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Disclaimer Note

The coverage of this report is based on the facts, figures and information made available and
accessible to the audit team by the Project Management of Air Transport Connectivity
Enhancement Project, funded by Asian Development Bank (ADB), Grant No.0295-BHU. The
opinion of the auditors shall confine to the petiod covered and information made available till the
time of issue of this report.

This is also to certify that the auditors during the audit had neither yielded to pressure, nor
dispensed any favour or resorted to any uncthical means that would be considered as violation of
the Royal Audit Authority’s Oath of Good Conduct, Ethics and Secrecy of Auditors.




AAG

ADB
ATCEP
DoAT

EID No.
MolC

PLC
PP&AARD

SCID
TL
™
TA

: Assistant Auditor General

: Asian Development Bank

: Air Transport Connectivity Enhancement Project
: Department of Air Transport

: Employee Identity Number

: Ministry of Information & Communications

: Project Letter of Credit

: Policy, Planning & Annual Audit Report Division
: Royal Audit Authority

: Social Communication & Information Division

: Team Leader

: Team Member

: Technical Assistance




TABLE OF CONTENTS

AUDITORS’ REPORT ON THE FINANCIAL STATEMENTS OF THE “ AIR TRANSPORT
CONNECTIVITY ENHANCEMENT PROJECT”, FUNDED BY ADB, GRANT NO. 0295-BHU,
IMPLEMENTED BY THE DEPARTMENT OF AIR TRANSPORT, PARO FOR THE FISCAL YEAR
ENDED 30™ JUNE 2015

FINANCIAL STATEMENTS & NOTES TO ACCOUNT

(i) Sources and Uses of Funds for the fiscal year ended 30™ June 2015 _

(ii) Statement of Budget and Actual Expenditure for the fiscal year ended 3 0™ June 2015

(iii) Statement of Expenditures (SoE) for the fiscal year ended 30" June 2015(Notes to Account 1)
(iv) Statement of details of payment made by the ADB for the fiscal year ended 30" June 2015
(Notes to Account TT14) ‘ ‘

(v) Statement of Direct payment made by ADB to Consultant for the fiscal year 2014-15 (Notes to
Account 1IB)

(vi) Statement of Imprest Account jor the fiscal year ended 3 0™ June 2015 (Notes to Account I11)
(vii)Statement of Reimbursable from ADB (Notes to Account {1I4)

(viii)Accounting Policies and the explanatory notes (Notes to Account I V)

(ix) Statement of fund balance reconciliation with DPA for the fiscal year ended 3 0" June 2015
{Notes to Account V)

EXHIBITS:

(i) Statement of Deposit and Withdrawal of funds from FC Account No.20762 for the fiscal year

(i) Statement of Fund balances with the DPA for the fiscal year 2014-2015... ... c.. oo or . Exhibit-IT
(iii) Revised Statement of Imprest Account for the financial year end 3 0" June 2014... .... Exhibit-11T
AUDIT FINDINGS ON THE ACCOUNTS AND OPERATIONS OF THE “AIR TRANSPORT
CONNECTIVITY ENHANCEMENT PROJECT®, FUNDED BY ADB, GRANT NO.0295-BHU,

IMPLEMENTED BY THE DEPARTMENT OF AIR TRANSPORT,PARO FOR THE PERIOD 15" JULY
2014 TO 30™ JUNE 2015

PART I: SIGNIFICANT ACHIEVEMENTS

PART II: DEFICIENCIES AND LAPSES

1. Flaws in Tender Evaluation and award of construction contract to a technically non-responsive
bidder (4.4.6)

2. Acceptance of Defective works in construction of new Terminal building at Gelephu Domestic
Airport (4.4.30)

3. Wrong application of nr2 for half circle and overpayment for the construction of Car parking at
Bumthang Domestic Airport -Nu.119,998.45(5.1.15)

4.Outstanding advances -Nu.1,243,982.00 (4.4.30)

ANNEXURES:

Excess release by DPA to Project for the FY 2014-15........oiciininniinn Annexure;-A
Excess release by DPA to Project for the FY 2013-14.......ooiiniinnnn, Annexure;-B
Excess/overpayment duc to application of wrong formula.........cooooeeiniin Annexure;-C
Profile 0f the PIOJECT. cvev.ivnerieriiiiiiiiiviiir e st e ettt Annexure:-D
Objectives of AUdItiNg.......ovviviviniiiiriiin Annexure:-E
Methods adopted for auditing. . ....ooovvieeniinni Annexure:-F

—

e |
s

R |
a4

qre







AUDITORS’ REPORT ON THE FINANCIAL STATEMENTS OF THE “AIR
TRANSPORT CONNECTIVITY ENHANCEMENT PROJECT”, FUNDED BY ADB,
GRANT NO.0295-BHU, IMPLEMENTED BY THE DEPARTMENT OF AIR TRANSPORT,
PARO FOR THE FISCAL YEAR ENDED 30™ JUNE 2015

The Royal Audit Authority (RAA) has audited the accompanying financial statements of the “Air
Transport Connectivity Enhancement Project”, financed under Asian Development Bank Grant
No.0295-BHU & implemented by the Department of Air Transport, Paro which comprise the
Receipts and Payments Statement and schedules forming part of the financial statements for the
financial year ended 30™ June, 2015 as required under the Audit Act of Bhutan 2006 and Project
Agrecment.

Management’s responsibility for the financial statements

Management is responsible for preparation and fair presentation of these financial statements in
accordance with the Financial Rules and Regulations 2001 and Project Agreement. This
responsibility includes, designing, implementing and maintaining internal control relevant to the
preparation and fair presentation of financial statements that are free from material misstatement,
whether due to fraud or error, selecting and applying appropriate accounting policies; and making
accounting estimates that are reasonable in the circumstances.

RAA’s responsibility

The RAA’s responsibility is to express an opinion on these financial statements based on its audit,
The RAA conducted the audit in accordance with RAA’s Auditing Standards and Generally
Accepted Auditing Standards. Those standards require that the RAA complies with the ethical
requirements and plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

Scope of Audit

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on auditor’s judgment,
including the risk of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal controls relevant to the
entity’s preparation and fair presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on effectiveness of the entity’s internal control. An audit also includes evaluating the
appropriateness of the accounting policies used and the reasonableness of accounting estimates
made by the management, as well as evaluating the overall financial statement presentation. The
RAA believes that the audit evidence obtained by it is sufficient and appropriate to provide a basis
for its audit opinion,

Opinion

In RAA’s opinion, except for the effect on the financial statements of the matter referred to in the
Sfollowing paragraph, the financial statements present fairly, in all material respects the financial
operations of the “Air Transport Connectivity Enhancement Project”, financed under Asian
Development Bank, Grant No.0295-BHU for the year ended 30" June 2015 and of its fund balance
as on that date in accordance with the Financial Rules and Regulations 2001 and Project
Agreement,




» TExcess, inadmissible and over payments amounting to Nu.119,998.45 were made to
coniractors with resultant increase in the reported expenditure and decrease in the yeat-end
fund balance to that extent.

Emphasis of Matter Paragraph

The RAA without qualifying its opinion draws attention to the following matters:

o The expenditure incurred by the project and the excess funds released by the DPA during
the previous financial year 2013-2014 of Nu. 8,089.00 and 2014-2015 of Nu.997,937.00
remaining to be recouped as at 30™ June 2015 have been translated into functional currency
using the average exchange rate obtained at by dividing the total fund transfetred in terms of
Ngultrum by the total funds transferred in terms of US$ from the Imprest Account
maintained by the Royal Monetary Authority of Bhutan (US$ 1 equivalent Nu. 62.48-Refer
Annexure A & US$ 1 equivalent Nu. 59.97-Refer Annexure B).

Notes to Account III-Statement of Imprest Account for the financial year 2013-2014
prepared by the project management has not reflected the third parties outstanding advances
of Nu.3,392,278 which have resulted in reporting of functional currency exchange loss of
Nu.1,142,004.89 and US Dellar 19,031.79 for the year the ended 30" June 2014. The
incorporation of the third parties advances lying unadjusted as at 30™ June 2014 as fund
balance with the Project in the Reconciliation statement of Imprest Account, reflected
exchange gain of functional currency of Nu.2,242,184.11 and US$ 37,399.57 for the year
ended 30" June 2014 (Refer the revised Statement of Imprest Account for the financial year ended
30" June 2014 attached for kind reference and record).
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The RAA also reperts that:

& The flow of funds from the Imprest Account and balance thereon could be fairly relied
upon. The control mechanism put in place for the operation of the Account could also be

fairly relied upon.

% All expenditures reported and claimed are eligible for financing under the ADB Grant.

& The Statement of Expenditure, Statement of Grants and Advances and Reconciliation
Statement submitted could be fairly relied upon.

The RAA further reports that:

s The overall reconciled fund balance of the Imprest account of the ADB funded project
“Air Transport Connectivity Enhancement Project” implemented by the Department of
Air Transport, Paro as on 30™ June 2015 stood at US$106,752.10 equivalent to
Nu.6,803,311.33 converted at the exchange ratc prevalent as on that date (Refer
Statement of Imprest Account for the year ended 30" June 20135,

“: The direct payments to the consultancy firm amounting to Nu.15,283,086.92 equivalent
to US$.248,023.50 (converted at the exchange rate prevalent on the date of the payment
released by the ADB) were not incorporated in the PEMS system though it is reported in
the financial statements (Refer Sources and Uses of Funds, Notes to Account I & Notes to
Account IIB)




b

ks

The forex conversion rate for fund transfer from the Imprest Account to Department of
Public Accounts from the Foreign Currency Account maintained with Royal Monetary
Authority is recognized on the actual exchange rate applicable on the date of transfer of
funds.

The closing Imprest balance of US$ 430,476.11 equivalent to Nu.25,815,652.32 as at
30" June 2014 has been taken as opening Imprest balance as of 1% July 2014. The
exchange rate prevailing as of 1* July 2014 was not considered for translation of US$ to
Ngultrum.

The closing fund balance of US$106,752.10, fund balance with DPA of Nu.616,253.57
and advances with third parties amounting to Nu.20,853,940.00 have been translated at
the exchange rate prevailing as of 30™ June 2015.

The replenishment of funds against withdrawal applications aggregating to
US$ 917,204.32 equivalent functional currency of Nu.56,512,990.00 have been
incorporated in the financial statements on the basis of releases as reflected in the Grant
Financial Information Services.

The translation of expenditures incurred in local currency including excess fund releases
to the project by the DPA, opening imprest balance and closing balance including direct
payment and replenishment of funds as well as outstanding advances as of 30™ June 2015
were carried out at various exchange rates and as a result there were exchange difference
of US$ 31,481.76 and in terms of functional currency of Nu.4,396,306.58.

The project management has utilized all proceeds provided under ADB Grant No.0295
BHU *Air Transport Connectivity Enhancement Project”, for the purposes for which they
were provided and in accordance with the grant agreement,

The project management was in compliance as at the date of the financial year end with
all financial covenant of the grant agreement.

The procedures and conirol mechanism put in place for the operation of the Imprest
Account as well as flow of funds to and from the Imprest Account, and balance thereon
could be fairly relied upon.

The financial operations were carried out as per the project agreement and adequate
controls were instituted to ensure that the funds are used for project related activities and
adequate project management structure exists to oversee the implementation of the
project activities.

Concurred & Noted:

Date:

(Audit Officer)

(="

(Assistant Andifor General, SCID)

09/02 / io/ é
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PART II: DEFICIENCIES AND LAPSES

The Royal Audit Authority while reviewing the accounting records, internal control and operations
of the “Air Transport Connectivity Enhancement Project”, funded by the Asian Development Bank
Grant No.0295-BHU, implemented by Department of Air Transport, Paro had noted that internal
controls including supervisory controls and monitoring were generally adequate except for the
deficiencies and lapses as discussed below:

1. Flaws in Tender Evaluation and award of construction contract to a technically non-
responsive bidder (4.4.6) :

The NIQ for the construction of new Terminal Building at Gelephu Domestic Airport estimated for
Nu.8,536,011.13 was floated on 1o July 2014 vide NIQ NoDCA/ASP/Maint/254 date 9 July
2014. In response, ten bidders had purchased the bidding documents and had submitted their bids as
follows:

[-SL'Ne+ | Name.of bidder: : - GohE o pivii sy P Quoted Amount (NoW -
1 Sonam Construction Nu. 10,326,366.00
2 Dee Gee construction Nu. 9,881,930.00
3 KD & Phurba JV Nu. 7,614,666.00
4 D10Zi builders Nu. 10,219,630.00
5 GEM construction Nu. 8,517,546.00
6 Druk KD construction Nu. 8,100,651.00
7 Yeshey T Denkar construction Nu. 9,968,035.00
8 Dorji Construction : Nu. 8,312,135.27
9 | Alpha Beta construction Nu. 13,046,599.50
10 Karma builders Nu. 7,988,774.31

In line with'the decision of the Tender Committee, the coniract was found awarded to M/s Dee Gee
Construction, Paro on the basis of the lowest evaluated bid at a contract amount of Nu.9,881,930.00
which was 13.62 % above the departmental estimated cost of Nu.8,536,011.13.

A detailed review of the tender documents of the winning bidder M/s Dee Gee Construction, Paro
indicated, that the bidder did not satisfy “Evalvation and Qualification Criteria” of Standard
Bidding Documents of the ADB project and the bid Evaluation Committee even failed to recognize
such criteria resulting in flawed bid evaluation and decision making:

i) Non-compliance to the requirement of Historical Financial Performance

The bidding document section 3, clause 2.3.1 states that, “submission of audited financial
statements or, if not required by the law of the Bidder’s country, other financial statements
acceptable to the Employer, for the last three (3), (2010-2011, 2011-2012, 2012-2013) years to
demonsirate the current soundness of the Bidder’s financial position.”

Notwithstanding the above clause, the evaluation committee had overlooked this requirement and
accepted the financial statements for 2 consecutive years and considered the bid as responsive .

The Department should furnish justification for not rejecting the bid of the winning bidder despite
the fact that the winning bidder had failed to comply with the requirement and submitied audited
financial statements only for two financial years were submitted against three avdited financial
statements.
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if) Non-compliance to the Personnel Requirements
The company profile of M/s Dee Gee Construction stated that the Project manager had one year of
experience in the works of similar nature and was considered by the evaluation committee and work
awarded accordingly.

However, the experience in supervising similar works submitted in hard copy was not found
genuine on cross verification with the CDB record through e-tool system. Similatly, the expetience
of the site Supetvisor contained in the company’s profile was also found manipulated on cross
verification with the CDB records.

Such lapses showed deficiencies of not adopting the e-tool to at least confirm the availability of HR
& Equipment with the contractor.

The Department should furnish justification for due diligence lapses on the part of the evaluation
commiitee as such negligence had deprived other competitive bidders in winning the bid. The
Ministry should thoroughly review the evaluation process for ascertaining the adoption of fair
evaluation processes of the bids by the Evaluation Committee as otherwise appropriate action
should be taken against the evaluation committee for awarding the contract to a non-responsive
bidder and depriving other responsive bidders. Besides, the Ministry should also revisit the tender
documents to rule out existence of any manipulation of documents by the contractor to be dealt
with Laws of the Land and for taking appropriate action against the elevation committee for the
failure to take note of the manipulated documents during the evaluation process.

First response: Non-compliance to the requirement of Historical Financial Performance

The evaluation committee accepts that the historical financial performance of past two years had
been evaluated whereas the requirement was for the past three years. The evaluation commitiee
comprising of two Engineers from the department and one Engineer from the consultancy carried
out the evaluation as per the guideline for procurement published by Asian Development Bank.
None of the members are experienced with the ADB procurement system and moveover, there was
enormous pressure from the government to immediately take up the construction of the Terminal
building in order to start domestic air service to Gelephu. (Scanned letter attached as Attachment
1). The project wasn't in the initial list of approved projects of the Air Transport Connectivity
Enhancement Project.

Since all the members of the evaluation commiltee were with Engineering background, it was felt
that the verification of the accounts details was beyond the capacity of the evaluation committee. As
the commitiee was already appointed for this particular bid evaluation and moreover the project
being an urgent one, inclusion of a member from Accounts section could not be done in the
midway. Hence for the ADB funded project at Yonphula (which was tendered out after the Gelephu
Terminal bid) accounts personnel were included as member of the evaluation commiitee.

Also, due to enormous pressure to start construction the evaluation period was reduced from the
normal time to 2 weeks. On the other hand, ADB usually doesn’t encourage retendering without
very strong grounds to do so and also there was very limited time to go for the whole process of re-
fendering. The bidders whose bid prices were lower than the winning bidder also did not qualify for
the award and though it is an error of overlooking during evaluation there is no financial
implication. The bid evaluation report was forwarded to ADB and only after obtaining the approval
their procurement specialist, the report was submitted to the award committee.

Despite carrying out the evaluation carefully, cautiously and fairly, the historical financial
performance for the winning bidder had been overlooked by the evaluation commiitee. The




evaluation committee would pledge that such mistake/error will not be repeated in the entire career
of all the members and hence request RAA to drop the observation.

Second response: Non-compliance to the requirement of Historical Financial Performance

When ADB fund was commitied for the development of the domestic airporis, the depariment was
veluctant to hive consultancy firm as hiring consultancy firm leads to expenditure of a large portion
of the grant money on the consultancy firms. Bul the department was informed by ADB that hiring
of consultancy firm is the norm of ADB and if we do not hire a consultancy firm, we shall not be
able to avail the grant money.

Hence without an option the department had to hire the consultancy firm as per the requirement of
ADB. An international consultant and a local consultant were hived as a joint venture as that was
the requirement of ADB. In order to procure the works o be executed with ADB grant money, the
department was advised to use the procurement guidelines of ADB. The department was not
comfortable with the guidelines of ADB and was more confident with the etool system so the
department insisted on using the eiool system. However the department was informed that in order
10 use ADB fund, we must follow ADB's procurement guidelines. Since the department had no
experience in procurement using ADB guidelines, the department anticipated the consultants to
carry out the evaluation as they have a procurement specialist in their key personnel list but the
consultants insisted on active participation from the client and despite of our inexperience we found
ourselves deeply involved in the evaluation process.

As the department Engineers are not at all acquainted with the procurement method of ADB, the
department Engineers requested ADB for training on their procurement methods. (Email attached)
Although ADB committed to look into the matter, they had not helped us or provided such training
yet. Therefore, without any training and completely new fo the procurement methods of ADB, the
department Engineers had to carry out evaluation using ADB procurement method.

Furthermore, the project construction of Terminal building in Gelephu Domestic Airport was an
adhoc project and that too with immense pressure from higher authority fo complete the project in
a very short notice. The department received a letter from the Ministry of Information and
Communications on 257 June 2014 stating that the Gelephu Terminal has to be ready by Jaruary
2015. This left the department with only one week for completing the evaluation.

The evaluation committee comprised of two civil Engineers from our department and an Engineer
from the consultant. The entire evaluation commitiee had no experience in evaluating the financial
background of the bidders and moreover with no experience in the evaluation using ADB
procurement method, it has led to an oversight of the historical financial requirement. Moreover all
procurements made under ADB gramt has 1o be forwarded io ADB. ADB officials go through the
evaluation report and the department can award the work to the selected bidder after receiving the
approval from ADB. Furihermore there are instructions from ADB that they do not support re-
tender of works as long as there is even a single responsive bidder with marginal increase Jrom
estimated cost.

The department would like to stress that this is the first time such over sight has happened during
evaluation process and moreover the department being very new with the procurement process of
ADB had led to such lapses. The department deeply regrets such lapse and shall ensure it is not
repeated in the future ever again. The evaluation commiltee for ADB project in Yonphula consists
of an official with finance background as well. Hence such lapse will not be repeated. The
department would like to urge the RAA to kindly drop the memo.
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First response: Non-compliance to the Personnel Requirements

Although the personnel requirement is not the evaluation and qualification criteria, the evaluation
committee verified the documents submitted by the bidders. The project manager’s experience was
hased on his company’s experzence (as the bidder had submitied document showing his execution
of the work).

When the ADB mission visited Bhutan, the e-tool evaluation system was discussed and was
requested for adopting for bid evaluations but ADB recommended to base the evaluation on the
ADB bid evaluation system only,

As the evaluation had been done based on the guideline of the ADB, the information was verified
based on the document proof submitted along with the bid. The findings were reflected on the bid
evaluation report,

With the above justification, the evaluation team request RAA to drop the observation.

Second response: Non-compliance to the Personnel Requirements
The department would like to emphasize on the urgency of the procurement of works for

construction of terminal in Gelephu Domestic Airport. There were strict instructions from the
higher authority to complete the project within a very short period which left us with very minimal

. time for evaluation. Due to extreme shortage of time, the department had announced in the media

that during the course of evaluation we shall not be seeking any clavifications as the time frame
was very limited and we did not have the luxury fo confirm each detail submitted by the contractor.
Moreover as per bidding document, persommel requirement is not the evaluation criteria so
checking the details of manpower was not our mandate as well.

Also afier carrying out the evaluation the department has to send the details of evaluation to ADB.
ADB’s officials review the details and they give recommendations and advice. Following which
they give the final approval once the report is up io the satisfaction of ADB.

As the evaluation was carried out strictly as per ADB evaluation guidelines, the evaluation
committee had verified the personnel requirement solely based on the documents submitted by the
bidders. Hence as personnel requirement does not form a part of the qualification criteria also
owing fo the extreme shortage of time available for the evaluation process, the evaluation
committee could not verify the personnel details in e-tool system.

The department deeply regrets the lapse that has occurved. As explained above this is the first time
such lapse has occurred and we shall ensure it is not repeated. Hence the department would like to

request RAA to kindly drop the memo.

RAL s &

1s:

While laking note of the response, the fact remains that the Evaluation Commitiee had failed to
evaluate the tender fairly as the winning bidder despite its failure to comply with the defined
evaluation criteria, Il may be rveiterated that the very essence of incorporating the qualifying
criteria in terms of technical and financial capacity of the contractor is to ensure that contract
works are awarded based on responsive bids and at compelitive rates without compromising the
requisite qualifying criteria stipulated in the tender terms and conditions. The assertion of the
evaluation committee of its incompelency, urgency of works and use of ADB procurement
guidelines indicated adoption of flawed evaluation process. The acceptance of two years financial
statements against stipulated three years financial statement (As per the ADB procurement guidelines
under the Evaluation end Qualification Criferia, clause 2,3,1 states that, the bidders are required o submit the
Sinancial statements of three consecutive years) and non- meeting of minimum requirement of experiences
in the works of similar nature in respect of the Project manager and the Site Supervisor (the
experiences in supervising the similar nature of works submitted in hard copy in the company’s profile was
found not genuine on cross verification with the CDB record through e-tool system) indicated absence of due




diligence on the part of the Evaluation Committee in the tender evaluation which had resulted in
the award of contract lo a now- responsive bidder depriving other responsive bidders as well as
execution of substandard works as highlighted under audit Para no.2.

The deficiencies in the evaluation process had occurred mainly due to the failure on part of the
evaluation committee to exercise their due care and diligence and also failed fo authenticate the
information of the Human Resources provided in the Company’s profile to that with the e-tool
systemt.

Therefore, the Ministry taking into cognizance of inappropriate tender evaluation should carry out
an independent review of the evaluation process for taking appropriate actions against those
responsible including the commitiee members for their failure to exercise due diligence over the
tender evaluation and apparently awarding of the conlract fo a non-responsive bidder and
depriving other responsive bidders.

Further, the Ministry should institute appropriate supervision and monitoring mechanism 1o
oversee all the tender processes conducted by the Department to prevent such unwarranted lapses
in future.

Direct accountability: 1.Jamyang T Dorji, Engineer, EID No.2011011 66
2. Dorji Rabten, Engineer, EID No.2012 01088
3. Sonam Tshering, Gyeltshen Consultancy, CID No.11410003876

Supervisory Accountability: 1. Ugyen Dorji, Principal Engineer, EID No.8908106
2.Karma Wangchuk, Director, EID No.9004059

2. Acceptance of Defective works in construction of new Terminal building at Gelephu
Domestic Airport (4.4.30)

The joint verification of new Terminal building at Gelephu Domestic Airport noted acceptance of
few defective works as explained hereunder and shown in the photographs below:

a) The Gypsum ceiling board were found broken and fallen off at level 2;

b) The ply lining in eves ceiling showed dampness & corrosion thereof dedicating leakage of
roofing;

¢) The aluminum components for windows VIP room were not funciioning properly. :
- (Sliding shutter was not moving on channels). . . o

Broken & fallen ceiling Dampness & corrosion




—t,

The Department besides commenting on the acceptance of defective works should take immediate
measures to rectify the defects at the cost of the contractor or officials responsible for allowing the
execution of such defective works and taking over of such the defective works.

The works were completed and taken over by the team comprising of Director and Engineer in
charge from the department and team leader & procurement specialist from the consultant side in
presence of the airport management and the Supervising Engineer.

The rectification work arose mainly because of roof leakage (encountered afier the NAV/COMM
section of the depariment instailed their antenna on the roof). The contractor had been intimidated
and given a final reminder with deadline of 10" December 2015 (letter attached as attachment
no.3) to complele the rectification works. The contractor has planned to start the work from 3
December, 20135.

After the completion of the rectification works to its specified requirement RAA will be informed
accordingly.

While taking note of response, the fact remains that the project management had failed to take
appropriate action against the contractor for the failure to rectify the defective works which was
supposed to have been completed within the deadline of 10" December 2015. Further, there is no
synchronization of works, where some of the works (installation of Antenna) were executed after
completion of the handing taking which resulted into the defective works. The inaction on the part
of the Project management and the Department till date is an indication of existence of weak
contract management and laxity towards works and procedures.

It is to reiterate that any defects noted after Defect Liability Period will have to be rectified at the
cost of the Government and it was apparent that no reclifications were carried out as the Project
failed to furnish rectification certificate during the exit meeting held on 10™ December 2015,

However, as assured in the audit exit meeting, the Department should immediately direct ihe
contractor for carrying out rectification works and furnish vectification report duly attested by the
competent authority for further verification and records. Besides, in the event of failure to rectify
the works by the contractor, the Department should initiate rectification of the defective works from
the retention money as further delays may cause damages to other structures. Besides, the Ministry
should fix the accountability on the officials responsible for allowing the execution of substandard
works and taking over of such defective works as well as officials responsible for inaction fo direct
the contractor to rectify defects as of date.

Further, the Ministry should divect the Department for instituting appropriate internal control

mechanism to ensure existence of effective contract management system and also to curb such
lapses in future.

Direct Accountability: 1.Palden Dovji Lepcha, Gyeltshen Consultancy, CID No. 21213000353
2. Jamyang T Dorji, Engineer, EID) No.201101166

Supervisory Accountability: 1. Ugyen Dorji, Principal Engineer, F1D.No.8908106
2. Karma Wangchuk, Director, EID.No. 9004059




3. Wrong application of ar2 for half circle and overpayment for the construction of Car
parking at Bumthang Domestic Airport -Nu.119,998.45 (5.1.15)

The construction of perimeter Fencing, Access Road, Apron Taxiway and Car parking at Bumthang
Bapalathang Domestic Airport was awarded to M/s Penjor Construction vide work order
No.DCA/ASP/MAINT/116 dated 18/02/2014 at the contract price of Nw.51,922,777.00.

The joint physical verification of the construction site was carried out by the team comprising of the
auditors, site engincer and the officials of the Bumthang domestic airport. In an attempt to cross
check the actual execution of wortks at site with reference to measurements of work done and
claimed in the RA Bills, it was noted that formula for computation of volume work done for semi-
circle works was wrongly applied as .

On review it was noted that the half circle with the radius of 7.45 (curvature at the end of the
parking) was not divided by two to deduce the actual area of the pavement. F urther, the number of
2.5m long HDPE pipe counted to 83 as against 93 in breast wall for the car parking. This had
resulted in overpayment of Nu.119,998.45 as detailed in Annexure C “BDAI”,

The Department besides recovering the amount and depositing into Audit Recoveries Account
should furnish justification for such lapses. :

While applying the formula for semi-circle /2, division by 2 was omitted unknowingly.
Therefore, kindly consider it as computational error further, the contractor was informed about the
recovery and in due course of iime the contractor had re-measuved and found that the car park
area surveyed is more than the actual claim that he made. The survey report and related documents
are attached as carpark survey details (folder). Therefore, kindly drop the observation,

RaA’s

It is apparent from the vesponse that the Department had accepted the re-measured works done by
the contractor without validating the correctness of the measurements indicating laxity on the part
of the Department. However, it is to reilerate that the RAA had raised the issue on the wrong
application of formula of nr2 for computation of volume work done for semi-circle works. Thus the
amount computed in audit due to wrong application of the formula should be recovered and
deposited into ARA within ATR date to avoid levy of penal interest.

Further, as decided in the exit meeting, the Department should constitule a technical team and
confirm the accuracy of the re-measurements and the same will be verified during the next audit.

Further, the Department should institute appropriate internal control mechanism to curb such
lapses in future. : ‘

Direct Accountability: Mr. Bhawani Nirola, Gyelishen Consultancy, CID.No. 21108000029

Supervisory Accountability: 1. Ugyen Dorji, Principal Engineer, EID.No.89081 06
2. Jamyang T Dorji, Engineer, EID.No.201101166
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4. Outstanding advances- Nu. 1,243,982.00 (4.4.30)

The Finance and Accounting Manual (FAM), Chapter 4, Section 4.1.3.2(d) of the FRR 2001
stipulates: “A permanent Account Holder (PAH) shall refind any unspent amount of the of the
advance at the close of a fiscal year” and Section 4.1.4.2(d} also states: “Once every three months
and on the close of a financial year, a complete liguidation of all temporary advances in the hands
of the individual Temporary Account Holders (TAHs) shall be made,”

A scrutiny of the Memorandum record of outstanding advances maintained by the ADB Project,
revealed ouistanding advances of Nu.1,243,982.00 against BPC and Bhutan Telecom for providing
Gelephu terminal building’s power supply and telecommunication facilities.

The advances were granted vide note sheet No. DCA/ASP/ES/2014-15/321 dated 16/02/2015
through following vouchers as tabulated below:

S1. No | Voucher No. and Date | Amount (Nu,) Remarks
1 . | DV 24of 17/02/2015 742,032.00 | Bhutan Power Corporation
2 DV 2.5 of 25/02/2015 501,950.00 | Bhutan Telecom

Total 1,243,982.00

The management besides commenting on the circumstances leading to non-settlement of advances
should liquidate the advances at the carliest and furnish the details of adjusiment to RAA for further
verification.

Auditee’s Response:

Department of Air Transport deposited Nu. 501,950.00 to Bhutan Telecom, Gelephu Branch on
26/02/2015 towards extension of local area network at new terminal building in Gelephu domestic
airport. The telecommunication was of utmost important facility for operation of airport. Bhutan
Telecom has finally completed the entire local area network worth for above deposited amount. The
site handing taking and expenditure were also submitted (attached the details). Adjustment in the
books of accounts is under process, adjustment voucher will be submiited to RAA as early as
possible.

RAA’s Furthe

While RAA has taken note on the completion of extension of local area network ai new terminal
building for Nui.501,950.00, the fact remains that, the project management has not submitted the
details of adjusiment effected in the books of accounts for verification and record . It may also be
reiterated that delays in the liquidation of outstanding advances were mainly due to lack of proper
Jollow-up and absence of adequate monitoring mechanism put in place. It may also be noted that
the project has not commented on the outstanding advances lying with the Bhutan Power
Corporation.

However, as agreed in the audit exit meeting held on 10™ December 2015, the project manqgement
should furnish the details of adjustments made against the parties for further verifications and
record. In addition, the Department should agree on a timeframe for completion of power supply
installation with the Bhutan Power Corporation to facilitate monitoring over the scheduled
completion deadline.

Besides, the Department should ensure that any cash refund/recoveries made against the advances
should be either surrendered to the DPA or deposited into Audit Recoveries Account. Further, the
Department should regulate the payment of advances in terms of the provisions of financial rules




and regulations and ensure its timely liguidation and avoid accumulation of huge outstanding
advances in future. :

Direct Accountability: Mr. Tashi Gyelishen, Engineer, EID No.201101176

Supervisory Accountability: 1. Bhagi Maya Dulal, Dy Chief Accounts Officer, EID No.2001019
2. Karma Wangchuk, Director, EID No.9004059
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An

Project Profile

“Air Transport Connectivity Enhancement Project”, funded by the Asian Development Bank
Grant No.0295-BHU

e o ok ok ok 3 o ol o ol ok o sl ol sk e ok e o sk steste el sk s stk st stk sk soleok sk s sl ok sl akol ok kol el ok ok ok ok sk R ok el ol sk sl ol ol ok ik sk R skl o ok lORO R o e ek seolokok

Background

Project Name: Air Transport Connectivity Enhancement Project
Project Number: 44239-013

Country: Bhutan

Project Status: Approved

Project Type / Modality of Assistance: Grant

Start Date: 20 Aug 2012

End Date: 31 Dec 2016

Description:

The project is to improve infrasttuciure for the Bumthang, Gelephu, and Yonphula domestic
airports. It aims to expand initial developments undertaken by the Government of Bhutan at these
airports. The project is to strengthen safety and security, and enhance capacity, including priority
needs for securing the airport perimeter; expanding terminal space, air craft parking apron, and
taxiway; improving. runways; and installing aeronautical communication and navigation aid
equipment. These improvements are targeted to meet the requirements of current and anticipated
aviation activities in the country, and help continue the record of safety. Overall, it will support the
government's plan to develop a safe, reliable, and efficient air transport system connecting urban
and rural centers to help overcome the current limitations of road transport and improve
accessibility to less-developed regions of the country.

This will help facilitate greater and more equitable coverage of potential benefits from tourism
- growth, stimulate private sector development, and generate employment opportunities for the poor.

Project Rationale and Linkage to Country/Regional Strategy

Paro International Airport (PIA), Bhutan's only operating airport unti! recently and still the only one
providing international air access, is located near the capital city of Thimphu in the western region,
Due to the lack of domestic air connectivity, other regions of the country - particularly in the center,
south, and, cast - have limited access to regional and global markets. The tourism industry, for
instance, a substantial cconomic contributor, is much better developed in the west compared with
other regions,

This imbalance in accessibility - to opportunity, enterprise, markets, and services - has been an
obstacle to achieving broad-based economic growth, which is one of the government's major
development goals.

In view of the anticipated increase in aircraft movements and passenger volume, current
deficiencies must be addressed, and initial developments undertaken by the government at the three
domestic airpotts expanded to strengthen safety and security, and enhance capacity. The project
will include (i) improving air operation safety by providing required air rescue and firefighting
system facilities, aeronautical communication and navigation, and runway drainage; (ii)
strengthening security with an airport cordon around the perimeter; and (iii) expanding capacity for
terminal space, aircraft parking apron, and taxiway. The improvements were prioritized based on
development nceds identified in updated master plans for the three airports, projected traffic




forecasts in tetms of peak hour aircraft movements and passenger volume, as well as updated
assessment of current developments and priorities for air transport in the couniry. By improving
safety, security, and capacity at the three domestic airports, the project will help ensure operation of
aircrafts with adequate capacity for continued passenger traffic growth and improved service and
safety. ‘

The project and its outcome is consistent with the strategic objective set out in the interim country
partnership strategy, 2012-2013; to assist the government in achieving broad-based economic
growth. It will enhance the country's air transport connectivity, help improve access to regionail and
global markets throughout the country, and support tourism growth in less-developed regions. The
project is included in the Bhutan country operations business plan, 2012-2014.
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nnexure:—E

Objectives of Auditing:

(i)

(if)

(iifi)

(iv)
(v)

(vi)

To determine that the financial statements correctly reflect the financial operations in
accordance with the financial rules, budgetary norms and whether the “Air Transport
Connectivity Enhancement Project”, funded by Asian Development Bank, Paro has
complied with Grant Agreement and the loan Disbursement handbook of the Asian
Development Bank;

To determine whether the “Air Tr,ansport Connectivity Enhancement Project”, funded by
ADB, Paro has been managing and utilizing its financial resources economically and
efficiently;

To determine whether the desired results or benefits established by the project are being
achieved;

To determine whether the taxes and levies are realized and accounted for accurately;

To check the legality, regularity and propriety and to appraise economy, efficiency and
effectiveness of expenditure; and

To ascertain adequacy and effectiveness of internal control system.




Methods adepted for auditing:

i
il.
iii.

iv.

vi,

vil.
viii.

ix.

Reviewing internal controls in place in the system; L
Inspection and examination of the records, documents and statements;
Determining if the rules and regulations that are in force have been complied with; 3

Review of Financial Statements prepared by the Project Management of ATCEP, funded by

ADB Grant No.0295-BHU along with the Books of Accounts maintained; a

L.
Reconciliation of the overall fund position with budgetary fund releases, expenditure

incurred by the Project Management of the ATCEP, implemented by the DoAT, Paro; .L

Seeking relevant information from knowledgeable person inside and outside the e

organization; =
Conducting interviews with the beneficiaries or payee; ro
Checking the arithmetical accuracy of the accounting records; and L.
Conducting the physical verification of construction works, assets and stores. -
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