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Grant Aud~t of
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OF THE ALLIANCE (NAPA)
Grant Nos AID/la-G-I099, AID/LAC-G-1402

AID/LAC-G-1406, and AID/LAC-G-1407

Aud~t Report No 0-000-82-98

Introduct~on

The Off~ce of the Reg~onal Inspector General for
Aud~t/Wash~ngtonhas rev~ewed a report ~ssued by the Defense
Contract Aud~t Agency (DCAA) , Aud~t Report No 6261-2C160 302,
dated May 26, 1982, on an exam~nat~on of the subJect grant(s)
w~th The Nat~onal Assoc1atlon of the Partners of the All1ance
(NAPA)

The purposes of the examlnat10n were to determlne the propr1ety
of expendltures ~ncurred by the Grantee under the terms of the
grant and to ascertaln the degree of compllance wlth generally
accepted account1ng standards and pr1nc1ples.

Grant Informatlon

A summary of grant lnformatlon 1S shown ln Exh1blt A

The status of grant funds 1S shown 1n Exh1b1t B

Grant Costs

There were no quest10ned costs.

Coples of th1S report have also been sent to the off1ces shown
on the attached 11St of report reclp1ents



EXHIBIT A

'IRE NATIONAL ASSOCIATION OF 'lEE PARJl.1ERS OF 'lEE ALLIANCE (NAPA)
Sunnnary Of Grant InformatIon

Grant Numl:er AID/la-G-I099 Grant NUmber AID/IAC-G-1402

Grant CeIlJ..n:r $2,516,666 Grant CeIlJ..ng $570,000

EXpIratlon rate Septernt:er 30, 1980 ExpIratIon rate June 30, 1983

ProJect Number 598-0436 ProJect Ni.lm1::er 598-0436

ProJect T:J. t le . Orgamzatlona1 ProJect T1tle . OrganIzatIonal
D=velopment D=velopment

Audl t Penod. 1/1/78-9/30/80 AudIt Penod 1/1/78-12/31/80

'IYPe of /ludl t F1na1 'IYPe of /ludlt Intenm

Grant Numl:er AID/LAC-G-1406 Grant Number AID/LAC-G-1407

Grant CeIlJ..n:r $300,000 Grant CeIlJ..ng $622,000

EXpIratIon rate. September 30, 1983 ExpIratIon rate D=ceml::er 16, 1982

ProJect Number 598-0436 ProJect Num1::er 598-0436

ProJect T1 tle Orgamzatlona1 ProJect T1 tle OrganIzatlonal
Development Development

Aud~t Pencd 1/1/78-12/31/80 Aud~t Pencd 1/1/78-12/31/80

Type of Aud~t Inter~m 'IYPe of Aud~t Intenm



EXHIBIT B

'lEE NATIONAL ASSCCIATION OF 11:IE PAR:mERS OF TIlE AILIAN:E (NAPA)
Status of Grant Funds

AID/la-G-I099 AID/LAC-G-1402

Grant CeIllng $2,516,666 $570,000

Approved PrIor AudIt $ -0- $ -0-

Jlpproved OJ.rrent Audlt 2,516,666 36,000

UnaudIted Costs -0- 174,199

Subtotal $2,516,666 $210,199

2,516,666 210,199

Amount QuestIoned -0- -0-

'Ibtal RelInbursed $2,516,666 $210,199

Grant Balance $ -0- $359,801

AID/LAC-G-1406 AID/LAC-G-1407

Grant CeIllng $300,000 $622,000

Approved PrIor AudIt $ -0- $ -0-

Approved OJ.rrent AudIt 5,000 154,000

UnaudIted Costs 60,975 289,047

Subtotal $65,975 $443,047

65,975 443,047

Amount QuestIoned -0- -0-

'Ibtal Relrnbursed $65,975 $443,047

Grant Balance $234,025 it178,953
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REPORT ON AUDIT OF INCURRED COSTS
UNDER U S GOVERNMENT GRANT AGREEMENTS

CALENDAR YEARS 1973 THROUGH 1980
THE NATIONAL ASSOCIATION OF THE PARTNERS

OF THE ALLIANCE (NAPA)
WASHINGTON, D C

The Defense Contract Aud~t Agency has no obJect~on to the release of th~s

report at the d~scret~on of the Contract~ng Off~cer, to the duly author~zed

representat~ves of The Nat~ona1 Assoc~at~on of the Partners of the A11~ance

Under the prov~s~ons of T~tle 32, Code of Federal Regulat~ons, Part 290 26
(b)(2) (as amended August 10, 1977), all Freedom of Informat~on Act requests for
aud~t reports rece~ved by DCAA w~ll be referred to the cogn~zant Contract~ng

Off~cer who w~ll determ~ne re1easab~1~ty and respond to the requestor

Grantee ~nformat~on conta~ned ~n th~s aud~t report may be conf~dent~al

The restr~ct~ons of 18 USC 1905 should be cons~dered before th~s ~nformat~on ~s

released to the publ~c

Th~s report may not be released to any Federal agency outs~de the Department
of Defense w~thout the approval of Headquarters. DCAA. except to an agency request­
~ng the report for negot~at~ng or adm~n~ster~ng ~ts contract

DEFENSE CONTRACT AUDIT AGENCY
PHILADELPHIA REGION

DISTRICT BRANCH OFFICE
ARLINGTON, VIRGINIA

AUDIT REPORT NO 6261-2C160 302

DATE OF REPORT 26 May 1982
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IN REPLY REFER TO

SUBJECT

TO

ATTN

DEFENSE CONTRACT AUDIT AGENCY
PHILADELPHIA REGION

D~stn.ct BRANCH OFFICE

COMMONWEALTH BUILDING 10TH FLOOR

1300 WILSON BOULEVARD

ARLINGTON VIRGINIA 22209

Aud~t Report on Costs Incurred
Under U S Government Grant Agreements
W~th the Nat~onal Assoc~at~on of the Partners

of the All~ance (NAPA)
Dur~ng the Calendar Years 1973 through 1980
Wash~ngton, D C
Aud~t Report No 626l-2C160 302

Off~ce of the Reg~onal Inspector General
for Aud~t/Wash~ngton

Agency for Internat~onal Development
Wash~ngton, D C 20523

Mr Charles Brown

I PURPOSE AND SCOPE OF AUDIT

The purpose of our rev~ew was to determ~ne that the expend~tures made by
the grantee under Government grants and agreements were ~n accordance w~th the
terms and cond~t~ons of the grant agreements, appl~cable Federal Procurement
Regulat~ons, generally accepted account~ng pr~nc~p1es and cons~stent1y app1~ed

cost account~ng pract~ces Dur~ng the per~od 1973 to 1980, the grantee receIved
39 Government grants from var~ous Federal Agenc~es, pr~mar~ly from the Agency for
Internat~ona1 Development (AID) and the Internat~onal Commun~cat~ons Agency (lCA)
These grants were to ass~st NAPA ~n promot~ng techn~cal ass~stance projects and
exchanges between the Un~ted States and Lat~n Amer~ca The total amount of these
grants ~s $6 2 m~ll~on, of wh~ch approx~mately $4 5 m~ll~on were expended through
December 31, 1980

The rev~ew was performed ~n accordance w~th generally accepted aud~t~ng

standards and ~ncluded such tests of the grantee's data and records and such other
aud~t~ng procedures as were cons~dered necessary ~n the c~rcumstances The
requ~rements conta~ned ~n OMB C~rcular A-110, the app1~cable Federal cost pr~nc~p1es,

and the spec~f~c terms, cond~t~ons and prov~s~ons of the grants were used as
cr~ter~a ~n determ~n~ng the allowab~l~ty, allocab~l~ty and reasonableness of costs
appl~ed to the grants

II SPECIAL CIRCUMSTANCES AFFECTING THE EXAMINATION

The s~gn~f~cant aud~t effort requ~red to perform comprehens~ve rev~ews of
every grant, each w~th ~ts own un~que prov~s~ons and l~m~tat~ons, was not cons~dered

commensurable relat~ve to the benef~ts to be der~ved from such rev~ews In l~eu

thereof, we l~m~ted our rev~ew to a sampl~ng of the Federal grants to determ~ne

the overall effect~veness of the grantee's flnanclal management system and internal
procedures to meet the terms and cond~t~ons of the g:ants

OFFICIAL USE
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Aud~t Report No 6261-2C160 302

S~m~larly, the scope of our rev~ew was adversely affected by the grantee's
~ncons~stent methods of record~ng and report~ng costs, caused for the most part
by l~m~tat~ons on ~nd~v~dual cost elements placed on the grantee by the sponsor~ng

Agenc~es The part~cular problem areas encountered dur~ng our rev~ew are summar~zed

as follows

a Computat~on of Ind~rect Cost Rates Pr~or to 1979, ~nd~rect costs were
not addressed ~n any of the grant agreements w~th the Government, and the grantee~s

account~ng system d~d not ~dent~fy, accumulate and allocate expenses as ~nd~rect or
overhead S~nce early 1979, most Government grants ~ssued to the grantee ~ncluded

fund~ng to defray ~nd~rect expenses The resu1t~ng amount of allowable ~nd~rect

expense chargable to these grants reduced the "Adm~n~strat~ve" costs ~dent~f~ed

and allowable under the AID II core ll grant ~n effect at the t~me Although th~s

procedure of reduc~ng the "Adm~n~strat~ve" pool of cost funded by the AID grant by
the correspond~ng amount of ~nd~rect expense charged to another grant ~s cons~dered

adequate, th~s methodology does not fully comply w~th generally accepted account~ng

pr~nc~ples and Federal Procurement Regu1at~ons w~th respect to ~nd~rect/G&A type
costs.

In attempt~ng to compute actual ~n(~rect cost rates, the fol1ow~ng must be
cons~dered

(~) The contractor's account~ng system does not seperate1y ~dent~fy and
accumulate ~nd~rect/G&A expenses

(~~) Certa~n d~rect costs are der~ved based on al1ocat~ons of pools of such
cost, us~ng a labor d~str~but~on base A port~on of these pools ~s charged to
the IIAdm~n~strat~ve" pool, wh~ch ~n turn ~s allocated as ~nd~rect expense us~ng

a total cost allocat~on base

(~~~) Fr~nge benef~ts were cos ted us~ng an est~mated rate, w~th no year end
reconc~l~at~on and adJustment to actual fr~nge benef~t expense

(~v) A number of the Government grants spec~fy a predeterm~ned IIf~xed" ~nd~rect

rate appl~cable to certa~n d~rect costs and also a d~fferent IIprov~s~onal" ~nd~rect

rate appl~cable to certa~n other d~rect costs

(v) All ICA grants prov~de for f~nal ~nd~rect rate negot~at~ons between ICA
and the grantee, "out 1n no event shall the Agency re1mburse the Partners for any
costs 1n excess of the amount awarded under th1s agreement II

(V1) Negot1at1ons between the grantee and the Department of Health and Human
Serv1ces 1n August, 1981 resulted 1n f1na1 1nd1rect cost rates h1gher than the
respect1ve prov1s10na1 rates spec1f1ed ~n the grant agreements effect1ve dur1ng
1979 and 1980

2
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Aud~t Report No 6261-2C160 302

We have we~ghed the effect of the spec~al cond~t~ons presented ~n (~)

through (Vl) above, w1th part1cular emphas1s on (v) and (V1) We also have
rev~ewed the audlt report and negot~at~on documents of DHHS and cons~der the
results to be adequate All of these factors were d~scussed w~th Mr Don
D1ckey, Speclal Cost and Overhead Branch, AID, who concurred 1n our 0p1nl0n
that calculat~ng actual 1nd~rect cost rates for 1979 and 1980 would not be
benef1c1al relat~ve to the ~ntens1ve aud~t effort requ1red and the spec1al
grant prOV1S10n referenced 1n (v) above As a result of th~s understand~ng,

the calculat~on of 1nd~rect cost rates lS wa~ved for th~s aud1t per~od

b Rev~ew of Labor Costs Pr10r to June 1980, the grantee d1d not requ1re
employees to keep t1mesheets or other t1me records Labor cost 1dent1f1ed to
the var10US grants/programs was merely a Judgemental determ1nat10n performed at
the end of each month We recogn1ze that labor cost represents a 1eg~t1mate

expense, however, our op~n10n on the acceptance of labor cost ~s qual~f1ed to
the extent that labor cost 1S not supported by adequate documentat~on

III RESULTS OF AUDIT

A compl:te l~st~ng of the Government grants lssued to the grantee lS 1ncluded
~n Exh~b~t A The ieta~led d~scuss~on of the grantee's account~ng system, 1tS
weaknesses a~d our recommendat~ons thereon are ~ncluded ~n Append~x 1 Subject to
our comments on def1c~enc1es ~n the account1ng system ~ncluded elsewhere ~n th~s

report, we are of the op~n~on that the grantee's f~nanc~al management system and
~nternal procedures ~n effect dur1ng the per~od covered by the aud~t d~d for the
most part produce real~st1c representat~ons of expend~tures ~n accordance w~th

terms and cond~t~ons of each of the grants

We d~scussed our aud~t f~nd1ngs w1th Mr Alan Rub~n, Presldent, Mr Davld
Lurla, Senl0r Assoc~ate D~rector and Ms Kathryn W~lson, Controller On 11 March
we sent NAPA a letter detal1~ng def~c~enc1es 1n ~ts procedures and account~ng system
A copy of the letter 1S attached as Append~x 2 By letter dated 29 Aprl1 1982, the
grantee responded to our letter A copy of NAPA's letter ~s attached as Appendlx 3

The ~nformat~on contalned In thlS report should not be used for purposes other
than that 1ntended w~thout pr~or consultatlon w~th th1S offlce concern~ng ~ts appl~­

cabl1~ty

For account~ng counsel or addlt~onal audlt serv~ce, please contact Mr John P
Bla1ne, Superv1sory Aud1tor Our telephone number lS (202) 694-8543

DEFENSE CONTRACT AUDIT AGENCY

~ DE 1~rh reb Manager

3
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Nat~ona1 Assoc~at~on of the Partners of the A11~ance

Wash~ngton, D C
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Audlt Report No 626l-2C160 302 Exhlblt A
Page 1 of 3

Natlonal Assoclatl0n of the Partners of the Alllance
Washlngton, D C

Schedule of U S Government Grants and Results of Audlt (Note 1)

Amount
Perl0d of Grant Amount Incurred Ouestloned

Grant No Agency Start Complete of Grant @12/31/80 Cost Ref

AID/lA-G-1099 AID 6/75 9/80 $2,516,666 $2,516,666
AID/LAC-G-1402 AID 9/80 6/83 570,000 36,000
AID/LAC-G-1406 AID 9/80 9/82 300,000 5,000
AID/LAC-G-1407 AID 9/80 12/81 622,000 154,000
598-6587325 AID 5/78 12/78 21,000 21,000
1069-387141 ICA 4/73 12/73 10,000 10,000
1069-487068 ICA 10/73 9/75 65,560 65,560
1069-487079 ICA 10/73 12/74 5,000 5,000
1069-487080 TCA 11/73 1/76 35,000 35,000
1069-487097 lCA 12/74 5/75 23,500 23,500
1069-487242 ICA 6/74 5/75 25,000 25,000
1069-587038 ICA 9/74 12/75 15,000 15,000
1069-587039 ICA 9/74 9/74 8,750 8,750
1069-687043 ICA 9/75 9/77 112,940 112,940
1069-687082 ICA 10/75 1/77 35,000 35,000
1069-687083 ICA 11/75 1/77 45,000 45,000
1069-687257 ICA 8/76 10/76 8,500 8,500
1069-787001 ICA 10/76 12/77 45,000 45,000
1069-787002 ICA 10/76 12/77 35,000 35,000
1069-787271 ICA 9/77 12/78 40,000 40,000
1069-787272 ICA 9/77 2/79 45,000 45,000
1069-787273 ICA 9/77 12/78 57,500 57,500
1069-887254 ICA 9/78 3/80 62,000 62,000
1069-887270 ICA 9/78 10/79 61,950 61,950
1069-887271 ICA 9/78 12/79 55,000 55,000
1A-18678-19-G ICA 10/78 9/79 76,500 76,500
1A-18882-19-G ICA 4/79 3/80 83,594 83,594
lA-18976-19-G ICA 8/79 10/79 5,000 5,000
lA-19073-19-G lCA 9/79 1/80 32,557 32,557
lA-10129-19-G lCA 10/79 12/80 195,100 189,736 6,467 2
1A-19183-19-G lCA 1/80 8/80 114,990 114,990
lA-19226-19-G lCA 12/79 1/81 60,000 60,000
1A-19268-19-G rCA 3/80 12/80 114,049 106,308 (3,339) 3
lA-19364-19-G rCA 6/80 5/82 23,850 7,000
lA-19620-19-G rCA 11/80 4/82 383,940 70,000
SCC-4l489 ICA 6/72 6/75 20,000 20,000
R80-54-1 NEA 10/77 9/78 25,000 25,000
A-172262-79 NEA 10/79 9/80 10,000 10,000
22-P-59068/3 HEW 10/77 9/80 225,000 225,000

$6,189,946 $4,549,051 3,128

( ) Denotes Upward Adjustment
5
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Aud~t Report No 626l-2C160 302

Government Part~c~pat~on ~n Fund~ng

Exh~b~t A
Page 2 of 3

CIT 74

65%

Explanatory Notes

CFY 75

83 6%

CFY 76

77 4%

CFY 77

80 5%

CFY 78

77 3%

CIT 79

66%

CIT 80

68 7%

1 The results of aud~t are qual~f~ed to the extent that labor costs ~ncurred

pr~or to June 1980 are not supported by adequate documentat~on Refer to Paragraph
2, Spec~al C~rcumstances Affect~ng the Exam~nat~on, ~n the narrat~ve of th~s report
for a more deta~led d~scuss~on of the grantee's lack of adequate t~mekeep~ng procedures

2 The quest~oned cost of $6,467 aga~nst lCA Grant No lA-19129-19-G ~s

co~puted as follows

a D~rect Cost.

Art~sts-ln-Res~denceand Cultural Leaders Program ­
Adm~n~strat~ve Costs Booked and Reported
Not-To-Exceed Amount Per Grant Agreement

Adm~n~strat~ve Cost Quest~oned

Mex~co Program -
Adm~n~strat~ve Costs Booked and Reported
Not-To-Exceed Amount Per Grant Agreement
Adm~n1strat1ve Cost Quest10ned

Total D1rect Cost Quest~oned

$39,918
36,932

$34,655
28,009

$2,986

6,646
$9,632

b lnd~rect Costs The follow1ng upward adjustment to ~nd~rect expense 1S
made cons1der1ng that the $9,632 quest10ned d1rect cost reduces the allowable
expend1tures below the fund1ng ce1l~ng of the grant

Total D1rect Cost Booked
D1rect Cost Quest10ned
Allowable D1rect Cost
Rev1ewed and Accepted Ind~rect Rate
Allowable lnd1rect Cost
lnd1rect Expense Booked & Charged

Total Ind1rect Cost Ouest1oned­
Upward Adjustment

Total Quest~oned Cost

6

$166,826
9,632

157,194
x 20%
31,439
28,274

$(3,165)
$ 6,467
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Aud~t Report No 626l-2C160 302 Exh~b~t A
Page 3 of 3

3 The upward adjustment of $(3,339) to costs ~ncurred under rCA Grant No
lA-19268-l9-G ~s computed as follows

D~rect Cost Booked
Accepted Ind~rect Rates
Allowable Ind~rect Cost
Ind~rect Cost Booked
Quest~oned Ind~rect Cost

Part~c~pant

$50,646
x 7 5%

3,798
3,798

$ -0-

Adm~n~strat~ve

$46,003
x 20%
9,200
5,861

$(3,339)

In the f~nal f~nanc~al report to the grantor agency, the grantee reported
$41,913 rather than $46,003 booked as adm~n~strat~ve expense The amount booked
represents the expenses covered by the grant fund~ng and therefore th~s f~gure

~s used to compute the adjustment Conskder~ng that the total expend~tures were
less than the total fund~ng of the grant, the upward adjustment represents the
add~t~onal cost allowable under the terms of the grant agreement

7
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Aud~t Report No 626l-2C160 302

Nat~onal Assoc~at~on of the Partners of the A11~ance

Wash1.ngton, D C

Grantee's Account1.ng System

Append~x 1
Page 1 of 4

The grantee ma1.nta1.ns an accrual account1.ng system wh1.ch segregates cost
among the var1.OUS grants/programs However, th1.s Job order cost account1.ng
system loS not cons1.dered totally acceptable for record1.ng costs to Government
grants The def1.c1.enc1.es and weaknesses d1.sclosed dur1.ng our reV1.ew, along
w1.th our recommendat1.ons, are d1.scussed 1.n the fo1low1.ng paragraphs

1 System Documentat~on The account1.ng system descr1.pt1.on and procedures
were not adequately documented Dur~ng the per1.od of our reVlew, 1973 through
1980, the grantee's account1.ng procedures and methodolog~es were changed and ~mproved

~n an attempt to more effect1.vely and accurately record the ever ~ncreaS1.ng number
of transactlons and grant expend1.tures However, fully documented procedures and
reV~S1.ons to the procedures were not prepared

We recommend that the systems and procedures be revlewed and tndt documented
descrlpt1.0nS be prepared In l1.ght of the grantee's current converS1.on to an
automated data process1.ng system, part1.cular emphas1.s should be d1.rected ~n pre­
par1.ng a deta1.led deSCr1.ptl0n of th1.s new system and 1.ts related procedures

2 T1.mekeep1.ng As prevl0usly dlscussed ~n Paragraph 2 b 1.n the narratlve
of thlS report, off1.c~al tlme records have been kept only Slnce Ju~e 1980 Our
rev~ew of the grantee's present t1mekeep~ng procedures d1.sclosed certa~n correct~ble

weaknesses The most glar~ng was the employees' fa~lure to document h~s/her da~ly

act1vlt1.eS on the off~c1.al t~mesheet The normal pract~ce ~s to wa~t unt~l the
day the t1.mesheet 1.S due and then record the prev1.OUS two weeks act1.V1.t1.es Also,
the t1.mesheets are not counters~gned by a superv~sor or other authent1.cat1.ng off1c~al

Our 1.nterv1ews w1th the off1ce staff d1sclosed that some of the personnel were unsure
as to how the1r tlme should be charged

We recommend that employees be encouraged to record the1.r act1V1.t1es on the
tlmesheets 1n a current and up-to-date manner, that all tlmesheets should be
Ver1.f1ed and s1.gned by an approvlng off~c1.al, and the employees be prov1.ded
spec1.f1.c 1nstruct1.ons, preferably wr1tten, concern1ng how, and to what class1f~­

cat1on, the1r t1me 1S to be charged

3 Cost Account~ng Pract~ces and Procedures The follow~ng observat~ons and
recornmendat~ons relate to the grantee's methods of allocat~ng cost to ~ts grants/
programs

a Code of Accounts/Expense Descr1ptlons Expendltures should be class1,­
fled and recorded conslstent wlth the nature of the expense 1.ncurred Expenses should
also be 1dent1.f1.ed 1,n the account1ng system cons~stent w1.th the way they w1.l1 be

8
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Aud~t Report No 626l-2C160 302 Append~x 1
Page 2 of 4

reported Report~ng costs d~fferently than the way they are accumulated and
~dent~f~ed ~n the account~ng system requ~res add1t~onal rev~ew and reclass~f~­

cat~on of numerous transact~onst and ~n our op1n~on th~s pract~ce ~s unnecessary
and conduc1ve to cler1cal and mathemat1cal errors, and therefore ~naccurate

report data

We recommend the grantee establ~sh clear and conc~se expense t~tles and
that these e~pense class1f~cat~ons be used 1n budget and report preparat~on

b D~rect/Ind1rect Costs Dur~ng the course of our reV1ew, we
d1scovered that numerous methodolog1es are used to 1dent1fy and allocate costs
to the var10US grants and orograms In most ~nstances, d1rect costs t such as
travel and salar1es, are eas1ly def1nable and cons~stently 1dent1f1ed and
recorded aga~nst the appropr1ate grant However, var10US other expenses t also
cons1dered to be d1rect costs, are not spec1f1cally 1dent1f1able to a grant/
program, but are pooled and allocated uS1ng a d~rect labor base (Salar1es,
exclus1ve of fr1nge benef1ts) Examples of these allocated d1rect costs ~nclude

Off1ce Serv1ces and Secretar~al Labor Although th~s method dev1ates sllghtly
from the formaldef~n~t10nofd1rect costs, cons1stent appl1cat1on of such a
method w1ll not result 1n any slgn1f1cant m1sdllocatlon of costs between grants

W1th respect to 1nd1rect/adm1n~strat~ve~osts, reference 1S made to FPR 1-15
203(a) and OMB C1rc A-122, Attachment A, Paragraph c 1," A cost may not be
allocated to an award as an 1nd1rect cost 1f any other cost 1ncurred for the same
purpose, 1n llke C1rcumstances has been ass1gned to an award as a d1rect cost"

The grantee's normal procedure for segregat1ng d1rect and 1nd~rect costs 1S
based on how such cost elements appear 1n the grant agreements One grant may
cons1der a cost d1rect and another grant may not In attempt1ng to comply w1th
the spec1f1cs of each grant t the account1ng system does not allow for the con-
slstent accumulat10n of certa1n elements of cost As spec1f1ed 1n the above FPR
and OMB regulat1on, costs must be cons1stently 1dent1f1ed among the var10US awards/
grants The poss1b1l1ty of double count1ng must be el1m1nated, therefore we recommend
that a determ1nat1on be made concern1ng how certa1n elements of cost are to be
class1f1ed t as d1rect or 1nd1rect t and that these cost elements be 1dent1fled as
d1rect or 1nd1rect 1n the code of accounts

c Allocat1on of Ind1rect Costs Although the 1nd1rect/adm1n1strat1ve
expenses are funded pr1mar1ly by the AID "core" grant, these 1nd1rect costs should
be allocated to all grants/programs The reason for th1S 1S to 1dentlfy ALL costs
to the grants/programs and to recognlze that lndlrect costs have been 1ncurred and
are necessary for the contlnued operatlon of NAPA

Presently, the grantee ldentlfles lndlrect cost to grants only to the extent
that funds have been provlded for "Indlrect Expenses" Indlrect expenses represent
legltlment expendltures and therefore should be ldentlfled to all cost centers
(grants/programs) regardless of the fundlng source to pay for such expenses
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We recommend the grantee establ~sh, as part of ~ts account~ng system, the
necessary control account for ~nd~rect expenses along w~th the respect~ve pro­
cedure for reconc~l~ng actual w~th appl~ed ~nd~rect expenses at year end In
conJunct~on w~th the account~ng treatment of ~nd~rect costs, careful cons~dera­

t~on should be g~ven to determ~n~ng the most equ~table d~str~but~on base for
~nd1rect expenses Paragraph d of OMB C1rcular A-122, Attachment A conta1ns
general gu~del~nes for select~ng an allocat~on method

d Fund Status Report~ng The restr~cted fund~ng sources, both Govern­
ment and pr~vate, spec~fy allowable expend~tures chargable to those part~cular

funds Under NAPA's current account~ng system, these ~tems of expend~ture are
recorded ~n the subs~d~ary ledger accounts wh~ch represent the var~ous grants!
funds L~kew~se, the fund~ng received should be recorded to the respect~ve sub­
s~d~ary ledger account, ut~l~z~ng an appropr~ate descr~pt~ve, such as Revenue

However, ~n adopt~ng the total cost concept, as d~scussed ~n Paragraph c above,
costs elements may be ~dent~f~ed that are not spec~f~ed as allowable expend~tures,

~ e ~nd~rect expense The proposed data process~ng system w~ll ~dent~fy all
elements of cost chargable to spec~f~c grants, along w~th the respect~ve revenues
In the event that total costs e~ceed total restr~cted revenue for any spec~f~c

grant, other funds ut~l~zed to pay for such excess~ve costs must be ~dent~f~ed

However, the excess~ve costs sh0uld not be transferred v~a Journal entry to another
grant or fund account, ~n order that the ~ntegrety of the ~n~t~al charge be ma~n­

ta~ned

We recommend that seperate logs or fund status worksheets be used to determ~ne

fund status due to these Jnusual cond~t~ons Memorandum entr1es should be made ~n

the subs~d~ary ledger accounts to ~nd~cate when another fund~ng source has been
used for certa~n cost 1tems

e General Observat~ons &Recommendat~ons The grantee's method of
handl~ng non-product~ve labor costs-hol~days, s~ck leave, vacat~ons, etc - does
not allow for segregat~on of such expenses to separate accounts Total labor ~s

charged to "Salar~es and Wages" However, at year end, an accrual ~s made to
recogn~ze vacat~on expense earned, but not used, dur~ng the past year The computed
amount ~s charged to the "Vacat10n Expense" account and a respect~ve entry ~s made
to "Salar~es Payable" A revers~ng entry ~s recorded ~n the "Vacat~on Expense"
account as the open~ng balance 1n the succed~ng year, but no entr~es are made dur~ng

the year to recogn1ze vacat~on expense used

We recommend that accruals for earned vacat10n, and the result~ng reverse
entry for the next account~ng per~od, be recorded ~n the "Salar~es and Wages" account
By so do~ng, the expense ~s ~dent~f~ed cons~stent w~th the account~ng methodology
adopted for recogn~z~ng non-product1ve labor cost
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Our rev~ew also d~sclosed that support~ng documentat~on was not adequate ~n

some cases Many of the checks exam~ned were only supported by a wr~tten request
to the Controller to make a payment to some spec~f~ed th~rd party, w~thout any ~nvo~ce

or adequate explanat~on Staff travel expense reports were very poorly prepared
and d~ff~cult to understand Support~ng rece~pts d~d not fully substant~ate the
cla~med expense

We recommend that employees subm~t all support~ng documentat~on - vendor
~nvo~ces, rece~pts, etc - when request~ng payments and all related d~sbursements

and documentat~on be ma~nta~ned ~n a common f~le or locat~on
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IN REPlY REFER TO

DEFENSE CONTRACT AUDIT AGENCY
PHILADELPHIA REGION

Dl.str~ct BRANCH OFFiCE

COMMONWEALTH BUILDING - 10TH FLOOR

1300 WILSON BOULEVARD

ARLINGTON VIRGINIA 22209

626l-2C160 302

Nat~onal Assoc~at~on of
of the All~ance, Inc

2001 S Street, N ~

Wash~ngton, D C 20009

the Partners
(NAPA)

11 March 198~

Attent~on Ms Kathryn W~lson, Controller

..

Dear Ms. W~lson

Dur~ng the past several months, we have been conduct~ng a rev~ew of the costs
~ncurred under the 39 Government grants rece~ved from var~ous federal agenc~es ~n

the years 1973 to 1980 The results and recommendat~ons of our rev~ew are based
upon the rel~ance ~n the f~nanc~al statements attested to by Cert~f~ed Publ~c

Account~ng f~rms, pr~or aud~ts by other Government agenc~es and descr~pt~ons and
documentat~on of NAPA's operat~ng pol~c~es and procedures as suppl~ed by yourself
and other NAPA staff

The maJor~ty of Government grants were negot~ated w~th the State Department,
speclflcally wlth the Agency for Internat10nal Development (AID) and the lnter­
natl0nal Communlcat1on Agency (ICA), for the purpose of promot1ng varlOUS cultural
exchange programs between the Unlted States and Lat1n Amerlcan and Carlbbean countrles
The total amount of these 39 grants 1S $6 9 mlll10n, of whlch approx1mately $4 5 milll0n
was lncurred through December 31, 1980

We have rev1ewed and analyzed the ~nternal procedures and accountlng methodo)ogles
used by NAPA, and although cons~dered Das~cally adequate for 1dent~fYlng and documcntlng
expendltures chargable to Government grants, certaln weaknesses and 1nconslstenC1CS
were noted w~th respect to generally accepted accountlng prlnclples, lnternal policies
& procedures and appllcable Federal Procurement Regulatlons These weaknesses, along
w~th our recommendat~ons, are dlscussed ~n the followlng paragraphs

1 Documented Pollcles and Procedures Certaln operatlng pollcles and procedures
were not fully documented Among the procedures not sufflclently documented arc the
accountlng system descr~ptlon and travel procedures The need for such documentation
1S most eVldent should the employees responslble for these speclflc functlons resign
or go on extended leave and some new employee be requlred to assume the new duties A
fully documented system/procedure descrlptlon wlll facl1itate the learnlng of the Jon

functlon and ald In the day-to-day malntenance of the system As an lnternal control
feature, test checks of the system(s) can be performed by employees not normall)
assIgned to such functIons

12

OFFICIAL USE
ONLY



AppendJ.x 2
Page 2 of 4

We recommend that the systems and proceoures be revJ.ewed and that documented
descr1pt10ns be prepared Part1cular emphasJ.s should be placed on the antJ.CJ.patec
converS10n to an automated data process1ng system from the present manual account1nb
procedures Cnanges to any operatJ.ng procedure should be fully documented and
J.ncorporated 1nto the formal system descrJ.ptJ.on

2 TlmekeePlng Our reVlew of the tlmekeeplng procedures dlsclosed certaln
correctable weaknesses The most glarlng was the employees' fallure to document
hJ.s/her t1me on the offlcJ.al tlmesheet The normal practlce seems to be to recora
dally actlvJ.tles on a calenoar or ln a notebook and then to fl11 out the tlmeshee:
the day J.t's due Also, the tJ.mesheets are not counter slgned by a supervlsor or
other authentlcatlng personnel Our lntervlews wJ.th the offlce staff dJ.sclosed that
some of the personnel were unsure as to how thelr tlme should be charged

We recommend that employees be encouraged to record thelr actJ.VltJ.es on the
tJ.mesheets ln a current and up-to-date manner, that all tlmesheets should be verlfled
and slgned by an approvlng offJ.cJ.al, and that employees be provJ.ded speclflc J.nstruc­
tlons, preferably wrltten, concernlng how, and to what classlflcatlon, thelr tJ.me lS
to be charged

3 Cost Accountlng Practlces & Procedures In add1tlon to our prevlous dlS­
CUSSlon concernlng full documentat1on of the account1ng system, we offer the followJ.ng
specJ.flc observat1ons and recommendat1ons

a Code of Accounts/Expense DescrlptJ.ons ExpendJ.tures should be classJ.fled
and recorded consJ.stent w1th the nature of the expense lncurred Expenses should
be J.dentlflable 1n the accountJ.ng system J.n the same manner as they wJ.Il be
reported Reportlng costs dlfferently from the way they are accumulated and
ldentlfled ln the accountlng system requlres addltJ.onal revJ.ew and rec1asslflcatlon
of numerous transactlons, and J.n our opJ.nlon thJ.s pract1ce lS unnecessary and
conducJ.ve to clerlcal and mathematJ.cal errors, and therefore J.naccurate report
data

b DJ.rect/Indlrect Costs DurJ.ng the course of our reVlew, we dJ.scovered
that numerovs methodologles are used to J.dentJ.fy and allocate costs to the
varlOUS grants and programs In most lnstances, dlrect costs, such as travel
and sa1arles, are easJ.ly deflnable and conslstently ldentlfled and recorded
agalnst the approprJ.ate grant However, varlOUS other expenses, also consldered
to be dJ.rect costs, are not specJ.fJ.cally ldentlflab1e to a grant/program, but
are pooled and allocated uSlng a dlrect labor base (SalarJ.es, exclusJ.ve of frJ.nge
benefJ.ts) Examples of these allocated dJ.rect costs lnclude offJ.ce Servlces and
Secretarlal Labor Although thlS method devlates sllghtly from the formal deflnlt10
of dJ.rect costs, consJ.stent applJ.catJ.on of such a method wJ.ll not result J.n any
s~gnlflcant mlsallocatlon of costs between grants

Wlth respect to ~ndlrect/admlnlstratJ.vecosts, reference J.S made to
FPR 1-15 203(a) and OMB CJ.rc A-122, Attachment A, Paragraph c 1, " A
cost may not be allocated to an award as an lndlrect cost J.f any other cost
lncurred for the same purpose, In IJ.ke circumstances has been assigned to an
award as a dlrect cost'l
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NAPA's normal proceaure for segregatlng dlrect and lndlrect costs lS
basea on now sucn cost elements appear ln tne grant agreements One gran:
may conslder a cost dlrect and another grant may not In attemptlng to
comply w~th the speclflcs of each grant, the account~ng system aoes not
allow for the conslstent accumulatl0n of certaln elements of cost As speclfled
1n the above FPR and OMB regulat10n, costs must De cons1stentlv 1dentlf1ec
among the var10US awards/grants The posslb111tV of double count1ng must be
ellm~nated, therefore we recommend that a determ~natl0n be made concern~n~

how certa~n elements of cost are to be classlfled, as d~rect or ~nd1rect, and
that these cost elements be 1dentlfled as dlrect or ~ndlrect 1n tue code 01
accounts

c Allocatlon of Indlrect Costs Although the lndlrect/adm~nlstratlve

expenses are funded pr~marlly by the AID 'core' grant, these ~nd~rect costs
should be allocated to all grants/programs The reason for th~s ~s to ldent~fy

ALL costs to the grants/programs and to recognlze that 1nd1rect costs have been
1ncurred and are necessary for the cont1nued operat~on of NAPA

Presently, NAPA ~dentlfles ~ndlrect cost to grants only to the extent
that funds have been prov~ded for "Ind~rect Expenses" Indlrect expenses
represent 1eg~t~ment e~pendltures and therefore should be ~dent~f1ed to all
cost centers (grants/programs) regardless of the fund1ng source to pay for
such expenses

We recommend that NAPA estab1~sh, as part of lts ~ccount1ng system, the
necessary control account for lnd~rect expenses along with the respect~ve

procedure for reconcll~ng actual w~th appl~ed ~nd~rect expenses at year end
In conJunct~on wlth the account~ng treatment of ~nd~rect costs, careful consld­
erat10n should be g~ven to determ~n~ng the most equ~table d~str~but~on base
for ~nd~rect expenses Paragraph d of O~ C~rcular A-122. Attachment A conta~ns

general gu~de1~nes for se1ectlng an al1ocatlon method

d Fund Status Report~ng The restr~cted fund~ng sources, both Government
and prlvate. spec~fy allowable expendltures cpargab1e to those part~cu1ar funds
Under NAPA's current accountlng system, these 1tems of expend1ture are recorded
1n the Subsld~ary ledger accounts wh~ch represent the varlOUS grants/funds
L~kew1se, the fund~ng rece~ved should be recorded to the respect1ve subs~d1ary

ledger account, ut111z~ng an appropr1ate descr1pt~ve, such as Revenue

However, ~n adopt1ng the total cost concept, as d1scussed 1n Paragraph c
above, costs elements may be ldentlf1ed that are not spec1f1ed as allowable
expend~tures, ~ e ~nd1rect expense The proposed data process1ng system wl11
ldent~fy all elements of cost chargable to speclflc grants, along wlth the
respectlve revenues In the event that total costs exceed total restrlcted
revenue for any spec~flc grant, other funds utll1zed to pay for such exceSS1ve
costs must be ldentlfled However, the exceSSlve costs should not be transferred
Vla Journal entry to another grant or fund account, In order th~the lntegret)
of the 1nlt1al charge be malntalned
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We recommend that seperate logs or fund status worksheets be used to
determ~ne fund status due to these unusual condJ..t~ons Memorandum entrJ..es
should be made J..n the subsidJ..ary ledger accounts to J..ndJ..cate when anotne T

fund~ng source has been used for certa~n cost ~tems

e General ObservatJ..ons & RecommendatJ..ons. DurJ..ng tne year, NAPA's
method of handl~ng non-productJ..ve labor costs-holJ..days, s1ck leave, vacatJ..ons,
etc. - does not allow for segregatJ..on of such expenses to seperate accounts
Total laDor J..S charged to "SalarJ..es and Wages" However, at year end, an
accrual J..S made to recognJ..ze vacatJ..on expense earned, but not used, durJ..ng
the past year The computed amount J..S charged to the "VacatJ..on Expense"
account and a respectJ..ve entry J..S made to nSalarJ..es Payable" A reversJ..ng
entry J..s recorded J..n the "VacatJ..on Expense" account as the openJ..ng balance J..n
the succeedJ..ng year, but no entrJ..es are made durJ..ng the year to recognJ..ze
vacatJ..on expense used

We recommend that accruals for earned vacatJ..on, and the resultJ..ng reverse
entry for the next accountJ..ng perJ..od, be recorded J..n the nSalarJ..es and Wages"
account By so dOJ..ng, the expense J..S J..dentJ..fJ..ed consJ..stent wJ..th the account1ng
methodology adopted for recognJ..zJ..ng non-productJ..ve labor cost.

Our revJ..ew also d1sclosed that supportJ..ng documentatJ..on was not adequate
J..n some cases Many of the checks examJ..ned were only supported by a wrJ..tten
request to the Controller to make a payment to some specJ..fJ..ed thJ..rd party,
w1thout any J..nvoJ..ce or adequate explanatJ..on Staff travel expense reports were
very poorly prepared and dJ..ff1cult to understand SupportJ..ng receJ..pts dJ..d not
fully substantJ..ate the claJ..med expense

We recommend that employees submJ..t all supportJ..ng documentatJ..on - vendor
J..nvoJ..ces, receJ..pts, etc - when requestJ..ng payments and all related dJ..sbursements
and documentatJ..on be maJ..ntaJ..ned J..n a common fJ..le or locatJ..on

We recognJ..ze that 1mprovements have been 1nJ..t1ated J..n recent months to
correct some of the system defJ..cJ..encJ..es dJ..scussed here However, addJ..tJ..onal
revJ..ews and revJ..sJ..ons of the varJ..ous systems are consJ..dered necessary to
J..ncrease the effJ..cJ..ency ~nd relJ..abilJ..ty of NAPA's successful operat10n

As your reactJ..on to the results of our revJ..ew must be J..ncluded 1n our
audJ..t report, we would apprecJ..ate your J..mmedJ..ate attentJ..on and plan of correctJ..ve
actJ..on J..n response to the weaknesses and recommendatJ..ons dJ..scussed above

Should you requJ..re any addJ..t10nal J..nformatJ..on or accountJ..ng counsel,
please do not hesJ..tate to contact our offJ..ce The telephone number J..S (202)
694-8543

f' LYof's ~Ca~(, JR

anch Manag~'P'
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2001 S Street N W Washmgton 0 C 20000

Telephone 202 332 7332 Cables NAP '\R Tclr '( 64261

Apn129, 1982

Mr Clyde 5 DeHoff, Jr
Branch Manager
Defense Contract AudIt Agency
Commonwealth BulldIng - 10th Floor
1300 Wilson Boulevard
Arlington, VA 22209

Dear Mr DeHoff

We want to thank you and your aSSociate, David Reed, for the professiOnal
and courteous manner In whIch the recent audit was conducted Mr. Reed made a
thorough analysis of the Partners operations and developed some valuable
suggestions for improvement We are mdeed grateful for his concern

Responses to some of the recommendations stated m your letter of March 11
follow

1) Documented Pohcies and Procedures

As our accountmg operations become more mechanized, there wIll be a
need for better documentation We Will endeavor to detail these
systems so that a new employee would be able to learn the Job easily
The travel procedures, while at the moment explamed In great detail,
WIll also be revised as travel conditiOns change.

2) Time Keeping

We realize that time recordmg needs correctiOn It is so clear to us
who is workmg on which grant, that we tend to forget it is not so
obViOUS to outSiders We started usmg time sheets last year and are In
the process of refInmg these procedures

3) Cost Accounting Practices and Procedures

a) Code of Accounts/Expense DescnptlOn The problem WIth
expendIture classIfication IS that each fundmg source seems to
want a different system of reportmg costs In order to
accommodate all these reqUirements the chart of accounts needs
to be greatly expanded Now that we Will have these records on a
computer, it should be eaSier to expand the chart of accounts to
accommodate our variOUS fundmg sources

b) Direct/IndIrect Costs ThIS IS truly a problem area Smce the
terms of the grants vary so much, It seems logICal to Identify a
cost as dIrect or mdirect accordmg to the terms of the grant
The most conspiCUOUS example IS a commumty educatiOn grant
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which will not allow our full percentage of mdirect costs, but
mstead allows a flat dollar amount for mdirect and also a dollar
amount for rent as a direct charge ThiS may not co1Ocide wIth
government regulations or with most of our other pnvate fund10g
source mterpretatIOns

Also m almost every grant the same cost element may be either a
direct or 10direct cost dependmg on the purpose of the
expendIture

Volunteer travel may be eIther a dIrect or mdirect cost dependmg
on who is travelmg and for what purpose For mstance, a member
of the Executive CommIttee would have hIS travel charged as an
indIrect cost If he comes to an Executive Committee meetmg, hIS
travel would be a dIrect charge If he were gomg to hIS Partner
area to start a rehabIlItatIOn program

The same IS true of most other costs salanes, staff travel,
telephone, prmtmg, consultants, etc

Therefore It seems to me that it would not be possIble to say for
mstance that staff travel (or any of these costs) IS always dIrect,
nor is It correct that it always be mdirect

c) AllocatlOn of Indirect Costs Partners charge mdirect costs to
those grants WhICh allow recovery of mdirect costs We recognize
that all programs generate mdirect costs whether they allow
these charges or not. We also realIze that there should be a way
to demonstrate thIS However, our funders (especIally the
government) dIsllke see10g over-expenditures m theIr grants
They are mterested 10 how we spent only the money from theIr
grant, not the cost of the whole program So for report1Og
purposes It would only tend to confuse the records, havmg one
total cost appear on our books and another cost reported to our
funders

d) At present, all funds received are posted to the SubSIdIary ledger
for a specifIC grant Costs are also posted However, If there IS
an over expendIture 10 a grant, thIS must be paId for by our
unrestricted funds If a Journal entry IS not made transferrmg thIS
over expendIture, the same problem as above anses -report1Og
costs to funders WhICh bear no relatiOnshIp to the ledgers Your
recommendatiOn of keepmg separate logs or fund status
worksheets seems to be the best solutlOn to thIS dl1emma

e) The vacatiOn expense account IS now part of the salary account
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4) Supportmg documentatiOn for checks wIll be our first pnonty and staff
travel reports will receive our immediate attention

Your letter of March 11 and a copy of thIS response to your letter Will be
discussed at the next meetmg of the Executive Committee of the Partners

Thank you agam for your valuable recommendations, for the care and understandmg
of your analysls of the Partners orgamzatlOn.

Smcerely yours,
,

... -1
\ ...~ IlvUj ,J.... ttt

Kathryn Wilson
Controller

KW'ba
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•
THE NATIONAL ASSOCIATION OF THE PARTNERS

OF THE ALLIANCE (NAPA)

LIst of Report Reclplents

Deputy Admlnlstrator, DA/AlD

Asslstant Admlnlstrator/Bureau for Latln Amerlca
and the Carlbbean, AA/LAC

Deputy Asslstant to the AdmInIstrator
for Management, M/DAA/SER

AudIt LIaIson OffIce, LAC/DP

AudIt LIaIson Offlce, M/DAA/SER/SA

Offlce of FInanclal Management, M/FM/PAD

Offlce of Flnanclal Management, M/FM/ASD

Dl rector, Offlce of Contract Management, M/SER/CM

Offlce of Contract Management, M/SER/Q1/COD

OffIce of Contract Management, M/SER/CM/ROD/LAC

Offlce of Contract Management, M/SER/CM/SD/SUP

Inspector General, IG

DCAA, Arllngton

AlG/lI

lG/PPP

IG/ENS/c&R

1

5

5

1

1

1

1

1

1

1

1

1

1

1

1
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