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Ref: A// 03’6

The Mission Director

U.S. Agency for International Development/Pakistan
American Embassy

Diplomatic Enclave Ramna 5

Islamabad, Pakistan

FINANCIAL AUDIT OF USAID/PAKISTAN'S RUPEE TRUST FUND
FOR THE PERIOD FROM OCTOBER 01, 2004 TO SEPTEMBER 30, 2006

Dear Sir

This is with reference to the subject captioned above; we are pleased to submit the following
independent auditors’ reports duly signed by us together with the Fund Accountability
Statements (IFAS) duly signed by the management in respect of financial audit of
USAID/PAKISTAN'S RUPEE TRUST FUND for the period from October 01, 2004 to
September 30, 2006 ("the period™):

1. Report on fund accountability statements;
2. Report on internal control;
3. Report on compliance;

We are also pleased to enclose a Management Letter for attention of the USAID's management.

We have carried out the financial audit inline with the objective and scope of work mentioned in
upcoming section titled "Synopsis". The section also gives i) background and general
description of the U.S. Cooperative Development Program in Pakistan carried out by USAID, ii)
addition to summary of our audit results on the fund accountability statements, questioned
costs, internal control, compliance with agreement terms and applicable laws and regulations;
iii) USAID's management comments on the audit results and findings; iv) audit procedures
performed by us; and v) scope limitation in carrying out the said financial audit.



We wish to place on record our appreciation of the cooperation and courtesy extended to us by
the USAID's management during the course of the audit.

Yours truly
—~— Aﬂ/ Ao ": /‘}

KHALID MAJID REHMAN
Chartered Accountants
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About the Trust Fund

The USAID/Pakistan’s Rupee Trust Fund was established pursuant to the agreement entitled
the U.S. Cooperative Development Program in Pakistan, dated March 11, 1969 between the
Government of Pakistan (GOP) and Government of the United States (USG). The local cost
requirements for operation of U.S. Cooperative Development Program in Pakistan are to be met
by the GOP and the USG is to incur only its foreign exchange costs. The agreement, in pertinent,
part provides that GOP agreed to finance all reasonable Pakistan rupee cost incurred by the
mission in connection with the implementation of Cooperative Development Program. Such
costs include, but are not limited to, cost payable in Pakistan rupees of local support (including
office space, housing, allowances and travel) for US staff, salaries and other expenditures for
local personnel employed by the mission, and agreed expenditures for Pakistan participants’
training and local procurement by the mission of materials, equipment, supplies and services.

At present, the Pakistan rupees trust fund amount is deposited with the CITI BANK, Islamabad
Pakistan Account No.5/102099/003.

Objectives and scope

The financial audit of USAID/Pakistan's Rupee Trust Fund for Operating Expenses, for the
period from October 01, 2004 to September 30, 2006 has been performed in accordance with
U.S. Government Auditing Standards and the USAID “Guidelines for Financial Audits Contracted
by Foreign Recipients (Guidelines).” The specific audit objectives are as follows:

1. Express an opinion on whether the Fund Accountability Statements for the USAID-Trust
Fund present fairly, in all material respects, revenues received, costs incurred, and
commodities and technical assistance directly procured by USAID for the period audited
in conformity with the terms of the agreements and generally accepted accounting
principles or other comprehensive basis of accounting (including the cash receipts and
disbursements basis and modifications of the cash basis).

2. Evaluate and obtain a sufficient understanding of the recipient's internal control related
to the Trust Fund, assess control risk, and identify reportable conditions, including
material internal contro] weaknesses.

3. Perform tests to determine whether the recipient complied, in all material respects, with
the Trust Fund agreement terms and applicable laws and regulations. All material
instances of non compliance and all indication of illegal acts that have occurred or are
likely to have occurred should be identified.
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Determine if USAID/PAKISTAN has taken adequate corrective action on prior Trust
FFund financial audit recommendations, if any.

Fund accountability statements
1.

Reviewed costs incurred to identify and quantify questioned costs . All costs that are not
supported with adequate documentation or are not in accordance with the agreement
terms have been reported as questioned.

Reviewed general and program ledgers to determine whether costs incurred were
properly recorded. Reconciled direct costs billed to, and reimbursed by, USAID /Pakistan
Trust Funds to the program and general ledgers.

Reviewed the procedures used to control the funds, including their channeling to
contracted financial institutions or other implementing entities. Reviewed the bank
accounts and the controls on those bank accounts. Performed positive confirmation of

balances, as necessary.

Determined whether advances of funds were justified with documentation, including
reconciliations of funds advanced, disbursed, and available. We ensured that all funding
received by the USAID/Pakistan rupee trust fund from GOP was appropriately recorded
in the Trust Fund's accounting records and that those records were periodically
reconciled with information provided by GOP. We also performed negative confirmation
of balances, as necessary.

Reviewed procurement procedures to determine whether sound commercial practices
including competition were used, reasonable prices were obtained, and adequate
controls were in place over the qualities and quantities received.

Reviewed direct salary charges to determine whether salary rates were reasonable for
that position, in accordance with those approved by USAID, wherever required, and
supported by appropriate payroll records. Determined if overtime was charged to the
fund and whether it was allowable under the terms of the agreements. Determined
whether allowances and fringe benefits received by employees were in accordance with
the agreements and applicable laws and regulations.

Reviewed travel and transportation charges to determine whether they were adequately
supported and approved.

Reviewed commodities (such as supplies, materials, vehicles, equipment, food products,
tools, etc.), procured by the USAID/Pakistan Rupee Trust Fund. We also determined
whether commodities exist or were used for their intended purposes in accordance with
the terms of the agreements, and whether control procedures exist and have been
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placed in operation to adequately safeguard the commodities. As part of the procedures
to determine if commodities were used for intended purposes, we performed end-use
reviews for an appropriate sample of all commodities based on the control risk

assessment.

Internal control

9.

10.

We have reviewed and evaluated the Fund's internal controls related to Trust Funds to
obtain a sufficient understanding of the design of relevant control policies and
procedures and whether those policies and procedures have been placed in operation.

We have also evaluated the adequacy of the accounting system and control procedures
with respect to i} charges to the Fund are proper and supported, ii) managing cash on
hand and in bank accounts, iii) procuring goods and services, iv) managing inventory
and receiving functions, v) managing personnel functions such as timekeeping, salaries
and benefits, vi) managing and disposing of commodities (such as supplies, materials,
vehicles, equipment, food products, tools, etc.) purchased by the Trust Fund, and vii)
ensuring compliance with agreement terms and applicable laws and regulations that
collectively have a material impact on the fund accountability statements.

Compliance with agreement terms and applicable laws and regulations

11. Checked if payments have been made in accordance with agreement terms and
applicable laws and regulations.

12. Checked if funds have been expended for purposes not authorized or not in accordance
with applicable agreement terms.

13. Identified any costs not considered appropriate, classified and explained why these
costs are questioned.

14. Checked whether those who received services and benefits were eligible to receive
them.

15. Determined whether the Trust Fund’s financial reports and claims for advances and
reimbursement contain information that is supported by the books and records.

Scope limitation

1. Due to limited activities of USAID in Pakistan, we have not been able to comply with

continuing professional education program (CPE hours) required under Para 3.46 of
Chapter 3 of U.S Government Auditing Standards (USGAS) issued by Comptroller General
of the United States.
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However, seminars / workshops arranged by USAID for which intimation was given to
us have been duly attended. Moreover we have been participating in Continuing
Professional Development (CPD) activities organized by Institute of Chartered
Accountants of Pakistan (ICAP).

2. Further we did not have an external quality control review required under Para 3.53 of
Chapter 3 of U.S Government Auditing Standards (USGAS) issued by Comptroller General
of the United States. However we have been issued satisfactory quality control rating by
Institute of Chartered Accountants of Pakistan (ICAP) under its own quality control
program.

3. Had we been provided an opportunity, we would have been pleased to comply with the
above mentioned requirements to further enhance our professional proficiency to

perform such audits.

Status of prior audit recommendations

Previous auditors observed that due to non-updating and incorrect coding of inventory with
respect to funding source, the records were not appropriately identifying NXPs purchased from
Rupee Trust Fund therefore the auditors recommended that USAID/Pakistan should maintain
an up-to-date inventory record of NXP‘s purchased with the USAID/Pakistan Rupee Trust Fund
and an updated inventory list be forwarded to USAID/ Philippines. However we observed that
during the period from October 1, 2004 to September 30, 2005, the management could not
comply with the audit recommendations, however subsequently the records have been updated
and coding of inventory has been corrected.

Our summary of the audit results on the Fund Accountability Statements, questioned costs,
internal control, compliance with agreement terms and applicable laws and regulations is

hereunder:
Fund accountability statements

The fund accountability statements for USAID/Pakistan's Rupee Trust Fund for Operating
Expenses, for the fiscal years ended September 30, 2005 and 2006 present fairly, in all material
respects, program revenues, costs incurred and reimbursed, and commodities and technical
assistance directly procured by USAID for the periods then ended in accordance with the terms
of the agreements and in conformity with the basis of accounting described in Note 2 to the fund

accountability statements.
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The audit did not identify any questioned costs.

Internal control

Our review and evaluation of the internal control related to the Trust Fund disclosed one
reportable internal control condition, which we considered to be material. This related to
USAID/Pakistan not timely recording interests income on bank deposits (Finding No. 3).

Compliance with agreement terms and applicable laws and regulations

The results of our compliance tests disclosed three material instances of noncompliance, as

follows.

iii)

Contrary to 14 FAM 4'11.2(d], there was a lack of segregation of duties over
procurement (Finding No. 1)

Contrary to ADS 534.3.4 and 6 FAM 224, during the period from October 01, 2004 to
September 30, 2005, nonexpendable property records were not updated and
nonexpendable property purchased with Rupee Trust Fund were not identified (Finding
No. 2}.

Contrary to 14 FAM 416.1, physical inventory of residence furniture, furnishings and
equipment were not taken at the time of change of occupancy, and not reconciled with
the records (Finding No. 4).

Management Comments

Internal control

The management has agreed to the audit finding and explained that the error in
recording of interest occurred due to change in the accounting software system which
was incapable of recording interest earned on local currency however subsequently all
outstanding reconciling items have been recorded.

Compliance with agreement terms and applicable laws and reguiations

The management has agreed to Finding 1 regarding lack of segregation of duties and we
have been informed that more staff has been hired for the purpose.

Finding 2 regarding updating and coding of NXP inventory records has been agreed and
corrective measures taken by the management by updating and coding in the

subsequent period.
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The management has agreed to Finding 4 regarding Physical inventory count and has
informed us that subsequently system has been placed to perform physical inventory
count. '

12i{Page
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The Controller Other Offices: Lahore & Karachi
United States Agency for International Development/Pakistan

American Embassy

Diplomatic Enclave Ramna 5

Islamabad, Pakistan

We have audited the fund accountability statements of United States Agency for International
Development/Pakistan Rupee Trust Fund (“the Trust Fund”) for the fiscal years ended
September 30, 2005 and 2006 (“the period”). The fund accountability statements are the
responsibility of the Trust Fund’s management. Our responsibility is to express an opinion on
the fund accountability statements based on our audit.

[ixcept as discussed in the following paragraphs, we conducted our audit of the fund
accountability statements in accordance with U.S. Government Auditing Standards issued by the
Comptroller General of the United States. Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the fund accountability statements are free
of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the fund accountability 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 that our audit provides a
reasonable basis for our opinion.

Due to limited activities of USAID in Pakistan, we have not been able to comply with continuing
professional education program (CPE hours) required under Para 3.46 of Chapter 3 of US
Government Auditing Standards (USGAS) issued by Comptroller General of the United States.

However, seminars / workshops arranged by USAID for which intimation was given to us have
been duly attended. Moreover we have been participating in continuing professional
development (CPD) activities organized by Institute of Chartered Accountants of Pakistan
(ICAP).

Further we did not have an external quality control review required under Para 3.53 of Chapter
3 of U.S Government Auditing Standards (USGAS) issued by Comptroller General of the United as
this was our first audit under USGAS. However we have been issued satisfactory quality control
rating by Institute of Chartered Accountants of Pakistan (ICAP) under its own quality control

program.



In our opinion, the fund accountability statements referred to above present fairly, in all
material respects, program revenues, costs incurred and reimbursed, and commodities and
technical assistance directly procured by USAID for the periods then ended in accordance with
the terms of the agreements and in conformity with the basis of accounting described in Note 2
to the fund accountability statements.

In accordance with U.S. Government Auditing Standards, we have also issued our reports, dated
March 18, 2009, on our consideration of the Trust Fund’s internal control over financial
reporting and our tests of its compliance with certain provisions of laws and regulations. Those
reports are an integral part of an audit performed in accordance with U.S. Government Auditing
Standards and should be read in conjunction with this Independent Auditor’s Report in
considering the results of our audit.

This report is intended for the information of the United States Agency for International
Development (USAID). However, upon release by USAID, this report is a matter of public record
and its distribution is not limited.

et M,

KHALID MAJID REHMAN
CHARTERED ACCOUNTANTS

Date:
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USAID/PAKISTAN RUPEE TRUST FUND
FUND ACCOUNTABILITY STATEMENT
FOR THE YEAR FROM OCTOBER 01,2004 TO SEPTEMBER 30, 2005

Questioned costs

PKR In US$ Ineligible Unsupported Note
RECEIPTS
Funds received from GOP -
Bank interest 1,042,190.61 17,504
Total receipts 1,042,190.61 17,504 - -
DISBURSEMENTS
Personnel benefits 336,870.00 5,658
Travel 5,451,103.66 91,551
Utilities and communication 1,851,984.40 31,104
Equipment 1,613,993.00 27,107
Operating supplies 767,235.00 12,886
Repairs and maintenance 697,592.00 11,716
Other services 425,292.50 7,143
Printing and reproduction 168,598.88 2,832
Rental 7,370,568.00 123,789
Total disbursements 18,683,237.44 313,786 - -
ADVANCES (141,323.00) (2,374)
EXCESS / (SHORTAGE) OF RECEIPTS OVER
DISBURSEMENTS AND ADVANCES (17,499,723.83) (293,909) - -
FUND BALANCE - BEGINNING 147,436,261.65 2,528,944
FUND BALANCE - END 129,936,537.82 2,235,035
CASH IN BANK - AS PER BANK STATEMENT 131,655,853.65
LESS: RECONCILING ITEMS (1,719,315.83)
CASH IN BANK - AS PER U111 129,936,537.82

Lt Db 3t

Clinton D. White, Controller, USAID/Pakistan
AUTHORIZED SIGNATORY



USAID/PAKISTAN'S RUPEE TRUST FUND
NOTES TO FUND ACCOUNTABILITY STATEMENT
FOR THE YEAR ENDED SEPTEMBER 30, 2005

2.1

2.2

3.1

3.2

ABOUT THE IMPLEMENTING TRUST FUND AND GRANT AGREEMENT

The USAID/ Pakistan's Rupee Trust Fund was established pursuant to the agreeement dated March 11, 1969 between the Government of
Pakistan (GOP) and Government of the United States (USG). The local cost requirement for operation of U.S. Cooperative Development
Program in Paskistan is to be met by the GOP and USG is to incur only its foreign exchange costs, The agreement in pertinent part provides
that GOP agreed to finance all reasonable Pakistan rupee cost incurred by the mission in connection with the implementation of cooperative
development program. Such costs include space, housing, allowances and travel for US staff, salaries and other expenditures for local
personnel employed by the mission, and agreed expenditures for Pakistan participants' training and local procurement by the mission of
materials, equipment, supplies and services.

SIGNIFICANT ACCOUNTING POLICIES

BASIS OF PREPARATION

Fund Accountability Statement (FAS) has been prepared usina the cash basis of accountina.
FOREIGN CURRENCY TRANSACTIONS

Revenue and disbursements made during the year are transtated into US $ at annual average rate of PKR 59.5414 to US$1.00.

Note PKR

RECONCILIATION FAS BALANCE WITH BANK BALANCE
Cash as per bank statement . 3.1 131,655,854
Less: Reconciling items 3.2 (1,719,316)
Fund Balance as per FAS - Closing 129,936,538
Closing fund balance as per FAS is represented by:
Cash in bank - in interest-bearing Pak Rupee (PKR) account 81,655,854
Investment in TDR 50,000,000

131,655,854
Reconciling items are represented by:
Unpresented cheques 116,795
Interest income not recorded in FAS 1,602,521

1,719,316

FIGURES

- have been rounded off to the nearest Pak Rupees/ US$.

(i D ks

Clfaton D. White, €ontroller, usun/pakiszan

AUTHORIZED SIGNATORY
/



FOR THE YEAR FROM OCTOBER 01,2005 TO SEPTEMBER 30, 2006

USAID/PAKISTAN RUPEE TRUST FUND
FUND ACCOUNTABILITY STATEMENT

RECEIPTS

Funds received from GOP
Bank interest
Total receipts

DISBURSEMENTS

Personnel benefits

Travel

Utilities and communication
Equipment

Operating supplies

Repairs and maintenance
Other services

Printing and reproduction
Rental

Total disbursements

ADVANCES

EXCESS / (SHORTAGE)
DISBURSEMENTS AND ADVANCES

FUND BALANCE - BEGINNING

FUND BALANCE - END

Questioned costs

RECEIPTS OVER

CASH IN BANK - AS PER BANK STATEMENT

LESS: RECONCILING ITEMS

CASH IN BANK - AS PER U111

In Rupees In US$ Ineligible Unsupported
1,602,520.83 26,711
1,602,520.83 26,711 - -
8,130,676.89 135,524
8,876,299.24 147,952
1,786,924.17 29,785
1,809,602.00 30,163
2,434,079.00 40,572
531,871.78 8,865
569,799.12 9,498
56,995.84 950
15,714,529.24 261,933
39,910,777.28 665,241.71 - -
29,870.88 498
(38,338,127.33) (639,028.43) - -
129,936,537.82 2,235,035
91,598,410.49 1,596,007.06
96,803,148.27
(5,204,737.78)

91,598,410.49

Yy s

Clinton D. White, Controller, USA /Paklstan

AUTHORIZED SIGNATORY

/
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USAID/PAKISTAN'S RUPEE TRUST FUND
NOTES TO FUND ACCOUNTABILITY STATEMENT
FOR THE YEAR ENDED SEPTEMBER 30, 2006

2.1

2.2

31

3.2

ABOUT THE IMPLEMENTING TRUST FUND AND GRANT AGREEMENT

The USAID/ Pakistan's Rupee Trust Fund was established pursuant to the agreeement dated March 11, 1969 between the Government of
Pakistan (GOP) and Government of the United States (USG). The local cost requirement for operation of U.S. Cooperative Development
Program in Paskistan is to be met by the GOP and USG is to incur only its foreign exchange costs. The agreement in pertinent part provides
that GOP agreed to finance all reasonable Pakistan rupee cost incurred by the mission in connection with the implementation of cooperative
development program. Such costs include space, housing, allowances and travel for US staff, salaries and other expenditures for local
personnel employed by the mission, and agreed expenditures for Pakistan participants' training and local procurement by the mission of
materials, equipment, supplies and services.

SIGNIFICANT ACCOUNTING POLICIES

BASIS OF PREPARATION

Fund Accountabilitv Statement (FAS) has been Drenéred usina the cash basis of accounting.
FOREIGN CURRENCY TRANSACTIONS

Revenue and disbursements made during the year are translated into US $ at annual average rate of PKR 59.9944 to US$1.00.

Note PKR

RECONCILIATION FAS BALANCE WITH BANK BALANCE
Cash as per bank statement 3.1 96,803,148
Less: Reconciting items 3.2 (5,204,738)
Add: Exchange gain -
Fund Balance as per FAS - Closing 91,598,410
Closing fund balance as per FAS is represented by:
Cash in bank - in interest-bearing Pak Rupee (PKR) account 16,803,148
Investment in TDR 80,000,000

96,803,148
Reconciling items are represented by:
Unpresented cheques 996,901
interest income/ deposits/ refunds not recorded in FAS 4,207,837

5,204,738

FIGURES
- have been rounded off to the nearest Pak rupee/ US$.

ik AN

“Clinton D. White, Controller, USAID/PakIstan
AUTHORIZED SIGNATORY
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INDEPENDENT AUDITORS’ REPORT Other Offices: Lahore & Karachi
ON INTERNAL CONTROL

The Controller

United States Agency for International Development/Pakistan
American Embassy

Diplomatic Enclave Ramna 5

Islamabad, Pakistan

We have audited the fund accountability statements of United States Agency for International
Development/Pakistan Rupee trust Fund ("the Trust Fund") for the fiscal years ended
September 30, 2005 and 2006, and have issued our report on it dated March 18, 2009.

Except for not having a fully satisfactory continuing education program and/or not conducting
an external quality control review by an unaffiliated audit organization (as described in our
report on the fund accountability statements), we conducted our audit in accordance with U.S.
Government Auditing Standards issued by the Comptroller General of the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the fund accountability statements are free of material misstatement.

The management of the Trust Fund is responsible for establishing and maintaining internal
control. In fulfilling this responsibility, estimates and judgments by management are required to
assess the expected benefits and related costs of internal control policies and procedures. The
objectives of internal control are to provide management with reasonable, but not absolute,
assurance that the assets are safeguarded against loss from unauthorized use or disposition;
transactions are executed in accordance with management's authorization and in accordance
with the terms of the agreements; and transactions are recorded properly to permit the
preparation of the fund accountability statements in conformity with the basis of accounting
described in Note 2 to the fund accountability statements. Because of inherent limitations in
internal control, errors or fraud may nevertheless occur and not be detected. Also, projection of
any evaluation of the structure to future periods is subject to the risk that procedures may
become inadequate because of changes in conditions or that the effectiveness of the design and
operation of policies and procedures may deteriorate.

In planning and performing our audit of the fund accountability statements of the
USAID/Pakistan Rupee Trust Fund for the period, we obtained an understanding of internal
control. With respect to internal control, we obtained an understanding of the design of relevant
policies and procedures and whether they have been placed in operation, and we assessed
control risk in order to determine our auditing procedures for the purpose of expressing our



opinion on the fund accountability statements and not to provide an opinion on internal control.
Accordingly, we do not express such an opinion.

We noted certain matter involving internal control and its operation that we considered to be a
reportable condition under standards established by the American Institute of Certified Public
Accountants (AICPA). Reportable conditions involve matters coming to our attention relating to
significant deficiencies in the design or operation of internal control that, in our judgment, could
adversely affect the Trust Fund's ability to record, process, summarize, and report financial data
consistent with the assertions of management in the fund accountability statements.

1. As more fully explained in Finding 3, interest received on bank deposit was not recorded
timely in the books of trust fund resulting in understatement of interest income in one
period and overstatement in the next.

A material weakness is a reportable condition in which the design or operation of one or more
of the internal control elements does not reduce to a relatively low level the risk that errors or
fraud in amounts that would be material in relation to the fund accountability statements and
not be detected within a timely period by employees in the normal course of performing their

assigned functions.

Our consideration of internal control would not necessarily disclose all matters in internal
control that might be reportable conditions and, accordingly, would not necessarily disclose all
reportable conditions that are also considered to be material weaknesses as defined above.
However, we noted that the reportable condition described above is a material weakness.

We also noted other matters involving internal control and its operation that we have reported
to the management of the Trust Fund in a separate letter dated March 18, 2009.

This report is intended for the information of the United States Agency for International
Development (USAID). However, upon release by USAID, this report is a matter of public record
and its distribution is not limited.

fo ALY
KHALID MAJID REHMAN
CHARTERED ACCOUNTANTS

Date:
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. oo . Chartered Accountants
Khalid Majid Rehmun 3rd Floor, Al-Malik Centre,

70 West, G-7/F-7,
Jinnah Avenue,
Islamahbad-44000

Ph - (92-51) - 2821504-5, 28215334

= Fax - (92-51) - 2270227
INDEPENDENT AUDITORS' REPORT ON E-mail: kmhrisb@comsats.net.pk

COMPLIANCE , Website:www kmr.com.pk

Other Offices: l.ahore & Karachi

The Controller o

United States Agency for International Development/Pakistan
American Embassy ‘
Diplomatic Enclave Ramna 5

Islamabad, Pakistan

We have audited the fund accountability statements of United States Agency for International
Development/Pakistan Rupee Trust Fund ("the Trust Fund") for the fiscal years ended
September 30, 2005 and 2006, and have issued our report on it dated March 18, 2009.

Except for not having a fully satisfactory continuing education program and /or not conducting
an external quality control review by an unaffiliated audit organization (as described in our
report on the fund accountabil‘i'ty'statements), we conducted our audit in accordance with U.S.
Government Auditing Standards issued by the Comptroller General of the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the fund accountability statements are free of material misstatement resulting from
violations of agreement terms and laws and regulations that have a direct and material effect on
the determination of the fund accountability statements amounts..

Compliance with agreement terms and laws and regulations applicable to the Trust Fund is the
responsibility of the Trust Fund’s management. As part of obtaining reasonable assurance about
whether the fund accountability statements are free of material misstatement, we performed
tests of the Trust Fund’s compliance with certain provisions of agreement terms and laws and
regulations. However, our objective was not to provide an opinion on overall compliance with
such provisions. Accordingly, we do not express such an opinion. We also performed tests of the
Trust Fund’s compliance with certain provisions of agreement terms and laws and regulations.

Material instances of noncompliance are failures to follow requirements or violations of
agreement terms and laws and regulations that cause us to conclude that the aggregation of
misstatements resulting from those failures or violations is material to the fund accountability
statements. The results of our compliance tests disclosed the following material instances of

noncompliance.

i Contrary to 14 FAM‘411.2[d), there was a lack of segregation of duties over
procurement (Finding No. 1)




ii) Contrary to ADS 534.3.4 and 6 FAM 224, during the period from October 01, 2004 to
September 30, 2005, nonexpendable property records were not updated and
nonexpendable property purchased with Rupee Trust Fund were not identified (Finding
No. 2).

i) Contrary to 14 FAM 416.1, physical inventory of residence furniture, furnishings and
equipment were not taken at the time of change of occupancy, and not reconciled with
the records (Finding No. 4).

We considered these material instances of noncompliance in forming our opinion on whether
Trust Fund's FY 2005-2006 fund accountability statements are presented fairly, in all material
respects, in accordance with terms of the agreement and in conformity with the basis of
accounting described in Note 2 to the fund accountability statements, and does not affect our
report on the fund accountability statements dated March 18, 2009.

We noted an immaterial instance of noncompliance that we have reported to the management
of the Trust Fund in a separate letter dated March 18, 2009.

This report is intended for the information of the United States of Agency for International
Development (USAID). However, upon release by USAID, this report is a matter of public record
and its distribution is not limited.

PR A /LM\’ %\

KHALID MAJID REHMAN
CHARTERED ACCOUNTANTS

Date:
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SEGREGATION OF DUTIES REGARDING THE ACQUISITION OF PROPERTY
Condition

We have found that there is no segregation of duties in respect of procurement of goods and
services. Purchases and invoice processing are not segregated. In some of the cases ordering
and receiving is performed by single person.

Criteria

14 FAM 411.2 (d) requires that no one individual in the position to control all aspects of any
transaction affecting the receipt, storage, or disposition of expendable or nonexpendable

property.
Cause

Primary cause is insufficient staff to ensure segregation of duties.

Effect

This leads to internal control weakness over procurements.
Recommendation
We recommend that adequate staff should be hired to ensure appropriate segregation of duties.

Management response

USAID/Pakistan agrees with the recommendation and has already hired more staff in the
Procurement office. In 2007 USAID/Pakistan hired a Procurement Assistant on short term basis,
and in 2008 hired Procurement Clerk, General Services Specialist, and General Services
Assistant on Personal Services contracts. This increased level of staffing allows us to
appropriately segregate the duties regarding the acquisition of property. The Procurement
Agent and the Procurement Clerk are responsible for purchases and the GS Specialist and the GS
Assistant are responsible for inventory.

Comments on management’s response

Management intentions and steps taken for resolution of query in future are appreciated.

i ayge




Condition

USAID/Pakistan generates NXP inventory records using bar scan program. The inventory
records, however, were not updated and did not identify which NXP’s were purchased with
Rupee Trust Fund for the period from October 01, 2004 to September 30, 2005. However the
inventory records have been updated and coding corrected in the subsequent period.

Criteria

ADS 534.3.4 and 6 FAM 224 requires that inventory records must be kept on all NXP’s. These
records must be kept up-to-date and should indicate ownership by Funding Source. Unless
otherwise governed by the trust fund agreement, all NXP’s purchased with trust funds shall be
controlled in the same manner as USAID-owned property, except that the property is marked to
show that it is trust property, and separate accountability records are kept

Cause

The inventory records were not updated due to lack of personnel.

Effect

The inventory list generated form the program, which was submitted by USAID/Pakistan was
not updated, did not identify which NXPs were purchased with Rupee Trust Fund and we also
were not able to trace to the inventory list some of the NXPs purchases during the audit period.

Recommendations

Since the management has already corrected the condition therefore no recommendation is

being in this regard.
Management response

USAID/Pakistan agrees with the recommendation.

ARiPage




PAKISTAN'S RUPEE TRUST FUND
BER 01, 2004 TO SEPTEMBER 3¢, 2008

INTEREST ON'INVESTMENT:

Condition

We have found that the interest received in respect of maturing of investment deposited with
City Bank Islamabad at September 21, 2005 (FY 2005) amounting to Rs. 1,602,521 was
recorded in subsequent period in October 2005.

Interest received on account of maturity of another investment at March 21, 2006 amounting to
Rs. 2,654,167 was also recorded late in subsequent period on March 28, 2007.

Both these items appearing as reconciling items as at September 30, 2005 and September 30,
2006 respectively.

Criteria

Non compliance with Generally Accepted Accounting Principles.
Cause

Problems in the software.

Effect

This is an internal control weakness over the recording of transaction leading to
understatement of income in the one period overstatement in the next.

Recommendations

We recommend that the management of USAID/ Pakistan should record the transaction on
timely basis while we understand that problems in the software have now been rectified.

Management’s response

During the audit period, USAID had undergone a change of accounting system world-wide. This
was an off-the-shelf accounting system and was not capable of recording the interest income
earned on the local currency Trust Fund. However, subsequently in FY2007 changes were made
in the system and the mission received the final guidance and has recorded all its outstanding
reconciling items including interest income.

Comments on management’s response
Corrective measures taken by management are appreciated.
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CMBER 30, 2006
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PHYSICAL INVENTORY COUNT

Condition

According to 14 FAM 416.1 that the physical inventory of residence furniture, furnishings, and
equipment in use must be taken at the time of change of occupancy and inventory must be
reconciled immediately with the residential custodial file.

We have observed during the audit that personal property has not been counted physically.

Criteria

Non-compliance with the requirements of 14 FAM 416.1 relating to physical inventory and
reconciliation.

Cause

Lack of adequate staff.

Effect

This leads to internal control weakness over existence of physical inventories.
Recommendation

Physical inventory count in line with the requirements of Foreign Affair Manual is

recommended.

Management Response.

USAID/Pakistan agrees with the recommendation. The inventory check was being performed,
however due to limited staffing it was not documented. A formal Bill of Collection was issued for
the missing items. .

Subsequently a system has been put in place to perform a physical inventory count each time a
residence is occupied and upon vacancy which is documented by the Executive Officer. The
Inventory is being done and every occupant signs the list to attribute the process of
confirmation and acceptance.

Comments on management’s response

Corrective measures taken by management are appreciated.
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g ° o0 ) Chartered Accountants
- Khalid Majid Rehman 3rd Floor, Al-Malik Centre,
70 West, G-7/F-7,
Jinnah Avenue,
Islamabad-44000

Ph - (92-51) - 2821504-5, 28215334
Fax - (92-51) - 2270227

March 18, 2009 , ‘ E-mail: kmhrisb@comsats.net.pk
i Ref: A/ Website:www . kmr.com.pk
Ms. Anne Aarnes Other Offices: Lahore & Karachi
- Mission Director

U.S. agency for International Development/Pakistan
American Embassy

- Diplomatic Enclave Ramna 5
Islamabad, Pakistan

_ FINANCIAL AUDIT OF USAID/PAKISTAN’S RUPEE TRUST FUND

FOR THE PERIOD FROM OCTOBER 01, 2004 TO SEPTEMBER 30, 2006
MATTERS ARISING FROM THE AUDIT

ot Dear Madam

We have completed our subject-mentioned audit for the period from October 1, 2004 to

: September 30, 2006. In accordance with our normal practice, we enclose our report

- concerning matters arising from the audit, together with our recommendations for
improvement.

This report is not intended to be exhaustive and deals only with the more important matters
that came to our attention during the course of audit. Other matters have been mentioned
verbally to the management during the course of our audit. We have also discussed the matters
included in this report with the management and shall be pleased to discuss them further with
- you, together with any action that has been or will be taken.

We stress that normal audit procedures are designed primarily with a view to express an
opinion on the financial statements and our comments are not an attempt to indicate all
possible improvements in the internal control. Because of the test nature and inherent
limitations of an audit, together with the inherent limitations of an accounting and internal
control system, there is an unavoidable risk that even some material misstatements may remain
undiscovered.

We have prepared this report solely for the use of management and USAID and forms part of the
continuous dialogue between the client and ourselves, and, therefore, it is not intended to
include every matter, whether large or small, that has come to our attention. For this reason we
believe that it would be inappropriate for this report to be made available to third parties and, if
such third parties were to obtain a copy without our prior written consent, we would not accept
any responsibility for any reliance that might be placed on it. However USAID may declare it
“public document” in line with its policies if considered appropriate by USAID.

We wish to express our appreciation of the courtesy and cooperation extended to us by
management of the Trust Fund during the course of the audit.

Yours truly

KHALID MAJID REHMAN
Chartered Accountants

Encl: As above



PAKISTAN'S RU f’EE TRUST FUND
JBER 81, 2004 TO SEPTEMBER 30, 2006

TRAVEL REQUEST FORM

Observation

In accordance with USAID/Pakistan policies and procedures for the approval and
implementation of official travel, all the travel request form (TR) must be submitted to EXO for
preparation of the travel authorization form (TA) five working days before fully executed TA.

We however have observed that in respect of following transaction(s) TR’s were not submitted
in compliance with the above-said requirements.

TA # 391-05-009-03
TA #391-05-011-03
TA # 391-05-071-03
TA # 391-05-028-03
TA # L0-391-TA-06-171-01
TA # L0O-391-TA-06-187-01
TA # LO-391-TA-06-188-01
TA # 1.0-391-TA-06-153-01
TA # 1.0-391-TA-06-204-01
TA # L.O-391-TA-06-155-01
TA # LO-391-TA-06-036-03
TA #1.0-391-TA-06-176-01

Implication
This represents an internal control weakness in relation to travel request.
Recommendation

We recommend that management of the Trust Fund should ensure compliance with its travel

policy.
Management Response.

USAID/Pakistan agrees with this recommendation. The Mission has taken appropriate action to
ensure that Trip Requests are approved properly before the Travel Authorization is prepared.

Comments on management’s response
Corrective measures taken by management are appreciated.
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U PAKISTAN'S RUPEE TRUST FUND
"OBER 01, 2004 TO SEPTEMBER 30, 2006

RECEIPT.

FUNDS FROM GOP - Confirmation

Observation

As part of our normal audit procedures confirmation is sent to Ministry of finance (Pak
Secretariat) in order to ensure the existence and completeness of the amounts presented in the
financial statements by the management. However we have not received any reply from GOP

Implication

Since we have verified the contribution from other audit procedures there is not much of an
implication.

Recommendation

Management’s efforts in this regard are appreciated however higher authorities in Pakistan
Government may be contacted to ensure receipt of confirmations in future.

Management response

The Mission has taken due diligence to pursue with the relevant authorities in the Ministry of
Finance and the Economic Affairs Division and sent reminders to them to get these
confirmations.

However, there is no financial implication of this action.




MORE THAN ONE ACCOUNT HEAD FOR TRAVEL FOR TRAINING
Observation

We have observed that during the period 2006 more than 01 head of accounts has been utilized
for travel probably due to use of multiple software in the period.

Implication

Complicates selection of transactions and applicability of materiality concept by the audit team.
Recommendation

One account code should be used for one account head.

Management response

During the audit period, USAID had undergone a change of accounting system. Therefore, there
were two charts of account. After the implementation of the new accounting system
USAID/Pakistan is using only one chart of accounts.

Comments on management’s response

Corrective measures taken by management are appreciated

3eiPa g




-

MISALLOCATION 'OF ACCOUNT HEADS

Observation

We have found that there is misallocation against following vouchers:

Vouchers #391060010LD related to payment of rent amounting to Rs.1,200,000 should be
allocated to lease rentals instead of vehicle supplies a/c code # 260140

Voucher # 391060149Li payments made to M/s Chancery for lodging expenses of Mr. John O
Rouke amounting to Rs. 213,500 should be charged to traveling expenses instead of US PSC
salaries a/c code # 118110.

Implication
This represents an internal control weakness over recording of transactions.
Recommendation

We recommend that the transactions should be recorded in appropriate account heads and
timely checked to ensure rectification of errors on timely basis.

Management response

This was a human error during the earthquake emergency response time. The Office of
Financial Management has strengthened its internal controls by adding a second step review
before recording all obligation documents. The new system involves the following levels for
review: the Accountant records the obligation transaction in phoenix as ‘Held’ status and the
Chief Accountant reviews the posting in Phoenix and then clears the document to ‘Submit’ the

posting in Phoenix.
Comments on management'’s response

Correctlive measures taken by management are appreciated.






