FOR THE PERIOD FROM DECEMBER 31, 1986 TO AUGUST 29, 1989

USAID/SL NBA Total
Contributions Contributions Contributions us §
Rs Rs Rs Equivalent

RECEIPTS
Net funds
contributed 1,815,212 20,117,874 21,933,086 701,410
EXPENDITURE
Overseas
training 295,417 Nil 295,417 9,447
Local training 357,075 5,100 362,175 11,582
Salaries & wages 529,000 1,071,370 1,600,370 51,179
Transport 209,234 842 210,076 6,718
Evaluation and
audit 171,760 Nil 171,760 5,493
Overhead
allowance 104,232 Nil 104,232 3,333
Capital
expenditure 78,494 38,245 116,739 3,733
Video film 70,000 Nil 70,000 2,239
General
maintenance Nil 19,002,317 19,002,317 607,686

1,815,212 20,117,874 21,933,086 701,410

[0
- A)-[T 92

NJI ADIXARANM
NBA CHAIRMAN & EXECUTIVE DIRECTOR

The notes on page 17 form part of these statements
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RECEIPTS

Net funds
contributed

EXPENDITURE

Salaries and
wages

Local training

Overseas
training

Afforestation
Transport

Capital
expenditure

Evaluation
and audit

Overhead
allowance

General
maintenance

Surplus to be
refunded

NATION BUILDERS ASSOCIATION

PVO CO-FINANCING I PROJECT, GRANT NO 13
RECEIPTS AND EXPENDITURE STATEMENT
FOR THE PERIOD FROM OCTOBER 1, 1988 TO DECEMBER 31, 1991

USAID/SL NBA Total
Contributions Contributions Contributions us §
Rs Rs Rs Equivalent
2,501,468 4,581,229 7,082,697 186,386
720,000 454,900 1,174,900 30,918
343,848 Nil 343,848 9,048
300,000 Nil 300,000 7,895
300,000 Nil 300,000 7,895
290,281 Nil 290,281 7,639
165,000 Nil 165,000 4,342
125,000 Nil 125,000 3,289
194,413 45,475 239,888 6,313
Nil 4,080,854 4,080,854 107,391
2,438,542 4,581,229 7,019,771 184,730
62,926 - 62,926 1,656
¢33 + + F 3 ¥ sSS=s=sm==s 3+ 5 -3 571 1=+ -+ % $-3-3
e
- L Wiy
,/f‘//J e TI$>'
N /8 ADIKARAM
NBA (HAX & EXECUTIVE DIRECTOR

The notes on page 17 form part of these statements
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1.

NATION BUILDERS ASSOCIATION
Notes to the Fund Accountability Statements

Significant Accounting Policies

(a) The Fund Accountability Statements, expressed in Sri
Lankan Rupees, is preépared in accordance with the
historical cost convention. Sri Lankan rupee amounts
have been translated to their US dollar equivalent at
the average rate exchange during the statement period.

(b) Receipts and expenditure relate to amounts received and
gaid respectively in cash or in kind. The funds surplus
or the period represents the closing cash balances.

Component unit of NBA

The Fund Accountabilit Statements presents only the
transactions of NBA as they pertain to 'its Grants received
from USAID/SL under the PVO Co-Financing I and II Projects and
is not intended to present fairly the receipts and expenditure
of NBA as a whole.

17



REPORT ON THE

SYSTEM OF
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certified public accountants telephone 3362344 & 3360877 a member firm of
OO ers telegrams Colybrand Singapore Coopers & Lybrand (international)

&L d telex RS 22137 & RS 28121
y ran telefax 3362539 & 3390048
Orchard P O Box 285
Singapore 9123

9 Penang Road # 12-00
Park Mall Singapore 0923

your reference A3 /KYT/NBA

our reference

Mr James B Durnil
Regional Inspector General
for Audit, Singapore,
us Agencg for International Development
# 17 03 Peninsula Plaza
111 North Bridge Road
Singapore 0617 22 September 1992

Dear Mr Durnil

NATION BUILDERS ASSOCIATION
PERTAINING TO ITS PVO CO-FINANCING GRANTS WITH THE
UNITED STATES AGENC¥NFg§IINTEﬂATIONl\L DEVELOPMENT

INDEPENDENT AUDITORS’ REPORT ON THE SYSTEM
OF INTERNAL CONTROLS

1. We have audited the Fund Accountability Statements of Nation
Builders Association ("NBA" ertaining to PVO Co-Financin
Grants with the United States Agency for Internationa
Development, Sri Lanka ("USAID/SL"), and in respect of the
following periods:

PVO Co-~-Financing I Project

Grant No 26 - February 1, 1985 to July 31, 1989
Grant No 35 - October” 1, 1986 to August 2§, 1989

PVO Co-Financing II Project
Grant No 13 - October 1, 1988 to December 31, 1991

2. These statements, comprising the Receipts and Expenditure
Statement for each grant for the periods outlined above, as
well as a Consolidated Statement and the notes thereon, are
set out on pages 13 to 17 , and we have issued our report
thereon dated 22 September 1992.

3. We conducted our audit in accordance with generally accepted
auditing standards and the standards for financfal 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 financial statements
are free of material misstatement.

4. In planning and performing our audit of NBA, we considered its
internal control structure in order to determine our auditing
grocadures for the purpose of expresaing our opinion on the

inancial statements and not to provide assurance on the
internal control structure of NBA as a whole.

18

resident partners directors
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NATION BUILDERS ASSOCIATION
PERTAINING TO ITS PVO CO~FINANCING GRANTS

WITH THE UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT

IN SRI LANKA

INDEPENDENT AUDITORS’ REPORT ON THE SYSTEM OF
INTERNAL CONTROLS

The management of NBA is responsible for establishing and
maintaining an internal control structure. In fulfilling this
responsibility, estimates and judgements Hy management are
required to assess the expected benefits and related cost of
internal control structure, golxczes and procedures. The
objectives of an internal control structure are to provide
management with reasonable, but not absolute, assurance that
the assets are safeguarded against loss from unauthorized use
or dispoaition, and that ~transactions are executed in
accordance with management’s authorization and recorded
properly to permit the preparation of financial statements in
accordance with generally accepted accounting principles.
Because of inherent limitations in any intérnal control
structure, errors or irregularities mag nevertheless occur and
not be detected. Also, projection of any evaluation of the
structure to future periods is subject” to the risk that
grocedures currently considered adequate may become inadequate

ecauge 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 into the following categories :

Accounting Controls;

o Cash receipts

o Cash disbursements
o Payroll

-] General ledger

Administrative controls;

e] Cost allocation and allowability
o Monitoring
o Reporting

For all the internal control structure categories 1listed

above, we obtained an understanding of the design of relevant

golicies and procedures, determined whether they are effective
n operation, and we assessed control risgk.

As a result of these procedures, and in accordance with
Government Auditing Standards, we limited our reliance on the
internal control structure as, given the small size of the
entity, an adequate structure for the purposes of audit
reliance was considered not to be in existence. As a
consequence, we adopted a substantive tenting approach in our
audit ‘of the Fund Accountability Statements.

However, during the course of our audit, we noted certain
matters involving the internal control structure and its
ogeration that we consider to be reportable conditions under
standards established by the American Institute of Certified
Public Accountants. Reportable conditions involve matters
coming to our attention relating to significant deficiencies
in the design or operation of the internal control structure
that in ©Our Jjudgement, would adversely affect the
organization’s ability to record, process, summarize, and
report financial data, consistent with the assertions of
management in the Fund Accountability Statements.
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NATION BUILDERS ASSOCIATION
PERTAINING TO ITS PVO CO-FINANCING GRANTS
WITH THE UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT
IN SRI LANKA

INDEPENDENT AUDITORS’ REPORT ON THE SYSTEM OF
INTERNAL CONTROLS

Our audit revealed the following reportable conditions,which
are described in detail on pages 21 and 22:

a) Phgaical verifications of non expendable property were
carried out; and

b) Bank reconciliations were not reviewed and approved.

A material weakness is a condition in which the design or
operation of the specific internal control structure elements
does not reduce o a relatively low level, the risk that
errors or irregularities, in amounts that would be material in
relation to the Statements being audited, may occur and not be
detected within a timely period by employées in the normal
course of performing their assigned tasks.

Our consideration of the internal control structure would not
necessarily disclose all matters in the internal control
structure that might be reportable conditions and accordingly
would not necessarily disclose all reportable conditions thaf
are also considered to be material weaknesses as defined
above. However, we consider that the reportable conditions
annotated as (a) and (b) in the paragraph 10 above are
material weaknesses.

This regort is intended solely for the use of the Agencg for
International Development and NBA and should not be used for
any other purpose. This restriction is not intended to limit
the distribution of this report which, upon acceptance by the
USAID Regional Inspector General for Audit, Singapore, "is a
matter of public record.
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(A)

NATION BUILDERS ASSOCIATION
SCHEDULE OF REPORTABLE CONDITIONS

PHYSICAL VERIFICATION OF NON EXPENDABLE PROPERTIES NOT CARRIED

Condition

NBA does not have a formal procedure for the physical
verification of non expendable properties.

Criteria

Sound accountin? practice requires non expendable properties
to be periodically verified.

Effect

The non-existence of such a procedure for ghysical
verification of non expendable properties may resul n NBA
not being able to effectively control and monitor its non
exgendable roperties and therefore create the possibility of
a loss of these properties by misfeasance cause.

Cause

NBA did not recognize the need for such a procedure.

Recommendation

We recommend that a procedure be set for non expendable
gropertiee to be counted periodicallg. The results should
hen be reconciled to the non expendable properties register
to ensure that the register are kept up to date. Differences
disclosed by the reconciliation should be investigated before
any adjustments are made. The reconciliation and
investigations of differences should be performed or checked
by individuals independent of those who:

o update the non expendable properties register
o maintain the general ledger control accounte
The results of the reconciliations and investigation of

differences should be reviewed and approved by a responsible
official.

Management Commentsg

Agree with finding and management will implement auditors’
recommendation.
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(B)

NATION BUILDERS ASSOCIATION
SCHEDULE OF REPORTABLE CONDITIONS

BANK RECONCILIATIONS NOT REVIEWED AND APPROVED
Condition

Monthly bank reconciliations pregéred are not independently
reviewed by a responsible officia

Criteria

Sound accounting practice requires monthly bank
reconciliations to be reviewed.

Effect

This lack of an independent check may result in errors and
irregglaﬁékxes not being detected promptly, and could cause
oss to .

Cause
NBA did not recognize the need for such a review.

Recommendation

We recommend that a responsible official reviews the monthly
bank reconciliations and initials on the reconciliations as
evidence of his/her check. Prompt action should then be taken
to rectify any errors or irreqularities.

Management Comments

Agree with finding and management will implement auditors’
recommendation.
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REPORT ON COMPLIANCE WITH
AGREEMENT TERMS, APPLICABLE
LAWS AND REGULATIONS



certified public accountants lelephone 3362344 & 3360877 a member firm of
COO ers telegrams Colybrand Singapore Coopers & Lybrand {International)
L d telex RS 22137 & RS 28121
y r an telefax 3362539 & 3390048
Orchard P O Box 285
Singapore 9123

9 Penang Road #12-00
Park Mall Singapore 0923

your reference AS5/KYT/NBA

our reference

Mr James B Durnil
Regional Inspector General
for Audit, Singapore,
us Agencg for International Development
# 17 ~ 03 Peninsula Plaza
111 North Bridge Road
Singapore 0617 22 September 1992

Dear Mr Duril

NATION BUILDERS ASSOCIATION
PERTAINING TO ITS PVO CO-~FINANCING GRANTS WITH THE
UNITED STATES AGENC¥NFg§II¥,§S§§ATIONAL DEVELOPMENT

INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE WITH
AGREEMENT TERMS, APPLICABLE LAWS AND
REGULATIONS

1. We have audited the Fund Accountability Statements of Nation
Builders Association ("NBA") pertaining to PVO Co-Financin?
Grants with the United States Agency for Internationa
Development, Sri Lanka ("USAID/SL"), and in respect of the
following periods :

PVO Co-Financing I Project

Grant No 26 - February 1, 1985 to July 31, 1989
Grant No 35 - October 1, 1986 to August 29, 1989

PVO Co-Financing II Project
Grant No 13 - October 1, 1988 to December 31, 1991

2. These Statements, comprising the Receipts and Expenditure
Statement for each grant for the periods outlined above, as
well as a Consolidated Statement and the notes thereon, are
set out on gages 13 to 17, and we have issued our report
thereon date 2 September {992

3. 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 financial statements
are free of material misstatement.

4. Compliance with laws, = regulations, contracts, grantn

Rtovisiona, or binding policies and procedures applicable to

BA is the responsibility of NBA’s management. As part of

obtaining reasonable assurance about whether the financial

statements are free of material misstatement, we performed

tests of NBA‘s compliance with certain of those provisions.

However, our objective was not to provide an opinion on
compliance with such provisions.
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NATION BUILDERS ASSOCIATION
PERTAINING TO ITS PVS CO-~-FINANCING GRANTS
WITH THE UNITED STATES AIGEN%YI %@TERNATIONAL DEVELOPMENT
N s

INDEPENDENT AUDITORS' REPORT ON
COMPLIANCE WITH AGREEMENT TERM APPLICABLE LAWS AND REGULATIONS

Material instances of non-compliance are violations of laws,
regulations, contract and grant provisions, or binding
policies and procedures that "cause us to conclude that the
aggregation of misstatements resulting from those violations
i8” material to the Fund Accountability Statements. The
results of our testing of transactions and records selected
disclosed material instances of non-compliance, the effects of
which have not been corrected in the Fund Accountability
Statements, and they are set out in summary on Q?%? 25 and in
detail on pages 26 to 34 and Appendices A.l to B.2.

We considered these material instances of non-compliance in
forming our opinion on whether NBA‘s Fund Accountability
Statements are presented fairly, in all material respects, in
conformity with the basis of accounting described in note (b)
to the Statements and this report is not considered to have
affected our report dated 1 September 1992 on those

gtatements.

Except as described in paragragh 5 above, the results of our
test of compliance indicate that with respect to the items
tested, NBA complied, in all material respects, with the
grovisions referred to above. With rei?ect to items not

ested, nothing came to our attention that caused us to
believe that NBA had not complied, in all material respects,
with those provisions.

This report is intended solely for the use of the Agency for
International Development and NBA and should not be used for
any other purpose. his restriction is not intended to limit
the distribution of this report, which upon acceptance by the
USAID Regional Inspector General for Audit, Singapore, is a
matter of public record.

6:/ O 9‘20 1A
RS

coop

Certified Public Accountants
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NATION BUILDERS ASSOCIATION

SUMMARY OF AUDIT FINDINGS ON NON COMPLIANCE ISSUES

NBA has not adequately maintained sufficient and proper
accounting records for Grants 13, 26 and 35.

Inadequate maintenance of separate bank accounts.
NBA has not attained its co-financing contributions.

NBA has failed to adhere to a number of reporting and
monitoring provisions required by the agreements.

Cogies of annual audit reports have not been provided to
USAID/SL.

There were additional questioned costs, not included above,
amounting to US$31,417.

Failure to comply with statutory requirements.
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NATION BUILDERS ASSOCIATION

SCHEDULE OF FINDINGS OF NON-COMPLIANCE

INADEEUATg MAINTENANCE OF SUFFICIENT AND PROPER ACCOUNTING
ORD3S

Conditjon

In resFect of Grants 13, 26 & 35 NBA has not maintained
sufficient and appropriate accounting records to generate
complete statements of receipts and expenditure for all costs
incurred as its contributions to respective projects.
Additionally, they have also not been able to support the
allocability allowabxlx%y and reasonableness of a number of
Ehos: cost ” items claimed as expenditure related to those
rants.

This finding includes, the following specific deficiencies:

o SeRarate ledger accounts for expenses reimbursed by
USAID/SL contributions were not maintained;

o USAID/SL reimbursed vouchers were mixed with those for
costs financed by non-USAID/SL contributions;

o Source documentation for a number of expense items could
not be located.

o Inadequate details on supporting documentation;

o Accounting records were not maintained for co-financing
contributions in kind.

Criteria

Mandatory Standard Provision 2(a) of AID Handbook 13, which
forms part of the Grant Agreement, requires the grantee to
maintain books, records,.’ documents and other ' necessary
evidence to sufficiently substantiate chargea to grants.
Moreover, the records must disclose that portion of project
costs that are funded from other sources.

The above criteria also constitute requirements of sound
accounting practice.
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NATION BUILDERS ASSOCIATION

SCHEDULE OF FINDINGS OF NON-COMPLIANCE

INADEQUATE MAINTENANCE OF SUFFICIENT AND PROPER ACCOUNTING
RECOR fnﬁs CONT’D)
Effect

Sufficient and appropriate accountin% records have not been
maintained to generate and augyort he Fund Accountability
Statements for Lrants 13, 26 & 35.

As_a result, we are unable to determine the reasonableness
allocability and allowability of Rs 3,945,010 (US § 133,833}
in recorded expenditure. Refer Appendices A.l and B.1, Item

Causge

NBA’'s accounting system was not adequate to ensure full
accountability for  a significant portion of _expenditure
incurred under the Co-Financing Grants, Primarily due to a
lack of sufficient resources "and a sufficient number of
competent personnel.

Recommendation

NBA should take immediate steps to ensure that it maintains
sufficient and proper accounting records to substantiate all
receigts and payments of funds received under the Grants and
should conduct regular reviews of these systems and its
ability to comply with Grant provisions. BA should also
ensure _that its recruitment process results in the employment
of staff sufficiently qualified and experienced to ensure that
igg cgq}rols and accountability systems are both efficient and
effective.

In additional, NBA should also review those questioned costs

that have resulted from this finding, and as noted in Appendix
A.l and B.1l, and resolve them with "USAID/SL.

Management Comments

Agree that adequate records have not been R%Pt and management
will meet with USAID/SL to resolve the finding.
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NATION BUILDERS ASSOCIATION

SCHEDULE OF FINDINGS OF NON-COMPLIANCE

INADEQUATE MAINTENANCE OF SEPARATE BANK_ACCOUNTS
Condition

We have noted that NBA maintains segarate bank accounts for
each grant. However, within each of these i;ants, NBA has co-
mingled funde received from USAID/SL with its own funds.

Criteria

AID handbook 13, which forms gart of the Grant agreement
requires all funds provided by USAID/SL to be depcsifed into
separate bank accounts and doés not permit the co-mingling of
these funds with funds from other sources.

Effect

The inadequate maintenance of separate bank accounts may
result in RBA not being able to reconcile and support amounts
received on a donor by donor basis.

Cause

NBA's management was unaware of the need to maintain a
separate account for USAID/SL funds.

Recommendation

Whilst the extra administrative requirements are noted, the
basis for requiring separate accounts to be maintained is
considered to override this burden and therefore, NBA should
ensure its adherence to the ?rovxsxons of its Grant Agreements
and deposit all USAID/SL funds into accounts specifically
dedicated to those funds.

Management'’s commentsg

Agree that separate bank amounts have not been adequately
maintained and management will meet with USAID/SL to resoclve
the finding.
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NATION BUILDERS ASSOCIATION

SCHEDULE OF FINDINGS OF NON-COMPLIANCE

3 CO-FINANCING CONTRIBUTIONS NOT ATTAINED
nditio

NBA has not attained its co-financing contribution for Grant
26, details of which are set out below:

Budgeted Non~USAID/SL contributions Re 13,655,592

Less: Non-USAID/SL contributions Rs 3,877,596
corrasponding to these budget
lines.
Shortfall Rs 9,777,996
US$ Equivalent uss 450,000
Criteria

A8 Grant No 26 is provided under a Co-Financing Project, the

Grantee 1is required to expend an agreed minimum of their own
gungg in return for an established level of USAID/SL assistad
unding.

Effect

NBA has not attained its contribution as budgeted in the Grant
Agreement by the above amount.

Cause

NBA‘@s accounting and evaluation records do not facilitate
gropet budgetary monitoring
© ensure its compliance with co-financing requirements.

Recommendation

We recommend that NBA establish and imglement a formal system
of budgetary monitoring to ensure that it cogglies with its
co-financing obligations. It should meet with USAID/SL to
determine how to resolve the shortfall in NBA’‘s contributions
as soon as possible. In future if it can not fulfill its co-
financing obligations as provided in the Grant Agreement it
agould seek a walver or an amendment from USAID/SL at an early
stage.

agement’s comments

Management was not aware of the strict need of having co-
financing contributions recorded in the accounts. However,

even though these contributions had not been recorded in the

gccountg, NBA submits that the expected contributions have
een made.
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NATION BUILDERS ASSOCIATION

SCHEDULE OF FINDINGS OF NON-COMPLIANCE

NON-ADHERENCE TO REPORTING AND MONITORING PROVISIONS

Condition

NBA has not adhered to a number of 2Pecific reporting and
monitoring provisions required by the Grant Agreements.

This finding includes the following specific deficiencies:

o Project evaluation summaries have not been submitted to
USAID/SL.
o] Claims for reimbursement under grant 13 were not

submitted to USAID/SL on a monthly basis as established
by the agreement.

o NBA has failed to submit to USAID/SL a letter from the
Mahaweli Economic Authority certifying the contribution
made by the latter annually.

o 8uarterly progress r%ports had not been submitted to
SAID/SL" as required for some periods.

o Federal cash advance status report was not completed and
submitted to USAID/SL on a quarterly basis as required
by AID Handbook 13 for Grants 13 and 35,

o The baseline surve{ report was not completed and
submitted to USAID/SL as required under Grant 35.

Criteria

Various provisions of the Grant Agreements require specific
evaluation and reporting criterion to be completed on a timely
and Beriodic bagis, with copies of these reports provided to
USAID/SL as well as to the Sri Lankan Miniatries of Finance
and Planning, and Plan Implementation.

Effect

The non-completion and non-submission of various progress
reports may hinder an appropriate evaluation and monitoring of
the progress of projects conducted under the Grant Agreements.,
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NATION BUILDERS ASSOCIATION

SCHEDULE OF FINDINGS OF NON-COMPLIANCE

ON-ADHERENCE TO REPORTING AND MONITORING PROVISION CONT'

cause

NBA's management contend that heavy workloads, along with
their interpretation of Grant Agreement Eroviaiona, have
resulted in amendments to reporting contents and timing of
lodgements. The non-%rovxsxon of some reports to appropriate
parties has resulted because of an oversight by management.

Recommendation

NBA should ensure its compliance with the provisions of the

Grant Agreements. Where such compliance is not considered

Bossible, NBA should request an amendment or waiver from
SAID/SL to the respective agreements.

Management’s comments

In respect to project evaluation summaries, management have
sent alternative "reports eg. evaluation regorts, project
completion reports and audit reports to USAID/SL., Management
agree with all other conditions“and will meet with USAID7/SL to
resolve this finding.

Auditors’ Comments

NBA should meet with USAID/SL to ascertain if the alternative
reports submitted are acceptable.
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NATION BUILDERS ASSOCIATION

SCHEDULE OF FINDINGS OF NON-COMPLIANCE

FAILURE TO SUBMIT ANNUAL AUDIT REPORTS
Condition

NBA has not carried out annual audits for grants 26 and 35.

These grants were only audited at the end of the grant period

but thé audit was carried out by De Alwis Management Services
Kandy ghich is not an independent firm of Public
ccountants.

Criteria

The grant agreement requires grantees to provide USAID/SL with
copies of" their audit reports on an annual basis.
Furthermore, the audit is required to be carried out by an
independent firm of Public Accountants.

Effect

Funds provided under the grant agreement cannot be pro erly
monitored due to the non-submission of annual audit reports to
USAID/SL. Furthermore, the associated costs incurred y these
audits which have been claimed and reimbursed (Appendix A.2),
amounting to RS10,500, may not be allowable.

Causge

Annual audits have not been carried out for grants 26 and 35
due to an oversight by NBA’‘s management.

Recommendation

NBA should ensure adherence to the provisions of the grant
agreement and submit copies of annual audit reports to
USAID/SL for review. Furthermore, these audits sghould be
carried out by an independent firm of Public Accountants.

Management ‘s commentg

Agree with finding and will meet with USAID/SL to resolve this
non-compliance.
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NATION BUILDERS ASSOCIATION

SCHEDULE OF FINDINGS OF NON-COMPLIANCE

HER QUESTIONED COSTS
Condition

During the course of our audit, we came across certain other
costs which were considered "questioned costs". The details
of these questioned costs, totalling Rs 982,386 (US § 31,417)
are soet out in Appendices A.2 and B.2.

Criteria

NBA should ensure its compliance with USAID/SL guidelines and

grant requirements when making claims for costs. The basis of

gugstigngb%lity of each item 'noted is set out in Appendices
L] an L] -

Effect

NBA has claimed costs totalling Rs 982,386 (US § 31,417) which
may be potentially unallowable. Refer Appendices A.2 and B.2.

Cause

NBA have overlooked USAID/SL guidelines and grant requirements
when making claims for costs.

Recommendation

It is recommended that both NBA and USAID/SL review the list
of questioned costs set out in Appendices A.2 and B.2 resolve
them and, if considered info%fiate, determine which
expenditure should be recovere y USAID/SL from NBA.

Management’s comments

These costs were incurred for the purposes of the grant and
care had been taken to ensure its reasonableness.
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NATION BUILDERS ASSOCIATION

SCHEDULE OF FINDINGS OF NON-COMPLIANCE

FAILURE TO COMPLY WITH STATUTORY REQUIREMENTS

Condition

NBA has failed to contribute to the employees grovident and
trust funds from 14 March 1991 for employees under grant 13.

Criteria

NBA has not complied with the provisions of the Employees
Provident Fund ("EPF") Act No 15 of 1958 and Employees Trust
Fund ("ETF") Rct No 46 of 1980.

Effect

NBA is liable for the employers’ contribution to EPF and ETF
as well as the employees contribution which NBA failed to
deduct from employee salaries.

Cause

NBA‘s management was notified of their liability by the
Department of Labour only on 11 June 1992.

Recommendation

NBA should take steps to compute the outstanding EPF/ETF
contributions and to comply with statutory requirements so as
to avoid paying penalties.

Management’s comments

Agree with finding and management has taken the necessary
follow up action with the Department of Labour.
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Appendix A.1l

NATION BUILDERS ASSOCIATION

USAID/SL QUESTIONED COSTS AS TO
REASONABLENESS, ALLOCABILITY AND ALLOWABILITY
NON-COMPLIANCE ISSUES

Finding Condition Basis of Grant Amount Equivalent
Questionability No Rs us §
Finding 1 Inadequate Reasonableness, 26 1,241,542 57,082
maintenance allowability & 35 990,307 31,680
of sufficient allocability 13 1,258,261 33,100
and proper cannot be
accounting determined.
records

3,490,110 121,862

Finding 5 Annual Allowability 35 10,200 355
audits not breach of grant
carried out agreement
by an
independent
firm of
Public
Accountants

Finding 8 Other 35 26,130 835
questions
costs
(refer Appendix A.2) 00000 eeeccccas cenecce--
TOTAL 3,526,440 123,052




Appendix A.2

NATION BUILDERS ASSOCIATION

USAID/SL gUESTIONED COSTS AS TO
REASONABLENESS, OCABILITY AND ALLOWABILITY
OTHER QUESTIONED COSTS

Payment
Line Voggher Condition Basis of Grant Amount Equivalent
item No. Questionability No Re Us §
Einding 8
Evaluation 35/2/B6/A/1 The report Reasonableness 35 26,130 835
/2/B8/A/ for whgch cannot be —

expenditure determined.
incurred for

was not

received by

NBA.



Appendix B.1

NATION BUILDERS ASSOCIATION

NBA CO-FINANCING QUESTIONED COSTS AS TO
REASONABLENESS, ALLOCABILITY AND ALLOWABILITY
NON-COMPLIANCE ISSUES

Finding Condition Bagis of Grant Amount Equivalent
Questionability No Rs uUs §
l. Finding 1 Inadequate Reasonableness, 13 454,900 11,971

maintenance allowability &
of sufficient allocability
and proper cannot be

accounting ascertained.
racords.
3. Finding 8 oOther 35 956,256 30,581
quustioned
cgsgé Appen
efer -
éix 8.2)pp
TOTAL 1,411,156 42,552
IR 3K 3X IR 3T X 23X IR 3R MIIIENEERRE



Line
item

Finding 8

NATION BUILDERS ASSOCIATION

NBA CO-FINANCING QUESTIONED COSTS AS TO
REASONABLENESS, ALLOCABILITY AND ALLOWABILITY

Personnel Co-financing

Personnel

OTHER QUESTIONED COSTS

Condition Basis of Grant
Questionability No
Allowability 35

contribution cannot be

not within determined.

the grant

period.

Co-financing Allowability 35

contribution cannot be

valued at determined.

rates in

excess of

agreed rates.

TOTAL

Appendix B.2

Amount Equivalent
Re Uus §

91,530 2,927
864,726 27,654
956,256 30,581



NATION BUILDERS ASSOCIATION
BREARDOWN OF USAID/SL QUESTIONED COSTS

Appendix A.1, Item 1
Payment Budget
Grant Voucher Line Description
No. No. Item
26 Entire Budget Administration Non-maintenance of
Line Item expenses personal records
questioned le. appointment
letters and
authorised salary
revision listing.
18/1 Planting No supporting
documentation
27/1 Planting No supporting
documentation
35 Entire Budget Local training No procedures of
Line Item expensges maintaining
questioned attendance records

for trainees.

Entire Budget Salaries and Non-maintenance of

Line Item wages personal records
questioned

Entire Budget Overhead Non-maintenance of
Line Item allowance personal records
questioned

Amount
RS

1,163,878

45,322

32,342

1,241,542

357,075

529,000

104,232

990,307



NATION BUILDERS ASSOCIATION
BREAKDOWN OF USAID/SL QUESTIONED COSTS

Description

Local training No procedures of

d . cont'‘d
Payment Budget
Grant Voxgher Lige
No. No. Item
13 Entire budget
line item
questioned

Entire budget
line item

Entire budget
line item
questioned

Salaries and
wages

Overhead
allowance

maintaining
attendance records
for trainees

Non-maintenance of
personal records

Non- maintenance
personal records

Amount
RS

343,848

720,000

194,413

1,258,261

[



NATION BUILDERS ASSOCIATION
BREAKDOWN OF USAID/SL QUESTIONED COSTS

. tem
Payment Budget
Grant Voucher Line Description
No. No. Item
13 Entire budget Salaries and No supporting
line item wages documentation
questioned

Amount
RS

454,900



chartered accountants Third Floor Cargills Building, a member firm of

Coo erS P.O. Box 918 Coopers & Lybrand

Colombo 1 Sri Lanka (Intemational)
& L rand telephone 4224289
! telegrams Caertified Colombo

Saichithananda, SRS
Pasupati & Co.

APPENDIX Cl

Our reference

October 30, '92

Mr Kon Yin Tong
Manager

Coopers & Lybrand

9 Penang Road

#/ 12-00 Park Mall
Singapore 0923

B Y COURTIEHR

Dear Mr Yin Tong

FINANCIAL AUDIT - NBA (US.AID)

Please find enclosed the Management Comments of NBA
typed on their official letter heads, as requested, for

incorporation to the Report,

Yours truly

| e

Sriyani Perera (Miss.)

Enc

SP/mk/1:1:
l[ pariners  Samy M Pasupati FCA, O C Wijesekera FCA, P D Rodngo FCA, Sharmini Sivalingam FCA,
I Y Kanag i ACA, S Qaj ACA, Snyani Parera ACA.
i



NATION BUILDERS ASSOCIATION
New Town, Kundasale.

X 08-32332

28th October, 1992.
Date.......coveiniinninns

Your reference PDR/412/92 APPENDIX C2

A VOLUNTARY, NON - PROFIT
MAKING, NON-GOVERNMENTAL
ORGANISATION INCORPORATED
BY ACT OF PARLIAMENT.
APPROVED CHARITY

M/s Coopers & Lybrand,
Chartered Accountants,
45, Abdul Caffoor Kawatha,

COLOMBO 3

Dear sgirs,

USAID - PVO CO-FINANCING GRANTS : NO 26, 35 AND 13.

Reference your letter dated 14th September, 1992 and our reply dated
23rd September, 1992,

The ameuded comments and also the commentis in respect of the items
where further clarifications were sought dy us are typed on letter

heads and forwarded herewith as requested.

The delay in forwarding these documents is very much regretied. It was
due to our having to verify certain facts at field level <o finalise

the commentse.

Thanking you.
Yours faithfully,
- .
Lf\.‘"ﬂ#(_/
T.BlAdikaram

Chailrman & Execut:ve Director.
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MANAGEMENT CONMMENTS OF NATION BUILDERS
ASSOCIATICN

REFORT ON THE SYSTEM OF INTERNAL CONTROLS

L I T e et i T S i LU ——

(B) Physical verification of non expendable property was not
carried out.

MANAGEMENT CCOMMENTS

During the period under review, NBA had relatively few assets
which were in constant use. Consequently, any item missing
could have been easily observed. However, as the number of
assets is now on the increase, a sub-committee of the Board of
Governors had been entrusted with the physical verification of
assets and up~dating the assets register. ¥Whilst appreciating
the recommendation made by the auditors, NBA has noted to con-
duct periodical verificati8ns.

(C) Bank reconciliations were not reviewed and approved.

HANAGENENT CCOMIENTS

The WBA's procedure has been to prepare the Bank reconcilia-
tions under the supervision of the Accountant. So far, we
have not had any occasion of errors and irregularities.
Nevertheless, the comments of the Auditors are thankfully
noted for ccmpliance.

Finding 1
NON-CCMFLIANCE ITEMS - PART 1 GENERAL
1.

Inadequate maintenance of sufficient and proper accounting
records.

MANAGEMENT CCMMENTS

We agree that the NBA has not bee:: able to meet adequacy
requirements strictly. The reasons for this are as follows:-

Separate Ledger AccountS.....

The practical situation was that the amount of expenditure
claimed and the amount reimbursed were not always the same.
The short fall, whatever, had to be met out of NBA funds. As
a result the ledger account maintained for the project had to
contain entries of NBA contributions as well.

Contd......P/2:
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USAID/SL Reimbursed Vouchers.....

This condition had prevailed due to the practical circums-
tances explained above. When a payment was made to the
field, it would usually go under one voucher and there was
no possibility of splitting it into the USAID component and
the NBA component because the amounts that would be reim-
bursed would be known only after the receipt of the reim-
bursement and all shortfails in the reimbursements had to
be met with the NBA funds.

Source Documentation....

Generally the NBA did have a practical difficulty in secur-
ing and keeping in safe custody source documentation for
every payment because in certain expense items the need
emanated froem the field level and the office could not
secure more basic documents than the certificate of a
responsible official in charge cf project implementation
activities, Care was taken to ensure that such certifi-
cation was available for each paywment. Very often such
certification was on the voucher itself,

Inacdequate Details on Supporting DocumentS....

Generally, payments were made on the three responsible
officers, narely approving, authorizing and certifying
officers being satisfied about the propriety of the payment.
This depended on the basic recommendation of the responsible
officers in charge of project operations.

Accounting Records for Co-financing....

The NBA regrets the deficiency. At the same time, the NBA
has to confess that the awareness of the strict need of
having thrse contributions recorded in detail was relatively
low at the time of implementatior. of these projects as they
were the first experlences of the organization in handling
such procedures. Even though the contributions had not been
precisely detailed out, NBA has to submit that the expected
contributions were made.

The Auditors' recommendation for staff recruitment is thank-
fully noted for guidance. With regard to the questioned
Costs NBA wishes to discuss with the USAID.

Contdese....P/3:
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PART II (SPECIFIC ISSUES)

‘i) Line budget item - Administrative Expenses -
Appendix Al Item I - R. 1,163,878

The period subject to this audit was indeed the infacy of
the NBA in so far as foreign funded project implementation
was concerned. The personnel involved were those who par-
ticipated in the NBA activities on a voluntary basis. They
were not issued with letters of appointment because the

NBA had no intention of taking over an employment responsi=-
bility, nor did the volunteers wish to have a legal clainm
on the NEA as its'employees'. This relationship between

the NBA and the volunteers was purely on mutual understand-
ing and trust and not that of tlhie employer and employee.
During this period there was no. statutory requirement of
EPF contribution. With regard to the nature of 'authorized
salary revision listing' the NBA had not given any indication
to the volunteers that they were being paid a formal salary.
What was paid to them was only an allowance to mcet their
basic needs. The main concern of the NBA and the volunteers
was to achieve what had to be achieved under the projects,
maintaining of course, the financial propriety in their
respective roles. Under these conditions, the need for
personal letters of appointment, stipulation of service
conditions and salary structures etc. did not arise.

ii) Voucher No 18/1 Planting - R. 45,372.00 and Voucher
No 27/1 Planting B. 32,3%2.00

These two payments actually related to the purchase of
fertilizer under the first and second year's maintenance
respectively of the 1986 plantation. The fertilizer was
purchased from the Fertilizer Corporation which is a govern-
ment concern, Payments were made to the Corporation by
cheque and receipts obtained. Unfortunately the receipts
appear to have got detached from the vouchers.

iii) Grant No 35 - Local Training Expenses R.357,075.00

The procedure adopted by the NBA with regard to the payment
of local training expenses was for the project co-ordinator
to gather the details of participants and then submit com-
bined certificates for the total expenditure and then for
the accountant to effect payment to respective recipients.
The NBA acted on this certificate because the co-ordinator
himself was one in the Managerial Team (Secretary Project
Implementation) of the NBA. Now in retrospect, NBA has to
admit that at the project implementation stage, it had not
foreseen the strict need of these source documents because
it had never had the experience of an audit of the present
nature,

Conéd....P/W:
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v) Salaries and wages B, 527 700.00 and
vi)Overhead allowance K. 10+,232.00

These were the payments made to the Project Officers and
Community Organizers. Our comment in Part II (i) above
apply in these instances too.

vii) Grant No 13 - Local Training &.343,848.00

Our comments in Part II (iii) above apply.

ix) Salaries and Wages B. 720,000.00

Our comments in Part 1I (i) above apply.

x) Cverhead allowance B, 194,413,C0

These costs relate to the allowances paid to the personnel.
Qur comments in Part II (i) apply in this enstance too.

xii) Grant No 13-Appendix Bl Item I-NBA Co-financing
Questioned Costs - Salaries and Wages B.454,900/=

The estimated farmer contributlon for maintaining the canal
system during the project period was R.270,000.00, but the
actual contribution they have made amounted to R.454,92C.00.
The computation of this amount is as follows:-

1988 October to 1989 December 2620 Man Days

1990 January to 1990 " - 5548

1991 January to 1991 September - 853 )

19391 Cctober to 1592 January - 77 "
Total -_9998__

The total amount valued at the rate of B.50/= per man day is
B.454,900.00. It will be observed that the actual farmer
contribution has exceeded the estimated contribution.

e have been able to secure, after the receipt of the Auditor's
letter of 21-09-1992 by which clarification sought was for-
warded to us, some of the records maintained by the respective
farmer organizations e.g. Lists of farmers who participated in
Shramadana activities (labour donation). These documents are
now available with the NEBA. .

However, the NBA regrets the fact that is had not compiled and
preserved all the supporting documents, in connection with the
co-financing component vide management comments under Finding
1l Fart I - General - Accounting records for the co-financing.
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Finding 2

INADEQUATE MAINTENANCE OF SEFARATE

MANAGEMENT CCKMENTS

In this connection reference is requested to the manage-
ment comments in Fart I (General) under Finding 1.

The NBA was maintaining separate bank accounts for each
project funded by the USAID. However, as mentioned in

our earlier comments, there were numerous occasions where
the balance available in the project Bank account was not
sufficient to meet field payments as there were delays in
reimbursements. In such situations, money was drawn from
the N2A Account to meet the shortfall pending adjustmenis
on receipt of reimbursements. The nractical circumstances
in making field payments nscessitated adhoc arrangements

of this nature. The NBA hcwever, exercised sufficient care
to avoid intermingling of funds between projects. All
paym:nts under each project was absolutely within the scope
of the respective Bank account with the NBA account supple-
menting it to meet the practical needs.

‘e shall take up the recommendation of the auditors and
will mzke arrangements to maintain sep:rate Bank accounts
for USAID/SL funds.
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Finding 3

Co-financing Contritution not attained

LANAGEZMENT CCLMENTS

NBA's comments under this Iten are confined to Grant No.26
where a net shortfall is shown. This shortfall of 5.9.8m.
(approx.) needs further review. The budgeted co-financing
contribution for the total acreage reafforested was B.13,7m.,
(approx.). This included an estimated contribution of B,6,8m.

annually, during the three year period of maintenance. This
Prevision was nade expecting the worst possible eventuality
of the plantation being affected by droughts or other hazards,
However in actual performances the vacancy filling percentage
Was much less., In an overall average this came to be about
1/3rd ¢f the estimated percentage, Consequently, there was
No need to commit total estimateq contrioution. The actual
contribution . required was Be2.3m, (approx.). Therefore
the difference between the estimated contribution ang the
actual contribution is (6.8m, - 2.3m.) B.4,5m, (approx.).

v¥hen this amount is deducted from the total budgeted contri-
bution of B.13.7m., the actual contribution would be &.,9,2m,
(approx.) or which %,3.9m, (approx.) was met by the financial
contribution. The Lalance is B.5.3m., (approx.). This is the
value of non-financial contribution made by the NBA., The make
Up of this amount is shown in the last column of the table of
expenditure yide annexe 1 - entitlne ’Hinipe Right Bank Trans-
basin Canal Conservation forestry Project-Grant No.,026", a
€opy of which was bresented to the Auditors at the time of

maintain Supporting accounting documents in respect of the co-
financing contribution in kind fer the reasons explained under
Finding I, Part I - General. Nevertheless NBj submits that
the varioug activities, viz,, demarcation and blocking out of
landg, aligning andg marking, providing necessary buildings,

were envisaged in the Froject Budget to be carried out specifi-
cally under the co-financing provisions were actually carried
out, If they were not, this forestry programme would not have
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Findim 0

llon-addhieronce to reporting and monitoring provisions.

HAJAGE L I COHENTS

Froject Lvaluation Summaries

The HBA has submitted the following reports in respect of
all three grants,

Grant lio.26 - two evaluatlion reports, project completion
report & one audit report

Grant No.3% - two 2valuation reports and one audit report

drant lo.13 - two evaluation reports, 3 audit —-eports and
project completion report

The Auditors' recomnendation is appreciated and notecd for
conpliance in future,

* Claim: for Jelmourseront

It is admitted that reimbursement claims were not submitt-
rd monthly unoer Grant No.13. Under the other two grants,
claime were sutmitted quarterly, In view of the volume of
avcounlking work involvec, the same procedure had been
followed in respect of Grant No.13 also. The NBA presumed
the USAID acquiesced in this procedure.

Cerlificate frcm liahawell Authority

We regret that the NBA had not been able to fulfill this
requirement annually. 7The c.rtificate was obtained only
al the conclusion of the project,

Quarterly Progress Reports
Feo cral Cash Advance Statuz Report

It is regretted that these requirements could not be ade-
quately nmet.

With regard to the quarterly reports, there was an addi-

tional constraint in getting necessary field data due to
the law and order siluation that prevailed during the time,

Contd.s..,..P/2:
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Base Line Survey Report - Grant No.35

ihe NBA regrets very much its lapse in this regard
which was due to the Consultant who undertook the
assignment having to leave the country during the
material time and the data collected by him were
not available to the NBA. The Auditors' recommen-
dation is noted for compliance.
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Finding 7

Failure to submit Annual Audit Reports

MANAGEMENT CCLMLITS

He regret this lapse. The Auditors' recommendation is
noted for compliance,

li/s S.B. Rodrigues & Co., Chartered Accountants, have
been selected as Auditors since 1991 and the final audit
of Grant lo.l13 was carried out by them.

The MNBA no longer cngages M/s De Alwis Management Service:
for its auditing.

NATION BUILDERS ASSOCIAT ON
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Date...... cereerverrenes o

Fincing 8

Other Questioned Ccsts.

VANAGEMENT CCHieNTS

(ii} Grant 35 - Base Line Survey Report - B.26,130,00

This was th2 initlal expenditure incurred by the NBA in
connection with the collection of data etc., for the base
line survey report. Unfortunately, the consultant who
accepted the assignment to prepare the report happened to
b= cut of the country at the material time and the report
was nolt finalized.

(iv; Grarnt Nc.935 Line item personnel - i5,957,256.00

a, Co-financing contribution not within the grant period

Reference the clarification sent by the Auditors.

The amount of K.91,53C.00 was taken into the computation of
co-financiny contribution because it represented the value c:
Shramadana work (labour donation) preparatory to project
implementation and therefore formed part of the farmer contri-
bution under the Froject. '

These performances through Shramadana, though carried out
before the date of effectivity of thne grant, were the begin-
ing of the process of farmer contribution and therefcre
insczparable from the Subsequent farmer contributicns.

b) Cc-financing contribution valued at rates in excess of
agreed rates,

Wrrking out the rates for computation of the value of work,

we have obtained guid..ice from a few organizations that were
involved in similar activites. However, we admit that we do

not have official confirmation of such rates. Therefore, we

are communicating with the State Sectocr seeking such confir-
mation,

Contd.....P/2:
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It may a.so be mentioned that tlie amounts stated in the
proposal were only estimates of earth work relating to
repair aad maintenance of bunds and canal systems. MNo
detailed surveys ectc. could be carried out at the time
of estimition. Further, the type of maintenance work
that would be regquired during a three year period are
subject :0 considerable variation depending upon the
rainfall etc. whatever work that was actually required
had been carried out. But this may not have reached
the levels that were estimated at the begining.



A VOLUNTARY, NON - PROFIT
MAKING, NON-GOVERNMENTAL
ORGANISATION INCORPORATED
BY ACT OF PARLIAMENT.
APPROVED CHARITY

Finding 9

APPENDIX Cl4 -

NATION BUILDERS ASSOCIATION

New Town, Kundasale.

& 08-32332

Failure to Comply with Statutory Requirements

HANASEMENT COMMENTS

As noted by the Auditors
of the NBA to contr

in mid 1992,

the intimation of the liability
ibute towards EFF a
Necessar
Department of Labour

nd tTF was received

¥y action is being followed with the
in this regard.
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CONSINVATION FORESIRY FROJECT % GHANT~026 ANNEXURE 1
01, YLALDLIG 1@
111 linipe Planting 1
Year USA1D LiBA Finuu&iul Total Finonoinl g;IlDA lion Finaneial
Contribution Contribution Contribution s Contribution
19¢:5 2217591450 635840.34 2853431.84 " 550734400
1000 57200400 826260474 1€83460.74 171560,00
Totnl 3074121,50 1462101.08 4530092,.58 - 720294,00
e e crnriorarerrrcerrees lunc:cnrrzncueeuxi rEncRCRcCBrErrcEne
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1111 Ulhitiza idantation )
Ycar USALD L3A Finnnolal | Total Finanoial | nba lon rinancinl
Cvatribution Contridbution Contribution Contribution
1907 ! 65141,00 109357.40 976498.48 367679.,00
Totol B50141,00 J 100357.48 976490.40 367619,00

FEmREtpeEnED et [ X 3-% 13

02, laiut nmance ¢ Linipe & Ullitiga
Year USAID LBA Fihanoial Total Financial | lBA lion Financial
Contrituiion Contribution Coutribution Contribution

1204 Dlantotion

1910 709952,00 164024.0C 874776.,00 730568,00

1907 263470.,00 153801.00 417351.,00 $04 359,00
1465 Ilautation |

1406 711477.00 172°197,00 084274,00 724879,00

1007 701101,00 165203,50 866470,50 7324213,00

1968 286%Y7.00 133564.25 419861,25 526376,00
1246 Flantation

1967 322260,00 80G43.00 402911.,00 344857.00

1970 337492,50 ° 75070650 412563.,00 J50400,00
R L 112700.00 11850.00 _B4550.00 ) 300856,00
1907 Tlentation
- lusg 112469,00 16443.00 188912.00 5376400

Total 3617306450 974362425 4591668,75 4268596.00
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Jear : +  USAID NBA Finenoial Totul Finanoial NBA lon Financial
- Conlribution Contribution Coniribution Contribution
1984 Plantntion

1986 101640,00 14205,.%0 115846450 -

1087 61180,00 13548450 74728450 .-

1905 RPlantation

1966 71401,00 48100,00 119581.00 -

1907 67935,00 694750 74802,50 -

4903 67935.,00 6990.00 74925.00 -
19066_Flantation

1707 0500,00 7511,00 88011,00 -

19200 32200,00 3451.00 35651.00

402791.00 100834450 583625,50 1l

-HEEE‘.(‘.EI'.P.!'.:BF::I!I'EEBI::EEBPEl:SE&':ﬂI‘.PHl‘.l—'bl".‘:".'.'hhtﬁﬂl:l.‘ﬂn

04. Adidiniotr:tion Coct

L.or USALD NBA Financial Total Finenoial IBA lion Pinanoinl
Contribution Contributionl Contribution ContrAbution
184 ilantatlasn
1906 121738.00 66607,00 188345,00 --
1987 3952050 10162,00 57602,50 --
1285 I'lantation
1985 312638,50 430538,70 77316'1.20 -
1906 122180.80 70903,.95 191172,75 -—
19687 105177.00 51919.10 157096.10 .-
1960 42944,00 556,00 43500,00 -—
1266 Plantation
1966 128580.00 432068472 561448,72 --
1007 413340.00 31722.50 080062,50 -
1943 51198.00 26502,00 77700400 -
1909 16905,00 9005400 25990¢00 .-
1987 Plantation
1967 130223.00 75939.50 206162,50 -
1988 26426400 17074,00 43500,00 -
 1163A78.00 1231948.47 2395827.27 N1l

l::u:==e==uhnna====nh==n:=cn=nn::::unn:nnn!ﬂnuﬁunne

BEST AVAILABLE COPY

EOREeRERRCCc et EERCrEEOEEEEOEREREENS



REPORT DISTRIB LIST

Mission Director, USAID/Sri Lanka

Assistant Administrator for

Asia and Private Enterprise Bureau (AA/Asia)
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/EUR/W

RIG/A/Vienna

RAO/Manila

RIG/A/Nairobi

RIG/A/Tegucigalpa

IG/A/FA
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