APPENDICES

Appendix - 1
Financial Analysis
1. Background

Social Welfare Council (SWC) and Planet Finance, France signed the general agreement on December 18, 2005 and agreed to submit the project proposals to the council with in three months from the date of agreement and implementation will start as earlier possible after signed. 

Further a project agreement was signed on 14 May 2008 between SWC and Planet Finance with an objective of Fostering the Marketability and Competitiveness of the Nepalese SME sector to enhance exports to the European Market for the period commencing on 17 September 2007 to 17 December 2008 but the project completion date may prolong up to 16 September 2010 if General Agreement is renewed by SWC. 

2. Scope of Work

The scope of our work included the following general procedures;

· Assess the efficiency of the project/cost effectiveness which includes the review of standard cost of program and comparison with actual one;

· Reviewing the general agreement between Social Welfare Council (SWC) and Planet Finance ;

· Review of Fixed assets records and physical verification of such assets and its utilization and disposal;

· Obtaining and understanding of accounting, administrative and internal control system;

· Reviewing periodical financial reports as well as audit reports;

· Review of compliance of Income Tax Laws and Regulations;

· Comparison of budget and actual with the committed project cost.

We have conducted evaluation of the project for the period 17 September 2007 to 31 August 2008. We went through the audited financial statement for the period covering 17 September 2007 to 15 July 2008 , held discussions with the working group for the purpose of evaluation, verified the documents maintained by the Planet Finance and came with the following findings, conclusions and recommendations.

3. Compliance with the General / Project Agreement 

i. As per general agreement clause 1.c., Planet Finance, France has to provide funds in amount of minimum US$ 50,000 (US Dollar Fifty Thousand Only) per annum excluding commodity assistance. 
The Global Budget of Planet Finance is as follows;

	
	Year 1
	Year 2
	Year 3

	
	€
	NRS
	€
	NRS
	€
	NRS

	Programme Cost
	149928
	13748398
	188806
	17313464
	234642
	21516626

	Admi. Cost
	9095
	834012
	6395
	586422
	6395
	586422

	Total
	159023
	14582409
	195201
	17899886
	241037
	22103047


*All amount in Nrs are converted from Euro using the exchange Rate of 30th September 2007 (1 Euro = 91.7 Nrs)

ii. As per general agreement clause 1.f., Planet Finance has to report its activities once in every six months and submit an annual report citing administrative and program costs, in the form prescribed by the Social Welfare Council.  According to the information given to us, Social Welfare Council has not prescribed any form to Planet Finance to report administrative and program costs. Similarly, Planet Finance has not yet submitted the reports of its activities to the Social Welfare Council.

4. Compliance with the Income Tax Laws & Regulations :

i. During the course of our evaluation, our sample checking of some of the transactions like payment of salary, payment of house rent, consultancy fees etc., Planet Finance has deducted the tax at source and deposited to the government revenue account. At the same time we reviewed the audited financial statement of Planet Finance and did not notice any comments on said matter.

ii. However, Planet Finance has come to the general agreement with SWC on 18 December 2005 and no financial report prepared and submitted to concerned department. We were unable to report whether TDS for that particular period has been deducted and deposited into Inland Revenue Department or not. As per the information given to us, Planet Finance has not entered into any project agreement for the aforesaid period hence Financial Statement not being prepared and submitted. 
5. Financial System & Internal Control

We have observed the following accounting policies and procedures & related internal control system;

i. Planet Finance  has not its own Financial policy to provide a clear understanding of the rules and financial procedures, to standardize the forms, formats and books of account in all projects/Program & Personnel Policies namely Internal Regulation for its  Employees working in Nepal in order to regulate employees working in the organization. 
ii. Functional and Reporting Currencies

Grant received from Paris is in EURO. The reporting currency and the financial statements are prepared in NRS.

iii. Foreign Currency Transaction

All expenditure incurred in Nepalese Currency is translated in EURO at the banking rate on the date of transaction. All the transfers in to NRS accounts from the Euro Account are converted into Nepalese Rupees at the prevailing exchange rate on the date of such transaction.

iv. The books of accounts have been maintained in the computer Excel Program. The record kept by Planet Finance is not based on double entry accounting system. 
v. Basis of Accounting

Planet Finance has followed the cash basis of accounting for recording the income and expenditure.

vi. Funds Disbursed to Partner Organizations

Funds disbursed to partner organizations are charged off as expenditure in the financial report to the extent of amount used by the partner organization; remaining unused funds have been shown as balance of funds with the partner organization.

vii. Consumables / Inventories

Consumable stores like office supply and stationery are charged off in the accounts as and when purchased and no value is carried forwarded in account for the stock lying unutilized at the year end. This type expenses should be treated as per the organizational financial policy.

viii. Fixed Assets

Fixed Assets Register is not maintained for fixed assets in use where those are stated at cost at the date of acquisition. The organization does not have policy for the proper utilization, safeguarding and disposal of the assets owned by the Planet Finance. 

ix. Internal Audit

Planet Finance does not have its own team to conduct the internal audit on periodic basis.  

x. External Audit

The Income & Expenditure Account is audited by the Chartered Accountant for the first time for the period covering 17 September 2007 to 15 July 2008. Planet Finance was unable to audit its account after signing the general agreement up to 16 September 2007. According to the information given to us, the external auditor does not review the accounts of partner NGOs.
6. Financial Data Analysis

i. The comparative chart of budget vs actual expenses with overall project budget provided by Planet Finance for the period of 17 September 2007 to 31 August 2008  are shown below:

                                                                                                             Figure shown in Euro

	Budget Monitoring
	Overall Budget
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 

	Expenditure Items
	Unit
	# units
	Unit cost (in EUR)
	Costs (in EUR)2
	Year 1
	Year 1
	 

	 
	 
	 
	
	
	Budget
	actual
	% Used

	1. Human Resources
	 
	 
	 
	 
	 
	 
	 

	1.1 Salaries (gross amounts, local staff)4
	 
	 
	 
	 
	 
	 
	 

	1.1.1 Technical
	 
	 
	 
	 
	 
	 
	 

	1.1.1.1. Project director 
	 
	 
	 
	 
	 
	 
	 

	1.1.1.1.1. Project director Asia 50% - DT
	Per month
	36
	1,200.00
	43,200.00
	14,400
	12,646
	88%

	1.1.1.1.2. Project director Europe 50% - DB
	Per month
	36
	300.00
	10,800.00
	3,600
	3,948
	110%

	1.1.1.2. Project assistant – TP
	

	1.1.1.2.1 Project assistant Nepal contribution
	Per month
	36
	650.00
	23,400.00
	7,800
	14,082
	181%

	1.1.1.2.2 Project assistant complement
	 
	 
	 
	 
	 
	 
	 

	1.1.1.3. Project coordinators (FWEAN & HAN) @ 25%
	Per month
	36
	500.00
	9,000.00
	3,000
	1,897
	63%

	1.1.1.4  Project SME Expert 50% - PK
	Per month
	36
	450.00
	16,200.00
	5,400
	8,019
	149%

	1.1.1.5  Project communication officer 50% - FS
	Per month
	36
	350.00
	12,600.00
	4,200
	3,931
	94%

	1.1.2  Administrative/ support staff
	 
	 
	 
	 
	 
	 
	 

	1.1.2.1 Project administrative manager (50%) - RP
	Per month
	36
	350.00
	12,600.00
	4,200
	4,154
	99%

	1.1.2.2 Project accountant (50%) - SK
	Per month
	36
	150.00
	5,400.00
	1,800
	1,685
	94%

	1.3 Per diems for missions/travel5
	 
	 
	 
	 
	 
	 
	 

	1.3.1 Abroad (staff assigned to the Action)
	 
	 
	 
	 
	 
	 
	 

	    1.3.1.1 Per diem abroad
	per diem
	110
	141.29
	15,542.00
	5,100
	821
	16%

	    1.3.1.2 Others
	per month
	3
	1,200.00
	3,600.00
	3,600
	1,249
	35%

	    1.3.1.3 Allowance EU - Pramod
	Per month
	3
	450.00
	1,350.00
	1,350
	0
	0%

	    1.3.1.4 PFD related costs
	Per month
	3
	316.00
	948.00
	948
	1,213
	128%

	1.3.2 Local (technical support expert)
	 
	 
	 
	 
	 
	 
	 

	    1.3.2.1 Cleaner 
	Per month
	35
	30.00
	1,050.00
	360
	296
	82%

	    1.3.2.2 Partner
	Per month
	36
	200.00
	7,200.00
	2,400
	422
	18%

	    1.3.2.3 Interns
	Per month
	30
	100.00
	3,000.00
	990
	0
	0%

	    1.3.2.3 Local per diem for technical team
	Per diem
	267
	50.00
	13,350.00
	5,000
	705
	14%

	1.3.3 Local (trainers)
	Per diem
	500
	49.99
	24,995.00
	10,000
	1,668
	17%

	1.3.4 Seminar/conference participants
	Per diem
	600
	50.00
	30,000.00
	3,330
	2,092
	63%

	Subtotal Human Resources
	 
	 
	 
	234,235.00
	77,478
	58,827
	 

	 
	 
	 
	 
	 
	77,478
	58827
	 

	2. Travel6
	 
	 
	 
	 
	0
	0
	 

	2.1. International travel 
	 
	 
	 
	 
	 
	 
	 

	2.1.1 Asia – Europe
	Per flight
	23
	1,000.00
	23,000.00
	3,099
	0
	0%

	2.1.2 Asia – Asia
	Per flight
	163
	280.00
	45,640.00
	7,000
	3523
	50%

	2.1.3 Europe – Asia
	Per flight
	20
	1,000.00
	20,000.00
	3,000
	5,857
	195%

	2.1.4 Europe – Europe
	Per flight
	60
	350.00
	21,000.00
	4,550
	1007
	22%

	2.2 Local transportation 
	 
	 
	 
	 
	 
	 
	 

	   2.2.1 PF local transportation
	Per month
	36
	130.00
	4,680.00
	1,560
	854
	55%

	   2.2.2 Partners local transportation
	Per month
	36
	47.17
	1,698.12
	566
	43
	8%

	Subtotal Travel
	 
	 
	 
	116,018.12
	19,775
	11,283
	 

	 
	 
	 
	 
	 
	19,775
	11283
	 

	3. Equipment and supplies7
	 
	 
	 
	 
	 
	 
	 

	3.2 Furniture, computer equipment
	per unit
	2
	1,000.00
	2,000.00
	2,000
	3193
	160%

	Subtotal Equipment and supplies
	 
	 
	 
	2,000.00
	2,000
	3,193
	 

	 
	 
	 
	 
	 
	2,000
	3193
	 

	4. Local office
	 
	 
	 
	 
	 
	 
	 

	4.1 Vehicle costs
	Per month
	36
	40.00
	1,440.00
	480
	133
	28%

	4.2 Office rent
	Per month
	36
	230.00
	8,280.00
	2,760
	3345
	121%

	4.3 Consumables - office supplies
	Per month
	36
	320.00
	11,520.00
	3,840
	2626
	68%

	4.4 Other services (tel/fax, electricity/heating, maintenance)
	 
	 
	 
	 
	 
	 
	 

	     4.4.1 Internet and land line
	Per month
	36
	150.00
	5,400.00
	1,800
	994
	55%

	     4.4.2 Mobiles
	Per month
	36
	70.00
	2,520.00
	840
	507
	60%

	     4.4.3 Electricity
	Per month
	36
	45.00
	1,620.00
	540
	40
	7%

	     4.4.4 Gaz
	Per month
	36
	20.00
	720.00
	240
	69
	29%

	     4.4.5 Maintenance
	Per month
	36
	25.00
	900.00
	300
	208
	69%

	Subtotal Local office
	 
	 
	900.00
	32,400.00
	10,800
	7,923
	 

	 
	 
	 
	 
	 
	10,800
	7923
	 

	5. Other costs, services8
	 
	 
	 
	 
	 
	 
	 

	5.1 Publications9
	per issue
	18
	400.00
	7,200.00
	2,400
	1314
	55%

	5.2 Studies, research9
	per issue
	5
	700.00
	3,500.00
	0
	0
	 

	5.3 Auditing costs
	per audit
	3
	1,000.00
	3,000.00
	1,000
	0
	0%

	5.4 Evaluation costs
	 
	 
	 
	 
	 
	 
	 

	5.5 Translation, interpreters
	per issue
	18
	100.00
	1,800.00
	600
	944
	157%

	5.6 Financial services (bank guarantee costs etc.)
	 
	 
	 
	 
	 
	 
	 

	5.7 Costs of conferences/seminars9
	per event
	3
	10,000.00
	30,000.00
	10,000
	0
	0%

	5.8  Cost of websites for small entrepreneurs (including server hosting for 1 year)
	per unit
	25
	1,800.00
	45,000.00
	0
	0
	 

	5.9 Programme specialist (website)
	per day
	145
	96.55
	13,999.75
	1,448
	1983
	137%

	5.10 Short term local expert (business development)
	per day
	80
	50.00
	4,000.00
	750
	3255
	434%

	5.11 Short term European and Regional experts (business development...)
	per day
	100
	350.00
	35,000.00
	3,500
	7419
	212%

	5.12 Process Plus experts (regional)
	per day
	100
	200.00
	20,000.00
	0
	0
	 

	5.13 Certification experts
	per day
	30
	200.00
	6,000.00
	0
	0
	 

	Subtotal Other costs, services
	 
	 
	 
	169,499.75
	19,698
	14,914
	 

	6. Other
	 
	 
	 
	 
	19,698
	14914
	 

	6.1. SME Rating toolkit
	per item
	1
	8,000.00
	8,000.00
	0
	0
	 

	Subtotal Other
	 
	 
	 
	8,000.00
	0
	0
	 

	 
	 
	 
	 
	 
	0
	0
	 

	7.  Subtotal direct eligible costs of the Action (1-6)
	 
	 
	 
	562,152.66
	129,751
	96,140
	74%

	7. Provision for contingency reserve (maximum 5% of   7, subtotal of direct eligible costs of the Action) 
	 
	 
	 
	28,107.63
	 
	96140
	 

	9. Total direct eligible costs of the Action (7+ 8)
	 
	 
	 
	590,260.29
	 
	 
	 

	10.  Administrative costs (maximum 7% of 9, total direct eligible costs of the Action)
	 
	 
	 
	41,318.22
	 
	 
	 

	11. Total eligible costs (9+10)
	 
	 
	 
	631,578.51
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 


The part of the expenses pertaining after 16 July 2008 to 31 August 2008 is not subject to Audit.

Comments on above comparative chart:

i)     After reviewing audited financial statement and the statement of expenditure prepared by Planet Finance, we are unable to comment on the proportion of administrative overheads against Project expenditure. The administrative expenditure is shown 4% of total budget in Project Agreement signed with SWC where as in the above comparative statement shows 7% of total budget.

ii)     While reviewing above statement we noticed that there are so many instances in which actual expenses incurred is more than 10% 0f budged figure. For example 

	Particulars
	Budget (In Euro)
	Actual (In Euro)
	Variance(In Euro)

	Salary of project Assistant
	7,800
	14,082
	-6282

	Travel Europe-Asia
	3,000
	5,857
	-2857

	Translation, interpreters
	600
	944
	-344

	Program specialist (website)
	1,448
	1983
	-535

	Short term local expert (business development)
	750
	3255
	-2505

	Short term European and Regional experts (business development...)
	3,500
	7419
	-3919


The actual cost incurred for short term European and regional expert exceed by 434%.

iii)     The comparative statement prepared above does not reflect the segregation of cost as Administrative & Project cost so we are unable to express our view on the proportion of administration and Project cost incurred during our evaluation period.

iv)     The audited period as prescribed by Nepal Government and the project year adopted by Planet Finance does not coincide. 

8. Recommendations 

i. It is recommended to use the accounting software to record the transaction of the organization. We would like to advice to keep the records distinguishing between program & administrative head wise expenses. Similarly, it should be capable enough to record donor wise receipts and partner wise disbursements.

ii. We would like to recommend that provisions of project agreement should be strictly adhered to. No program activities should be curtailed for the sake of fulfilling administrative expenditure.

iii. We would like to recommend for recording Administrative cost for the program on actual basis rather than booking it on a lump sum basis.

iv. The organization should get its accounts audited on time and meet the statutory requirement of certification and submission of financial statements. We would like to suggest getting the audited report of financial statement twice a year i.e. once as per Nepalese fiscal year and other as per project year which will help to compare the actual expenses vs budgeted expenses of particular project year. The financial statement to be prepared as per the project agreement segregating administrative and project agreement.

v. We would like to suggest for the preparation and submission of audited financial statement in related department from the establishment of the organization i.e. after entering general agreement with SWC. Hence we strongly recommend that the period not covered by latest audited financial statement to be audited. Any tax duties pertaining to that period shall be deposited into Inland Revenue Department.

vi. We would like to recommend to have proper Financial Policy and Personnel Policy separately in order to establish better control over financial transactions and management of Human resource in the organization.

vii.  We would like suggest for the proper accounting of any loss or gain arising from foreign exchange. The effect of such gain or loss shall be disclosed separately in the financial statement.

viii. We would like to suggest for recording the financial transactions on the accrual basis. Any expenditure incurred by the organizations shall be recorded on the particular financial year to portray   the cost incurred only for that particular year. 

ix. We would like to suggest for maintaining expendable and non expendable stock register separately for program and administration.

x. We would like to recommend for preparing fixed assets register for the effective control of it. Further , the use and disposal of such assets must be guided by Financial Policy.

xi. We would like to suggest for preparing the statement showing comments on the causes of variance and step taken by the management for such variance.

xii. We would like recommend to have internal audit system for efficiency, effectiveness and economy of the resources of the organization as well timely preparation of financial statement.
Finally we would like to thank all the staff and management team to assist for providing information during our visit to Planet Finance.

Note : The financial analysis is prepared by Mr. Madhusudan Jangam, Financial Expert of the Evaluation Team. 
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