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AUDIT OF

CASH ADVANCES TO PROJECTS
IN MALAWI
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UNITED STATES OF AMERICA

AGZNCY FOR INTERNATIONAL DEVELOPMENT
REGIONAL INSPECTOR GENERAL/AUDIT

UNITED STATES POSTAL ADDRESS INTERNATIONAL POSTAL ADDRESS
BOX 232 POST OFFICE BOX 30261
APO N.Y. 08675 NAIROBI, KENYA

March 25, 1988

MEMORANDUM FOR MISSION DIRECTOR, USAID/Malawi, John F é?ic?z ; .

FROM: RIG/A/Nairobi, Richard C. Thabet

SUBJECT:  Audit of Cash Advances to projects in Malawi

The Office of the Regional Inspector General for Audit, Nairobi
has completed its audit of A.I.D. cash advances to projects in
Malawi. Five copies of the audit report are enclosed for your
action.

The draft report was submitted to you for comment and your
comments are attached to this report. The Mission requested
that RIG/A/N revise the draft report and resubmit it for a
final review. However, RIG/A/N did not consider this necessary
because the revisions made as a result of Mission comments did
not materially change the report. The report contains two
recommendations. The two recommendations are ,ccnsidered
resolved but require further action. Please advise me within
30 days of any additional information relating to actions
planned or taken to implement recommendations Nos. 1 and 2.

I appreciate the cooperation and courtesy extended to my staff
during the audit.

Background

USAID/Malawi was one of fourteen A.I.D. missions in eastern
Africa serviced by the Regional Financial Management Center
(RFMC) 1located 1in WNairobi, Kenya. The financial services
provided by RFMC to client missions depended on the type of
financial staff available at specific missions. At
USAID/Malawi, there was no Controller; rather, the financial
staff consisted of a Financial Management Officer .who arrived
at post in October 1986, one foreign service national (FSN)
accounting technician, two FSN voucher examiners and one FSN
accounts assistant. From June 1987, the Financial Management
Officer began certifying all financial vouchers for payment and
forwarding them to Regional Administration Management Center in
Paris, France which issued checks. Copies of the voucher were
also sent to RFMC/Nairobi which maintained the official
accounting records for USAID/Malawi. Periodically, RFMC sent



financial reports to USAID/Malawi to reflect the action taken
on each voucher. These reports were intended to facilitate
USAID/Malawi monitoring and reconciliation of 1its financial
transactions.

Among the various financial transaction initiated by
USAID/Malawi were advancement of funds to A.I.D. funded
develcpment projects. These funds were advanced on the basis
that the Government of Malawi could not afford to underwrite
project costs and then be reimbursed by A.I.D..

Audit Objectives and Scope

The Office of the Regional Inspector General for Audit/Nairobi
made an economy and efficiency and compliance audit of cash
advances to A.I.D. funded projects 1in Malawi. The audit
objective was to determine if cash advances wzre being managed
economically and efficiently. Specific objectives were to (1)
determine if project advances approved by USAID/Malawi
officials were appropriate, (2) evaluate USAID/Malawi
monitoring of cash advances and (3) perform limited test of
related internal controls.

The audit was made at RFMC/Nairobi and at USAID/Malawi 1in
Lilongwe, Malawi, during the period November 18-24, 1987.
RFMC/Nairobi and USAID/Malawi officials were 1interviewed,
project files and financial reports were reviewed, and selected
internal <controls were tested. The audit scope included
$796,534 of cash advances outstanding as of September 11,
1987. The audi: was conducted in accordance with generally
accepted government auditing standards.
]

Results of Aud:t

Over the past year, USAID/Malawi had made improvements in its
maragement of cash advances. These improvements began with the
arrival of the Financial Management Officer and included (1)
liquidation of some long outstanding advances, (2) correction
of longstanding errors in the accounting records, and (3) a
reduction of about $130,000 in the advance account.

Recognizing that Mission initiated improvements were underway,
the audit identified areas in USAID/Malawi's management of cash
advances which still need improvement. Advances had been made
which were uneconomical to the U.S. Government., In some
instances Mission officials were not effectively monitoring the
use of cash advances, and related internal controls were not
being implemented. Those weakness resulted in unnecessary cash
advances to project recipients and unnecessary interest costs
to the 0.S. Government. Therefore, we recommended that cash
advances be limited to cover 30 days of disbursement needs and
monitoring responsibilities and procedures be established.



Additional Improvement in the Management of Cash Advances Can
Be Made - A.I.D. and U.S. Treasury regulations required that
cash advances be limited to immediate disbursing needs (i.e.,
not more than 30 days) unless a longer period is justified. 1In
addition, A.I.D. regulations required that unused Ffunds be
promptly returned to the U.S. Treasury. However, USAID/Malawi
had given excessive cash advances to project recipients and
some unused balances remained outs'anding for 1long periods.
This occurred because USAID/Malawi officials were unaware of
the requirement to justify advances beyond the 30-day needs
requirement and monitoring of cash advances was inconsistent.
As a result, more than $513,023 had been unnecessarily advanced
and unnecessary interest costs were incurred.

Discussion - Consistent with U.S. Treasury requirements, A.I.D.
Handbook 19, Chapter 1, page 1B-8 required that cash advances
should be provided in minimum amounts required to meet
recipients' immediate disbursing needs. Immediate disbursing
need was defined to mean cash requirements of up to 30 days.
The Handbook also provided that if project implementation would
be seriously interrupted or impeded by the 30-day rule, then
advances could be provided to cover up to 90 days; however,
written justification for any period beyond 30 days had to be
approved by the appropriate Bureau Assistant Administrator or
Mission Director. In addition, page 1B-7 of this Chapter
required the cash management practices of recipient
organizations be monitored by A.I.D. to ensure that excessive
cash balances are promptly returned to the U.S. Treasury., The
intent of those requirements was to minimize U.S. Treasury
costs associated with cash advances,

On June 1, 1987, USAID/Malawi's system for making cash advances
to project recipients was changed. The change, facilitated by
the arrival of a Financial Management Officer, resulted in cash
advance requests being forwarded directly to the Regional
Accounting Management Center in Paris, France which shortened
the time between the requests for advances and the receipt of
the checks., Prior to this time, the requests for advances had
to be processed through RFMC/Nairobi, before going to the
Paris, France for check issuance.

The audit revealed that even though the new process had
shortened the time between the request for advance and issuance
of the check, USAID/Malawi was still approving advances based
on a 90-day requirement., According to USAID/Malawi officials,
it was believed that a cash advance to cover 90 days of
disbursement needs was the standard operating practice in
eastern Africa. Similarly, the officials were unaware of the
requirement to justify cash advances exceeding 30 days of cash
disbursement needs. Accordingly, the officials had taken no
Action to reduce the amount of cash advances from a 90-day
disbursement level to a 30-day level,



The audit also revealed that some USAID/Malawi project officers
were not actively monitoring the use of <cash advances.
Consequently, advances had remained outstanding for as long as
two years before action was taken to recover used funds or to
correct accounting records to reflect the use of those funds,
For example, the Mission took no action to follow-up on a
$102,551 of advances to an agriculture research project given
in late 1985. The audit found that there was no established
system for monitoring cash advances to projects that identifiad
the specific monitoring responsibilities for the project
officers and the Mission's financial office. 1In some instances
the project officers did not understand all the aspects of
their monitoring responsibilities.

As of September 11, 1987, USAID/Malawi's official accounting
records showed that cash advances totalling $796,534 were
outstanding. Assuming a constant <cash advance level of
$796,534, this amount could have been reduced by about $531,023
if Mission officials had adjusted cash advances to a 30-day
level, rather than a 90-day level, and if Mission officials had
monitored the use of advances more closely., However, since
this was not done, unnecessary annual 1interest costs to the
U.S. Government of about $18,600 were accruing.

Recommendation No. 1

We recommend that the Director, USAID/Malawi approve future
project cash advance requests limited to 30-day cash
disbursement needs.

Recommendation No, 2

We recommend that the Director, USAID/Malawi issue a Mission
Order which clearly delineates the responsibilities of project
officers and the Financial Management Officer for reviewing,
approving and monitoring cash advances to projects.

In responding to the draft report, USAID/Malawi generally
-agreed with the report's finding and recommendations. The
Mission, however, expressed conccrns that the draft report
contained some factual errors and misleading and/or overstated
conclusions, UsaID/Malawi disagreed with the statement that
the project officers were not adequately monitoring the project
cash advances.

Regarding the specific case of §$102,551 of advances to an
agriculture research project given . in late 1985 the Mission
stated that the matter had been pursued verbally as well as
personally with appropriate GOM officials. USAID/Malawi
further stated that there was a clear understanding throughout



RFMC client Missions that the 30 day rule would seriously
impede project implementation because of the lengthy processing

time involved. The Mission assumed that RFMC used this basis
as a general justification for all its client Missions for
advances beyond 30-days need. The Mission, therefore, did not
prepare any further justification.

Finally, the Mission stated that they had taken the necessary
actions to 1limit future cash advances to 30-day requirement
unless a written justification had been approved by the Mission
Director.

The Mission's comments were carefully considered and certain
cnanges suggested by the Mission's comments were made to the
draft report. Regarding the Mission's position that there was
verbal and personal follow-ups, RIG/A/N's experience does show
that documented follow-up procedures are more productive.
Further, the A.I.D. requlations required that a written
justification for any advance beyond 30 days be approved by the
appropriate Bureau Assistant Administrator or Mission
Director. RIG/A/N does not consider an assumption of a general
justification as constituting the required justification.
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APPENDIX 2

REPORT DISTRIBUTION

Mission Director USAID/Malawi
AA/AFR
AFR/SA/7ZMBL
AFR/CONT
AA/XA

XA/PR

LEG

GC

AA/M
M/FM/ASD
SAA/S&T
M/SER/MO
PPC/CDIE

IG

DIG

IG/PPO

IG/LC
IG/ADM/C&R 1
AIG/I
RIG/I/N
IG/PSA
PIG/A/C
RIG/A/D
RIG/A/M
RIG/A/S
RIG/A/T
RIG/A/W
RFMC/Nairobi
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