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PRIVATE & CONFIDENTIAL

5 August 2011

Mr. Sok Lor

Executive Director

Demand for Good Governance
Arbitration Council Foundation

No. 72, Street 592 (Corner of Street 372)
Sangkat Boeung Kak I, Khan Toul Kork,
Phnom Penh, Cambodia

Dear Mr. Sok Lor

We have completed our audit of the financial statements of Arbitration Council Foundation under the
Demand for Good Governance Project (“the Project’) for the year ended 31 December 2010. During
the course of the engagement, we considered the Project’s accounting policies, procedures, and
internal controls relevant to our audit and, in accordance with our normal practice, we wish to
highlight certain matters that came to our attention.

Our review of the accounting procedures and internal controls was conducted to assist us in
expressing an opinion on the financial statements of the Project taken as a whole. This work was not
primarily directed towards the discovery of weaknesses, detection of fraud, or other irregularities,
other than those which would influence us in forming our opinion, and should not therefore be relied
upon to show that no other weaknesses, detection of fraud, or other irregularities exist. Accordingly,
the comments that follow refer only to those matters which have come to our attention during the
course of our normal work and do not attempt to indicate all possible improvements which a special
review might develop.

We enclose a summary of the points noted by us during our audit together with our
recommendations thereon. We have discussed our recommendations with management and their
comments are incorporated in this letter.

We would highly appreciate if you could keep us informed of future developments/changes in these
areas and in the Project’s accounting procedures and internal control system. In the meantime,
please do not hesitate to contact us if you require further explanation or information.

We would also like to thank you and your staff for the cooperation you have extended to us during
our recent audit visit. We look forward working with you again and in providing you with the required
assistance, if any, in the future.

Yours uIIy

(Lﬁ"ﬁd@ﬁf”z i

Maria Crrstrrra”‘f\?l. Calimbas
Partner

A member firm of Ernst & Young Global Limited




Demand for Good Governance Project
Arbitration Council Foundation

MANAGEMENT LETTER
as at and for the year ended 31 December 2010

il

1. NO PROPER RECONCILIATION OF FIXED ASSET LISTING AND SYSTEM

Observation

We noted a discrepancy in the amount of fixed assets as per trial balance extracted from the
system and the amount as per fixed assets listing as detailed below. Further the difference
was not reconciled by the accountant as of 31December 2010.

Uss
Per Trial Balance 56,201
Per Listing 55,412
Difference 789
Implication

Control over fixed assets will be undermined without proper reconciliation between fixed
asset in listing and system. Moreover, it is also difficult to trace the fixed assets in the listing

with actual fixed assets if any discrepancy is not rectified.

Recommendation

The fixed asset register should be reconciled with system general ledger at the end of every
month or at least once a year. Staff who is responsible for recording fixed assets should
separate the non fixed asset items from fixed asset listing. Any discrepancies should be
investigated and brought to the attention of project director.

Project management's response

We agree with the recommendation. We have reinforced the control of ACF fixed assets.
The reconciliation has been made since 08 April 2011.
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Demand for Good Governance Project
Arbitration Council Foundation

i
’ MANAGEMENT LETTER (continued)
E‘ as at and for the year ended 31 December 2010

2. NON-COMPLIANCE WITH FINANCIAL MANUAL ON FIXED ASSETS LISTING

Observation

Financial management and disbursement manual stipulates that fixed assets listing should
be updated as to the condition of the items based on physical check performed by fixed
assets controller. However this has not been implemented. We also noted that the code
number format of fixed asset was not in compliance with the manual.

Example: format code number applied by ACF is ACF-183

Without adequate details on the status of fixed assets, verifying whether those fixed assets
are lost, broken, or in good condition, would be difficult and undermines control.

1
i
1 Implication
il
il

Recommendation

It is recommended that after verification of fixed assets, a memo should be prepared with
proper approval and the fixed assets listing should be updated as to all details including the
condition of those items. Any discrepancies between physical verification report and fixed
assets listing should be investigated and reported. Moreover, the fixed asset tag should

i
@ indicate the following data:
d

e Project name

e Implementing agency
e Type of fixed asset

e Asset number

Project management’s response

We agree with this recommendation. In late February 2011 - only a few weeks prior to the
audit ACF received the Financial Management Manual, which sets out the requirements to
state the conditions of the asset items at each physical count, ACF would follow the
requirements when it conducts its regular physical count of fixed assets in June 2011.
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Demand for Good Governance Project
Arbitration Council Foundation

MANAGEMENT LETTER (continued)
as at and for the year ended 31 December 2010

STATUS OF PREVIOUS YEAR’S FINDINGS

1. VERIFY THAT FUND BALANCE SUBJECT TO REIMBURSEMENT IS IN AGREEMENT
WITH THE AMOUNT DECLARED PER WITHDRAWAL APPLICATION

Observation

During our audit of fund receipts and disbursements, we noted that the net fund balance
subject for reimbursement from the World Bank was different from the amount per
withdrawal application.

I VI VR VR R T R T G TR

Us$
Total fund receipts for the period 177,630
Total disbursements for the period 240,400
Fund balance for reimbursement (62,770)
Amount reimbursed per withdrawal application 62,734
Difference (36)

Implication

Incorrect amount of reimbursement per withdrawal application to World Bank can lead to un-
reconciled fund receipts and fund disbursements. If not corrected, World Bank may not
reimburse the undeclared disbursement.

Recommendation

All the supporting documents should be reviewed and cross-checked to the withdrawal
application before submission to the World Bank for reimbursement to avoid queries from
the World Bank and to ensure completeness and accuracy of documentation.

Project management’s response

We agree and have reinforced our review and cross-checking system for withdrawal
applications. Regarding the particular observation noted above and as previously explained
to auditors, the $36 discrepancy was due to typing error of vouchers into the SoE which
caused the arithmetic error. This matter has since been resolved.

Current status

Implemented
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Demand for Good Governance Project
Arbitration Council Foundation

MANAGEMENT LETTER (continued)
as at and for the year ended 31 December 2010

STATUS OF PREVIOUS YEAR’S FINDINGS (continued)

2. VERIFY THAT ACCOUNT BALANCES PER FINANCIAL MANAGEMENT REPORT AND
ACCOUNTING RECORD ARE IN AGREEMENT

Observation

During our review of the Project’s reports, we noted that there were variances between the
financial management report submitted to the World Bank and the accounting record as
detailed below:

|
|
|

Account code Account description Per record Per report Variance
61000-64000 Goods 27,264 27,264 -
61000-64000 Consulting Services 9,560 9,560 -
61000-64000 Training/Workshop 20,455 20,929 474
@ Incremental Operating
61000-64000 Costs 82,887 81,431 (1,456)
61000-64000 ACF Operating Costs 101,431 101,216 (215)
@ 241,597 240,400 (1,197)
Implication

1

Variance between the accounting record and financial management report would affect the
accuracy of transactions and balances captured in the accounting records. When not
immediately reconciled and corrected, this would misstate the financial information.

@

Recommendation

The amount per financial management report should be reviewed and reconciled with the
accounting record extracted from the system. The Project should immediately investigate
the variances and correct any error to ensure that accounting record and reports are in
agreement.

Project management’s response

We agree and have reinforced our review and reconciliation system. Regarding the
particular observation noted above and as previously explained to auditors, the variance
was due to synchronisation issues arising from DFGG required changes to new chart of
accounts, new reporting format and ACF's existing accounting software system and ACF's
multiple sources of funds. Implementation of IDA-funded DFGG Project required ACF to
change to new DFGG standardised chart of accounts, including new account codes;
synchronisation issues, including between the new chart and codes, new required reporting
format and ACF’s accounting system and multiple (including non-DFGG/IDA) sources of
funds, led to error of figures extracted by source of fund. This matter has since been
resolved, variance has been rectified as recorded in last quarterly report and system has
been adjusted accordingly.

g
d
g
g
|
g

Current status

e

Implemented

e e e

]
BN




