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MEMORANDUM

TO © D/USAID/Jamaica, William R. J slin

. Ls s . Rawlhy
FROM @ RIG/A/T. K’é% nﬁq‘ém.'{coumm

Jr,

SUBTECT:  Audit Report No, 1-532-88-06-N, “"Audit of the Crop
Diversification and [vrigation Project with AGRO 21 Corporation
in Jamaica"

This report  present s the results of 3 non-Federal financial and
compliance andit requested by vour Mission of the Crop Diversification
and Irrivation Project with AGRO 21 Corporation. The certified public
accounting fim of Coopers & Lvbrand prepared the report, which is dated
April 20, 1988,

The purpose of this financial and compliance audit was to report on (1)
the fairness of the fund accoumtabilityv statement of the project for the
pertod  from September 25, 1485 to March 31, 1987; (2) the svstenm of
internal  control  of  the proiect, including  procurement mapagement,
vehicle management . and personnel management svstems; and 3) comnliance
bv AGRO 21 with applicable T1aws, repulations, and agreement terms related
to the project,

Coopers & Lvbrand disclaimed  an opinion on the fund accountability
statement as of Mirch 31, 1987 Jdue to scope limitations caused by AGRO
s Timitine the auditor's aceess to information and AGRO 21's refusal
to furnish  written representat ions. For the  same reasons,  they
disclaimed an opinion on the procurement managcement | vehicle management,
and personnel management svstems,  However, their studv and evaluation of
internal accounting  control revealed a lack of seeregation of duties,
inadequate accomting procedures for tdentification of funds as related
to either loan or srant, and an inadequate timekeening  and reporting
svstem  for locally contracted emplovees,  Theoe conditions, in their
oninion, could result in more than a relatively low risk thar material
Srrorsoor other discrepancies mav occur and not  be detected within a
timelv  pepiod, They determined  (hat for items tested,  there  wag
non-compliance with the policy ciidelines for control of ALTD. funded
vehicles: there was tdequate control in the i hase order svstem: and
AGRO 2T held aldvios noexcess of project requirenents {for the next 90
davs.  Thev disclaimed A obiniton on the items not tested for compliance



because of the imposed restrictions mentioned above. Also, Coopers §
Lvbrand identified $55.740 in questionable costs charged to the proiect,

The Coopers and Lvbrand report contains three recommendations to improve
AGRO 21's svstem of internal control and three recommendations to improve
compliance with applicable laws, regulations, and agreement terms. We
believe that the findings are siegnificant and, as a result, we will
include the followine recommendation in the 0Office of the Inspector
General's audit recommendation follow-up system:

Recommendation No. |

We recommend that USATD/Jamaica -

a. obtain evidence from AGRO 21 Corporation to demonstrate that it has
implemented the three recommendations for internal controls and three
recommendations for compliance contained in the Coopers & Lvbrand
report Jdated Anril 20, 1988; and

Do negotiate a settlement with AGRO 21 Corporation concerning the

disposition of the $55,740 in costs questioned bv the Coopers §
Lvbrand report Jdared April 20, 1988,

Please advise this office within 30 davs of actions planned or taken to
implement this recomnendation,
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April 20, 1988

Mr. "oinage N, Gothard

Regional Inspector General for Audit

U.S. Agency for International Development
Tegucigalpa, Honduras

Dear Mr. Gothard:

This report represents the results of our audit of the Ffund accountability
statement for the Crop Diversification and Irrigation Project, implemented by
Agro 21 Corporation Limited under Project No. 532-0123, for the period from
September 25, 1985 ro March 31, 1987,

BACKGROUND

Agro 21 Corporation Limited (formerly Agro 21 Secretariat in the Office of the
Prime Minister) was created by the Government of Jamaica (GOJ) in October 1983,
and incorporated on April 29, 1985 t¢ spearhead the private invecimen in
agriculture considered critical for the coun y's cconomic recovery, Agro 21
Corporation lLimited (Apgro 21) also had rhe responsivility of coordinating more
intensive land utilization, crop diversification, adoption of improved technology
and the attraction of new irvestment capiral and rechnology into agricultural
production, The corporatrion is  tfunded by the United Srates Apency for
International Development (USAID) and the GOJ.

Agro 21 s administered by a Board of Directors appointed by the Government of
Jamaica, [ts day to day operations are controlled by a Managing Director,
appointed by rhe Board, and a Deputy Managing Director, with support from various
department managers,

On  Seprember 25, 1985 rhe Government  of  Jamaica (G0OJ) and the Apency  for
Internarional Developmert (USAID) signed Loan and Grant Agreements No, 532--T-046

and No. 532-T-045A t tund Crop Diversification and Irrigation Project No,
532-0123.  The loan agreement provided for US$5,000,000 and the grant provided
for USS17Y,900,000, The loan agreement also provided tor in-kind counterpart

contributions from the G of at least 1S556,000,000, The first disbursement by
USAID urder the project was made  on Septeamber 25, 1989 and the project was
scheduled for completion on September 30, 1990, The poai of the project is to
diversity and privatize farms in Jamaica by strengthening the institutional
capacity of Apro 21 to promote private enterprise, agricultural investment and
agricultural  diversiticarijon, The  project  will also establish an  initial
infrastructure development  propgram to rehabilitate and construct installations
such as wells, irryation canals, pumning stations, fencing and electrical lines,
and assist o Apro 210 in borh uppgrading the GOJ's capabilities to operate and
maintain the drripation system as well as the establishment of a small farmer
lLinkaye propram,

KR LaCruise PA Desnoes SP Holland DV Brown
principal manaqgers |G Gooden AGE Rnhertenn
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AUDIT OBJECTIVES AND SCOPE

The overall objective of the engagement was to perform a financial and compliance
audit of the Crop Diversification and Irrigation Project No. 532-0123, executed
by the Agro 21 Corporation Limited, for the period from Septembar 25, 1985
through March 31, 1987, The objectives of this audit were to determine whether:

1. the fund accountability statements of the project fairly present the
project funds provided and d4i-bursed as of March 31, 1987;

2, the internal controls and accounting practices of Agro 21 are adequate
for project purposes, including procurement management, vehicle
management , and personnel management systems; and

3. Agro 21 complied with applicable laws, regulations, and agreacment terms,

Our examination was performed in accordance with generally accepted auditing
standards, as well as with the U.S. Comptroller General's "Standards for Audit of
Governmental Organizations, Programs, Activities and Functions" (1981 Revision),
and accordingly included such tests of the accounting records and such other
auditing procedures as we considered necessary, subject to the restriction by
Agro 21 in limiting our access to only such information which it considered to be
directly related to the project,

The scope of our examination cunsisted of the following:

1. Review of financial information of the project for the pericd September
25, 19%% to March 31, 1987,

2. Study and evaluation of the system of internal accounting control,
irncluding tesiing the effeciiveness of the system and determining
whether the accounting prac. ices are adequate,

3. Evaluation of the procuremert management control system of Agro 21 for
commodities and services,

4, Review of the vehicle management control system of Agro 21, to determine
whether USAID funded vehicles are used in accordance with agreed
procedures.

5. Review of the personnel manap>ment system,

6. Determination of whether expcnditures were reasonable, allocahle and
allowable under the terms of the apreement, and identifying costs not
considered appropriate for reimbursement,

7, Review of reconciliations of bank accounts that record the receipts
and disbursements of USALD funds, and assessment as to the validity
of the recorded transactions,



8. Reconciliation of the amounts recorded by Agro 21 of funds advanced
under the project with those reported as having been disbursed by
USAID,

9. Determination of whether Agro 2i complied with the terms and

conditions of applicabie laws, regulations and agreements,

However, the scope of our examination was more limited than would be necessary in
the circumstsnces because of restriction imposed by Agro 21 in limiting our
access to only such information which i considered necessary for the audit, and
because of the corporation's refusal to furnish written representations in
connection with the audit.

RESULTS OF AUDIT

1. Fund Accountability Statements:

Based on the results of our examination, we are uncertain whether project
funds are properly allocated as lcocan cr grant, and we have identified
$§55,740 as questionable costs, Our scope was more limited than would be
necessary in the circumstances because of restriction imposed by Agro 21 in
limiting our access to only such information it considered vo be directly
related to the project, and because of the corporation's refusal to furnish
written representations in  connection with our audit of the fund
accountability statements, This condition prevents us from expressing, and
we do not express, an opinion on the fund accountability stetements of the
Crop Diversificetion and Irrigation Project for the period from September
25, 1985 to March 31, 1987,

2. Internal Control:

Our study and evaluation of the system of internal control of Agro 21,
applicable to the project, indicated the following deficiencies:

- There was a lack of segregation of duties with respect to certain
Agro 21 accounting functions affecting the project,

- There was inadeguate accounting procedures for identification of
funds as related to lean or grant,

- A time keeping and atterndance reporting sy«tem was lacking for
locally contracted cmployees,

Since Agro 21 did not furnish written representations requested in
connection with the audit, and due to the further scope limitations
referred to above, we are unable to, and we do not, express an opinion on
the adequacy of the system of internal controls for USAID purposes,



Compliance with Applicable Laws, Regulations and Agreement Terms:

- There was non-compliance with the policy guidelines for control of
USAID funded motor vehicles.

- There was inadequate control in the purchase order system,

= Advances in excess of project requirements for the next ninety days
were being held in bank accounts of Agro 21,

Because of the uncertainty arising from the restriction in our scope by
Agro 21 limiting our access to only such information which it considered to
be directly related to the project, and because of the corporation's
refusal to furnish written representations in connection with the audit, we
are unable to, and we do not, express an opinion on compliance with
applicable 1laws, regulations and agreement terms for those items not
tested,

MANAGEMENT COMMENTS

We provided Agro 21 and USAID-Jamaica with draft copies of the report and
we met with officials of both Agro 21 and USAID-Jamaica on January 27, 1988
to discuss the report,

Our opinion on the findings in our report has been amended as a result of
Agro  21's refusal  to furnish written representations requested in
connection with the audit,

We have rece:ved, through USAID-Jamaica, a copy of Agro 21's memorandum to
Mr. Coinage N. Gothard, sotting ouc their comments to our report, The
memorandum is attached as Appendix 2 to this report. We have noted the
comments ccntained therein.  We do not agree with them in general and do
not consider them to be of significant relevance te our findings,

In pgeneral we concur with the observations of the Mission Director,
USAID-Jjamaica, included as Appendix 1,

CHARTERED ACCOUNTANTS
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CROP DIVERSIFICATION AND IRRIGATION PROJECT

USAID/JAMAICA PROJECT NUMBFR 532-0123

REPORT ON THE FUND ACCOUNTABILITY STATEMENTS

AUDITORS' OPINION

We have examined the fund accountability statements for the period September 25,
1985 to March 31, 1987 of the Crep Diversification and Irripation Project No,
532-0123 implemented by Apro 21 Corporation Limited, and funded by USALD/Jamaica
Loan and Grant Apreenents No. 532-T-046 and No. 532-T-046A.  Our cxamine:ion was
made an o accerdance  with  penerally accepted auditing  standards and the U,S.
Comptroller General's  “"Standards  for  Audit  of  Governmental Organizations,
Programs, Actavitices and Funciions™ (1981 Revision), and accordingly included
such tests of the accounting records and such ot hor auditing procedures as we
constdered necessary an the circumstances, except as explained in the second and
third para,raphs below,

The scope of our work wes Timited by Apro 21 restricting our access to only such
information which it considered to be directly related to the project and by its
refusal to provide written representations in connection with the audit of the
fund accountabiliry statements,

s more fully explained 1n audit finding 2 of the repart on internal controls,
che accounting records of Ayro 21 do not aistinguish between loan and grant
funds, and in cortain inatances  whieroe expenditure  characteristics overlap,
allocation s performed at the discretion of Agro 21,  As a conscquence, we were
unable to verity that project funds were correctly classified as loan or prant in
the fund accountability otatements.

In addition, we fdentifiod HSS55,740 a¢ quectionable costs, more fully described
in Note D,

Because  of the uncertainties  concerning  the scope limitation  and  the
classathication of funds as Toan or prant by Apro 21, refirred to o in the second
and  thira jarapraphs above, and becanse of  the amount  of  US559,740 which we
ident cfred as quest bonal e coata, in the fourt | patapraph above, we are anabtle
to, and we do oot o oesprens an opinian on the fand accauntability statements of
the Crop Divercatication and Trripation Project for the period from September 25,
TOBS to March 51, 1987, prepared on the cash basis of accounting, as deseribed ip

note H,

April 20, 1048

_,{f,‘/ﬁw, ;/(}@MC

KR aCrute PA Desnoes SP Holland DV Brown CHARTERED ACCOUNTANTS
prncipal managers [ G Gooden AGL Robertson p




CROP DIVERSIFICATION AND IRRIGATION PROJECT

USAID/JAMAICA PROJECT NUMBER 532-0123

FUND ACCOUNTABILITY STATEMENT

FOR PERIOD SEPTEMBER 25, 1985 TO MARCH 31, 1987

(expressed in thousands of USS)

LOAN
RECEIPTS
Fund received from USAID $ 2,974
LESS DISBURSEMENTS:
BUDGETED AMOUNT QUESTIONABLE
BUDGET CATEGORIES AMOUNT DISBURSED DISBURSEMENTS NOTE
S S S
Technical assistance 1,040 67
Infrastructure
rehabilitation 3,550 1,861 D
Contingency and
inflation 410 ( 18) E
5,000 1,910 -

Bank balance on March 31, 1987 $ 1,064



CROP DIVERSIFICATION AND IRRIGATION PROJECT

USAID/JAMAICA PROJECT NUMBER 532-0123

FUND ACCOUNTABILITY STATEMENT

FOR PERIOD SEPTEMBER 25, 1985 TO MARCH 31, 1987

(expressed in thousands of USS)

GRANT
RECEIPTS
Fund received from USAID $ 2,940
LESS DISBURSEMENTS:
BUDGETED AMOUNT QUESTIONABLE
BUDGET CATEGORIES AMOUNT DISBURSED DISBURSEMENTS NOTE
S S S
Technical assistance 3,114 409 12 D
Comnedities 656 209 44
Operations 375 110
Infrastructure
rehabilitration 6,616 439
Interim O & M
measures 340 19
Training 425 1
Special ovroject fund 951 896
Evaluations 156 -
Contingency and
inflation 367 ( 10) E
13,000 2,073 56
2,073
Bank balance on March 31, 1987 S 867



CROP DIVERSIFICATION AND IRRIGATION PROJECT

USATD/JAMAICA PROJECT NUMBER 532-0123

NOTES TC THE FUND ACCOUNTABTLITY STATEMENTS

PERIOD SEPTEMBER 25, 1985 TO MARCH 31, 1987

Identification and Activity:

Agro 21 Corporation Limited (formerly Agro 21 Secretariat in the Office of
the Prime Minister) is a statutory body responsible for the coordination of
more intensive land utilize.ion, crop diversificatiun, adoption of improved
technology and the attract-on of new investment capital and technology into
agricultural production anid marketing in Jamaica,

On Septerber 5, 1985 ayreements were  signed between the Government  of
Jamaica (C0J) and USAID for the financing of grant  funds totalling
USS$13,000,000 and loan funds rotalling USS$5,000,000 to be used in the Crop
Diversification and Irrigation Project with the objective to diversify and
privatize farms in Jamzica, Funds £.r the project are received trom USAID
and disbursed by Agro /1.

Basis of Accounting:

The books of Agro 21 Corporation Limited are maintained in Jamaican dollars
and restated in  United States dollars in  the accompanying  fund
accountability starements which are presented on the cash basis of
account ing, Consequently, only amounts advanced and Jdisbursed during the
period under review are recopnized in the statements,

Foreign Currency Transltation:

During the period, transactions in foreign currencies were translated at
the rate of cxchange in effect at the date of the transaction. Outstanding
balances are translated at the rate of exchange in effect on March 31,
1987, At March 31, 1987, the rate of exchange was USSl = JS5.46 (See note
E below),

Questionable Costs:

Employee salaries incorrectly paid from this fund instead
of from funds of the Technical Consultation and Training Fund 10,290

Purchase arders identified in sample selection with no
evidence of coapliance with required procedure of invating

three quatations 43,850

Travel expenditure disallowed for travelling by non US air
carrier 1,600



CROP DIVERSIFICATION AND IRRIGATION PROJECT

USAID/JAMATCA PROJECT NUMBER 532-0123

NOTES TO THE FUND ACCOUNTABILITY STATEMENTS

PERIOD SEPTEMBER 25, 1985 70 MARCH 31, 1987

Contingency and Inflation:

The credit balances of US$18,699 and USSI0,0068 resulted from fluctuations
in the rate of exchange between the United States dollar and the Jamaican
dollar during the period,

Grant and Loan Classification:

Agro Z1's present accounting system does not facilitate verification of
transactions anto loan or grant categories. As a consequence of this
deficiency, correct classification of the funds as loan or grant cannot be
ascertained, The fund accountability statements are based on
classifications by Apro 21, arbitrary in certain instances, into loan or
grant categories,
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CROP DIVERSIFICATION AND IRRIGATION PROJECT

USAID/JAMAICA PROJECT NUMBER 532-0123

REPORT ON INTERNAL CONTROL SYSTEM

AUDITORS' OPINION

We have performed a financial and compliance audit of the Crop Diversification
and Irrigation Project No. 532-0123, implemented by Agro 21 Corpr ation Limited,
for the period September 25, 1985 to March 31, 1987 and have .ssued our report
thereon dated April 20, 1988, As part of our examination, we made a study and
evaluation of Agro 21 Corporation Limited's system of internal accounting control
to the extent we considered necessary to evaluate the system as required by
gen:rally accepted auditing standards and the U.S. Comptroller General's
"Standards for Audit of Governmental Organizations, Programs, Activities, and
Functions” (1981 Revision). The purpose of our study and evaluation was to
determine the nature, timing, and extent of the auditing procedures necessary for
expressing an opinion on the project's fund accountability statements and to
determine the effectiveness of the internal controls for the purpose of the
project., Our study and evaluation was more limited than would be necessary to
express an opinion on the system of internal accounting control of the Agro 21
Corporation Limited taken as a whole,

For the purposes of this report we have classified the significant internal
accounting controls evaluated as:

i) cash receipt and disbursement cycles,
ii) procurement management cycle,
iii) personnel management cycle,

iv) wvehicle management cycle, and

v) reporting

The management of the Agro 21 Corporation Limited is responsible for establishing
and maintaining a svstem of internal accounting control. [n fulfilling this
responsibilivy, estimates and sudgements by management are required to assess the
expected benefirs and related costs of control procedures, The objectives of the
system are . provide management with reasonable, but nor absolute, assurance
that assets arve safeguarded against loss from unautborized use or disposition,
and thar fransactions are executed in acecordance with management's authorization
and recorded properly to permit the preparation of financial statements in
accordance with penerally accepted acceounting principles, Because of inherent
linitations in any  system  of internal accounting  control, corrors or
irrepularities may nevertheless occur and not be detected.  Also, projection of
any evaluation of the system to future periods is subject to the risk rthat
procedures may become inadequate because of changes in conditions or that the
dogree of compliance with the procedures may deteriorate,

KR LaCruise PA Desnoes SP Holland DV Brown
principal managers LG Gooden AGL Robertson
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Our study and evaluation made for the limited purpose described in the first
paragraph would not necessarily disclose all material weaknesses in the system,
Accordingly, we do not express an opinion on the system of internal accounting
control of the Agro 21 Corporation Limited taken as a whole.

Since Agro 21 did not furnish written representations in connection with the
audit, we are unable to, and we do not, express an opinion on the adequacy of the
system of internal controls for USAID purposes.

However, our study and evaluation disclosed the conditions explained in audit
findings 1 through 3, which could result in more than a relatively low risk that
errors or other discrepancies, in amounts that would be material in relation to
the fund accountability statements of the project, may occur and not be detected
within a timely perioed,

As set forth in the Statement of Work for the financial and compliance audit of
the project, our study and ecvaluation of the internal controls also included an
cexamination of the procurement management, vehicle management, and personnel
management systems,

Our scope wias more limited than would be necessary in the circumstances because
of Agro 2i limiting our access to only such information which it considered to be
directly related to the project, and by dits refusal to furnish written
representations in connection with the audit, This condition prevents us from
expressing, and we do not oxpress, an opinion on the adequacy of the procurement
management ,  vehicle manapement  and  personnel  management  systems  for  USAID
purposces. However, our study and evaluation disclosed certain deficiencies as
explained in audit findings No, 3 of this report and audit findings Nos, 1 and 2
of the report on Compliance with Applicable Laws, Repulations, and Apreement
Terms.,

This report is intended solely for the nee of the Agro 21 Corporation Limited and
the Agency for International Development . This restriction is not intended to
Timit distribution of this report, which upon acceptance by the A.1.D. Regional
Inspector General, is a matter of public record,

P ¢ l;munﬂzﬁ:n

April 20, 1988 CHARTERED ACCOUNTANTS
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CROP DIVERSIFICATION AND IRRIGATION PROJECT

USAID/JAMAICA PROJECT NUMBER 532-0123

REPORT ON INTERNAL CONTROL SYSTEM

AUDIT FINDINGS

1. LACK OF SEGREGATION OF DUTIES

Condition

Certain accounting functions, in relation to transactions affecting the foreign
bank account, which are deemed incompatible are performed solely by the Finance
Director, without adequate independent checks by any other individual. These
functions include the preparation of check vouchers, the co-signing of checks or
transmittal letters, the direct receipt and opening of bank statements, the
performance of bank reconciliations, and the preparation of entries for posting
to the general ledger,

Criteria

An adequate system of internal control should provide for segregation of duties
in relation to the authorization or initiation, processing and recording of
transactions in the accounting records.

Cause

There was inadequate implementation of a proper system of internal control in
this regard.

Effect

This weakness has resulted in one individual performing incompatible functions,
and accordingly crrors and other discrepancies could go undetected,

Kecommendation

USAID/Jamaica <should require Agro 21 to adept a procedure for ensuring that
accounting functions are properly and effectively sepregated so that the work of
autnorization, processing and recording of transactions is prepared, approved,
and rcecorded by different individuals,
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CROP DIVERSIFICATION AND TRRIGATION PROJECT

USAID/JAMAICA PROJECT NUMBER 532-0123

REPCRT ON INTERNAL CONTROL SYSTEM

AUDIT FINDINGS

2, INADEQUATE ACCOUNTING PROCEDURES FOR CLASSIFICATION AS LOAN OR GRANT FUNDS

Condition

The accounting records of Agro 21 do not distinguish between loan and grant
funds. Also, in certain instances where the characteristics of the expenditures
overlap, classification as to whether they should be loan or grant is carried out
at the discretion of Agro 21,

Criteria

For USAID purposes, loan and grant funds should be clearly segregated for proper
accounting and accountability.

Cause

Clearly defined accounting procedures were not established to adequately record
the transactions in the proper manner. Also, USAID failed to adopt and implement
consistent procedures for the classification of project expenditures as either
loan or grant.

Effect

This condition made it difficult to evaluate and distinguish disbursements
between loan and grant, and hence the proper breakdown of the funds. Also,
actual expenditures could exceed budget categories without detection,

Recommendat ion

USAID/Jamaica should:

a) Require Apro 21 to establish a proper system of accounting whercby separate
account s are maintained for loan and grant funds, and detailed by budget
categories,

b) Institute a system whereby disbursements for all loan and grant funds,
with detailed information by catepory, are reviewed and approved at
least quarterly, especially with respect to purchase order transactions,

A\‘!\



CROP DIVERSIFICATION AND IRRIGATION PROJECT

USAID/JAMAICA PROJECT NUMBER 532-0123

REPORT ON INTERNAL CONTROL SYSTEM

AUDIT FINDINGS

c) Meet with Agro 21 representatives to agree on procedures for the
allocation of advances and expenditures made to date between loan and

grant from the date of the first dishursement to a current cut-off date
established by Apro 21,

14,
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CROP DIVERSIFICATION AND IRRIGATION PROJECT

USAID/JAMAICA PROJECT NUMBER 532-0123

REPORT ON INTERNAL CONTROL SYSTEM

AUDIT FINDINGS

3. THE TIME KEEPING AND ATTENDANCE REPORTING SYSTEM WAS INADEQUATE FOR
LOCALLY CONTRACTED EMPLOYEES

Condition

Proper time keeping and attendance reporting was not maintained for locally
contracted employee s, A tionally, there appears to  be ineffective
communication between the personact and accounting departments prior to approval
oihe payroll Tor payment by the head of the department prior to approval of the
payroll for payment by the head of the department,

Criteria

For USAID purposes, an adequate personnel management system should ensure that
employces’ work attendance and time keeping can be easily monitored.

Lause

Agro 21 has not implemented the required system to ensure that employees' time
keeping and attenlance can be effectively monitored in accordance with USAID
requirement s,

Effect

We were unable to ascertain that the payroll was approved for payment based on
satisfactory evidence that employees worked the time for which they were paid.

Recommendat 10on

USAIDZJamusyen should require Apgro 21 to implement proper time management  system

for locally contracted employees and use this as a basis for the preparation of

employces’ payralls,  Appropriate steps should be taken to ensure there i a more

effective system of communication hetween personne!  and account ing department s
v cmployee work attendance prior to approval of the payroll,
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CROP_DIVERSIFICATION AND IRRIGATION PROJECT

USAID/JANAICA PROJECT NUMBER 532-0123

REPORT ON THE COMPLIANCE WITH APPLICABLE LAWS, REGULATIONS AND AGREEMENT TERMS

AUDITORS' OPINION

We have examined the fund accountability statements of the Crop Diversification
and Irrigation Project in Jamaica exccuted by Agre 21 Corporation Limited for the
period September 25, 1985 to March 31, 1987. The scope of our sudit was limited
by Agro 21 restricting our decess to only such information which it considered
necessary for the parposes of the audit, and further by the corporation’'s refusal
to furnrsh weatten representations an cone o tion with the audit .

Our cxamination was pade in gccordance with penerally accepted anditing standards
and  the LS. Couptroller Coneral'« “Standarde  for  Audit of Governmental
Orpanizataions, Proprams,  Activithes  and  Fanotaions® (]98] Revision), which
includes addstaonal wtandards o 1 recurrenents for the review of compliance with

applicabile Tawe, repulat tons and aprocient <,

We tested trancactiony, and records to doetermire Apro 21's compliance with the
terns of the prant and loan apreerment s Nos, 992-T-046 and 532-T-046A to fund the
Crop Diversifacation and Trrigation Project No, 532-0127, and applicable laws and
regulatyons,

The  results  of  our examination anid-cate  { hat o tor atems tested, there was
non-compliance as explained in *he acconpanying findinpgs Nos, 1 throupgh 3, and in
findings 2 and 3 of our repor on internal controle, with the Aprecment terms

mentioned an the thard  paragra

Because of the restractions referred to oan the Yirat parayraph, with respect to
items not testoed, we are anabhle to, and  wo do not,  express  an opinion  on
complinnee with spplaicabae Tows, repulations, and aprecment terms for those items
not tested,

This rveport as antended solely for the use of Apro 21 Cor poration Lamited and the
Aprney for International Development . This restrictien g« not antended to “imit
distrabution of  this report, which upon acceptance by the A, LD, Repional
Inspector General, as o matter of public recard,

Apral 20, 198K
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CROP DIVERSIFICATION AND IRRIGATION PROJECT

USAID/JAMAICA PROJECT NUMBER 532-0123

REPORT ON THE COMPLIANCE WITH APPLICABLE LAWS, REGULATIONS AND AGREEMENT TERMS

AUDIT FINDINGS

1. GUIDFELINES FOR THE OPERATION OF AGRO 21 VEHICLES FUNDED BY USAID WERE
NOT FOLLOWLD

Condition

Apro 21 did not adequately maintain motor vehicle logs for control of official
and unofficial use of motor vehicles {unded by USAID,

Criteria

For USAID purposes and in accordance with USAID policy, usage logs should be
prepared periodically for all Agro 21 motor vehicles funded by USAID under the
agreement .

Cause

Established project puidelines for vehicle operation were not clearly defined and
there appeared to be uncertainty as to the requirements in this repard,

Correspondence dated November 1986 shbwed evidence of eftforts to establish an
aprecrent  on gandelanes for o the operatahon of  USAID funded  motor  vehicles,
culminataing an the 1scuance of g project aomplementation letter an early Februory
1987, lony after the project  commenced, However, as of March 31, 1987 the
procedures set out an the gordelines were still not being complied with,

FEffect

We were unable to ascertain whether Agro 21 vehicles funded by USAID were
operated only for project purposes,



CROP DIVERSIFICATION AND IRRIGATION PROJECT

USAID/JAMAICA PROJECT NUMBER 532-0123

REPORT ON THE COMPLTANCE WITH APPLICABLE LAWS, REGULATIONS AND AGREEMENT TERMS

AUDIT FINDINCS

Recommendat ion:

USAID/Jamaica should ensure that vehicle vsage logs are completed monthly by Agro
21 for all USAID funded vehicles in accordance with agreed policy.

Tne log should sndicate the tollowing:

a) Official miles travelled
b) Unofficial miles travelled
c) Total miles travelled

Usape logs should reconcile with vehicles' speedometer readings and form a basis
for establishing charges to employees for unofficial travel at USS$,205 per mile
in accordance with the apreed policy., There should be appropriate cevidence of
approval by the department heads,

18.
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CROP DIVERSIFICATION AND IRRIGATION PROJECT

USAID/JAMATCA PROJECT NUMBER 532-0123

REPORT ON THE COMPLIANCE WITH APPLICABLE LAWS, REGULATIONS AND AGREEMENT TERMS

AUDIT FINDINGS

2. NO EVIDENCE THAT PROPER PURCHASE ORDER PROCEPURES WERE FOLLOWED

Condition

Purchaase  orders acounting to  approxisately USS43 850 were identified in our
sarple selection with no evidence that three quotations were anvited for the
related orders, 1n accordance with the required procedure, These purchase
orders, related mainly to the early implementation stage of the project,
Additionally, there were instances of purchase orders beiny dated after related
payment s,

Criteraa

For USAID purposes, all procurement should he done on the basis of soliciting at
least three quotations and the issuance of a purchase order for all procurements

[als N N

under US525,000,

Cause

Apparently there was a lack of understanding by the project staff responsible for
the performance of this function during the early phase of the project,

FEffect

The possibility exists that certain commoditics and services were not procured in
accordance with guidelines laid down by USAID,

Recomnendat 1on

USAID «whould ensure that Agro 21 follows purchase order procedures,  USAID must
clearly communicate procedures to the smplementing apency prior to commencement
of the project and ensure that there a4 full understanding by the agency as to
the project  pequirement s, Alswo, Apro 721 should encure such procedures are
followed,



CROP DIVERSIFICATION AND 1RRIGATION PROJECT

USATD/JAMAICA PROJECT NUMBER 532-0123

REPORT ON THE COMPLIANCE WITH APPLICABLE LAWS, REGULATIONS AND AGREEMENT TERMS

AUDIT FINDINGS

3.  EXCESS OQUTSTANDING LOAN AND GRANT ADVANCES

A< of March 31, 1987 there were loan and prant advances outstanding totalling
approximately USST,930,000 being held in bank accounts of Agro 21. These amounts
have been outstanding for more than ninety days, and also exceed the projected
requirements for the next ninety days,

Criteria

For USAID purposes, outstanding grant and loan advances should not exceed the
requirements for ninety days budpeted expenditures,

Cause

Analysis of disbursements and requests for reimbursements indicated that this
resulted from inaccurate cash forecasting by Agro 21,

Ef fect

This is inefficient use of project funds, which remain idle in interest free
accounts and result in possible additional cost to the U,S. Government,

Recommendation

HSAID/Jamareca should:

a) Require Apro 21 to request advances based on expenditures budgeted for a
period of no more than ninety days,

h) Impletent procedures to review and adjust outstanding advances monthly and
request refund of outstanding advances,

20.
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CROP DIVERSIFICATION AND IRRIGATION PROJECT

USAID/JAMALCA PrOJTCT NUMBER 532-0123

LIST OF RECOMMENDATIONS

INTERNAL CONTROL SYSTEM

1, USAID/Jamaice should require Agro 21 to adopt a procedure for ensuring that
aecount ing fanctions are properly and eftfectavely segregated so that the
work of autherization, processing and recording of transactions is prepared,
approved, and recorded by different individuals,

2. USATD "Jamaica <hould:

a) Require Ayro 21 to establish a proper system of accounting whereby
separate accounts are maintained for loan and grant funds, and detailed
by budpet catepories.,

b) Institute 1 system whereby disbursements for all loan and grant funds,
with detarted information by catepory, are reviewed and approved at
lTeast quarterly, especially with respect to purchase order transactions,

c) Meet with fpro 21 representatives to agree on procedures for the
allocation of advances and expenditures made to date between loan and
grant trom the date of the first disbursement to o current cut-off date
established by Apro 21

3. USAID/ZJamaica should require Apro 21 to anplement proper time manaygement
system for locally contracted eoployeces and use this as a basis for the
preparation of employees’ payrolls,  Appropriate steps should be taken to
ensure there is a rore coffective system of communication between personnel
and  accounting  departoents concerning employee work attendance prior to
approval of the payroll,

COMPLIANCE WITH APPLITABLE LAWS, REGULATIONS AND AGREEMENT TERMS

1. USAID/Jamaica <hould ensure that vehiole usage lops are completed monthly by
Apro 21 for all USATD funded vehicles in accordance with agreed policy,

The lop should andicate the following:

a) Official miles travelled

b) Unofficial miles travelled

c) Total mites travelled

Usage lops <hould reconcile with vehieles' speedometer readings and form a
basia for establicshing charges to employees for unofficial travel ot US5,205

per mile an o aceordanee with the apreed policy,  There should be appropriate
evidence of approval by the department hends,
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CROP DIVERSIFICATION AND IRRIGATION PROJECT

USATD/JAMAICA PROJECT NUMBER 532-0123

LIST OF RECOMMENDATIONS

USAID should ensure that Apro 21 follows purchase order procedures. USAID
must clearly communicate procedures to the implementing apency prior to
commencement of the project and ensure that there 1s full understanding by
the agency as to the project requirements, Also, Agro 21 should ensure such
procedures are followed,

USAID/Jarmaica should:

a) Require Apro 21 to request advances based on expenditure budgeted for a
period of no more than ninety days,

b) Implement procedures to review and adjust outstanding advances monthly
and request refund of outstanding advances.






Following are comments responding to specific issues highlighted by Agro 21
which require clarification:

A. AIDIT FINDING #2 ((D/1 Page 13) - Agro 21 was aware of the loan/grant
split and the requirement to report separately the disbursements thereunder.
There was some confusion in the early stage in that the Project Implementation
Letters did not specify loan/grant funds. The reason being that the initial
PIL approved Agro 21's requirements for the first year of operatim with
subsequent PILS approving sub-activities for that year. This concern has lony
been resolved. Agro 21's accounting record had to ke designed to account for
the different sources of funds and they did in that their reimbursement
rejuests listed expenditures under each source. The Financial Department has
acknowledged that their reporting had this problem and have a review unde rway
to arrect the records,

B. AUDIT FINDING #1 (CD/1 Page 18 - Guideclines for Vehicle Operations) -
USATD did request Agro 21 to establish guidelines for the use of vehicles
provided under the two projects., We acknowledge that the request was not
timely but was in sufficient time to b2 implemented and reveiwed during the
audit, The request was submitted under PIL #111.

C. AUDIT FINDING #2 (CD/1 Page 20 - Excess Outstanding Loan &nd Grant
Advances.) - USAID's project management and Controller's Office cmnaur that
the advanoe levels at particular times did exceed Agro 21 requirements. This
is still a problem and the Controller's Office reviews the advance status
durimg processing of each voucher subinission. Staff members of Agro 21 have
acknowledged that their proiections were optimistic at times and have
indicated that they will ensure improved forecasting in the future. It should
be pointed ait that Agro 21 controls the procurement of goods and services and
should hawe adequate information on hana to develop a cash flow,

I a ot waiticipate any problems 1n resolving the recommendations presented in
the two audit reports, The responses of Peat Marwick and Mr. Lloyd Foster,
which are attached to Mr. Thompson's memorandum, are the first steps in
addressing the issues,

I appreciate the help and assistance provided by your Non-Federal Audit Staff
in USAID/Jamaica's first non-federal audit undertaking., I look forward to
continue operation in these types of audits,



APPENDIX 2

AGRO 21 CORPORATION LIMITED
MANAGEMENT MEMORANDUM ON
DRAFT PROJECT AUDITS
TO: MR COINAGE N. GOTHARD
REGIOMAL INSPECTOR GENERAIL FOR AUDIT
U.S. AGENCY FOR INTERNATIONAIL, DEVELOPMENT
TEGUC1IGALPA,; HONDURAS
THROUGH : USALD MISSION DIRECTOR
USAID, KINGSTON, JAMAICA ’
N
FROM: RALPH €. THOMPSON ~ A
MANAGING DIRECTOR e A o
AGRO 21 CORPORATION LIMITED
KINGSTON, JAMAICA
DATE: FEBRUARY 18, 1988
1) I refer to letter dated January 26, 1988 to AGRO 21  from
Coopers & Lybrand enclosing drat't report of their audits of
Component 1 of Agro-industrial Development Project and Crop
Diversification and frrigation P'roject,
2) Within the 30 day  period alloved for management’'s  comments

on the draftt, ve hereby submit the followving documentation:

) thi= meme ratddun vhih serves as omanadsement s overall
response (e t h SRR audit a reloevant point s
thereof to apply mutatis mutandis to points raised both
i the ANTTETD aond the CD/1 coctions of the draft audit

b) letter dated February 10, 1988 1o AGRO 21 from Peat,
Marwick setting out their rebuttal to the points raised
in the draft audit, «aid Jetter being incorporated by
refoerence an thie memorandum as the  offircial view  of
matiat et

o) memor sndun dated February 10, TO9HE from M Llovd
Foster to AGRO 21« Finance hirector comment ing Oon
certain speoarfie fandings an the deaft audit,  said
memorandur. beany  gnceorporated by reference  in this

memorandun as the oftfhcaral view of management..,



3)

1)

5)

5)

For the record we  confirm that Peat Marwick have  been
suditors for AGRO 21 since the inception of the company, the
cost of their annual audits being paid for by the Government
of Jamaica. Every audit report on AGRO 21 issued by Peat
Marwick has been "unconditional” and these unconditional
audits cover the period of the project  audit by Coopers &
Lybrand,

Throughout the Coopers and Lybrand report there secems to  be
a lachk of appreciation that in normal English usage phrases
have universal applicability even  though the word "all™ s
not used.  Henco, the phrase "men are mortal”™ 1« accepted to
be the cquivalent of "all men are mortal”.  This is a  basic
rule of Jocre and vonld evxolude the olaim that mortality was
oy meant to o apply toosome e,

Thi« problem runs through the report like a  virus and is
manifested  as an inconsisteney between a particular
"condition descoribed by the auditors, the purported "cause”
scetion which begins to olimb towvards universality and  the
"recommendation” section vhich  ends up  being so universal
that it bears no relationship to the particular "condition”
and is thercefore misleading or gratuitous,

A good example of this syndrome is AUDIT FINDING $1 (CD/1 -
page 13):  LACL OF SEGREGATION OF DUTIES.

Althoueh the  “condition” scction makes it clear that  the
only problem  arca  in the opinion  of  the wsuditors 1s
reconcl biation of the foreren hank account s, the
"recommendstion oends  up o being a o univercal  pontification
that USATD “shoutd reqguire AGRO 21 to adopt a procedure  for
ensuring that accoountaing functions (read, "all”  acceounting
functions) are properly and cffectively corr gated so that
the worh O f authorization, processing and recording  of
Lransactions  {(read, "all” transactions) 18 prepared,
approved  and  recorded by different individuals, This
implice that there 1o o lack  of dinternal control in all of
AGRO YU procedures vhich as samply not the case,

Ui b= ondly to reenst thae partseular nudit finding 10
Jogienl terme to demonstrate how easy ot would have been to
present AL cith o fair and balanced  picture  of  the

situntion,

LACE OF SEGRIGATION O DUTIES IN SOME ACCOUNTING FUNCTIONS

o) coNbDITION

Although there  are a number of internal controls in
place at AGRO 21 to ensure segregation of  nccounting
dutics, certain anccounting  functions 1n relation  to



8)

9)

transactions affecting the foreign back account  which
are deemed 1ncompatible are performed solely by the
Finance bDirector, without adequate independent checks
by any other individual. These functions include the
preparation  of cheque  vouchers, the co-signing of
cheques or transmittal letters, the direect receipt  and
opening of  banh statements,  the performance  of  bank
reconcilbintions, and  the preparation ol entriee  for
posting to the veneral ledger.

o CRITER T
An  adequate system  of Internal  control ffor the
reconc i bintion of banb  accounts  shouid  provide o
soeevreration of datjes on reiatyon to the authorisat 1on
or initiation of tfund transfers, the receipt of bank

statements and the actual  performance of monthly  bank
reconciliations,

Y CAUSE

There was  an inadequate implementation of a proper
svetem of internal control in this regard.,

o FEFECT

This wveankness has resulted in one individual performing
incompatible tunctions 1n connection with foreign banlh
accounts and accordingly crrors and other discrepancies
in this aren could o undetected,

O RECOMNMEND AT HON

LSAID/Jamarcan should  require  AGRO S 21 to adopt i
procedure tor ensuring that the person authorizing  or
initinting fund transfers in the foreign bank  account
is not the  same  person receiving  the  monthly  bank
stalements and reconcabingy them, The chiet acoountant
should rcecerve the banlh statements, reconcile them  and
then tarn over the reculte of his worh tao the hirector
Gt o bPananee o checbang.

Would <ach oo revordine male VUSAID D any Jess awvare ol the
trath of the satuntron - porccived by tne project auditops?

This nssumes, of course, that the pasties are rnterested  in

truth rathe: than creating o written record  designed  to
shift all bLlame in one direction, Most cavailientions  have
learned that truth i« manifested not only by what 1¢ said
but also by what 15 not saoad, Henoo, the classie onth  to

tell the trath, the vhole truth and nothing but the truth,
Had the auditors been guided by this Fundamental wisdom, the
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TO: KENNETH C. BRITO

FROM: LLOYD O. FOSTER

DATE: FEBRUARY 10, 198

SUBJECT: COOPERS & LYBRAND AUDIT REPCRT - QUESTIONABLE ITEMS
e LIDTED

1 have revicwed and investigated the questionable ltems listed in
the Coopers & Lybrand Audit Report for the US AID Projects and my

findings are as follows:

AIDP I1 (Page 8 of Audit Report)

ITEM (1) - PAYMENTS IN EXCESS QF CONTRACTED SUM - US$6T1

The amount of US3671.00 indicated in the report is composed of
two (2) amounts as follows:
- Overpayment to David Best under Contract no.
532-0081-21: 053$210.00

- Overpayment to Earl Parks under Contract no.

532-0081-31: ‘ US$461.00
US$671.00

The 05$210.00 overpayment to David Best was detected by the
Finance Department, March 17, 1987, prior to the Coopers &
Lybrand audit and the amount overpaid wac recovercd from David
Best o compensation voucher for Marc,, 1987 per your memo to Tommy
Rasterling dated April 14, 1987,

CONT. D PAGE 2
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PAGE 2 CONT'D

The overpayment to Earl Parks was also detected by the Finance
Department, March 17, 1987, and Stuart Kane was requested to
recover the overpayment from Mr. Parks. However, when Inter-Grow
(through Ken Brito) eventually tried to recover payment from Earl
Parks, he had left the country on termination of his contract.
Ken Brito’'s letter to Earl Parks dated June 1, 1987 refers.

However, Mr. Parks is now back in Jamalica or contract to
Inter-Grow and I have sent letters both to .arl Parks and Yehuda
Rauer dated January 29, 1988 to recover the overpayment from his

current contract with Inter-Grow Ltd.

ITEﬁ“Lii)WTRAYELWEXPENDITURES“DISALLQHED“FORWTBAYELLIHGWEX_HQﬂzﬂﬁ
CARRIER - US5$1600.00

The amount of US$1,600.00 referc to airfare reimbursed to
M.J.F.R. Seneratne for his trip from Sri Lanka to Kingston,
Jamaica, paid to him on April 23, 1986 from CD/1 Project funds
under a CD/I Project Contract no. 532-0123-4 dated February 21,
1986. 1t was detected by Coopers & Lybrand that Mr. Seneratne
travelled by British Airways ( a U.K. Carrier) which is not a
permigsible carrier under a US AILD Loan funded contract. 1 have
advised Mr. Sencratne that this amount will have to be repaid by
him. I wiil follow for repayment. Coopers & Lybrand incorrectly

grouped this item under AIDP 11 Questionable Items.

ITEM (ii1) - SALARY CHEQUE REPORTED LOST., HTOP PAYMENT ROT
KEYLRGED

Thiec item refers to a salary chegue number 155 dated February 6,
1987 paid to Art Bjorlykke from AIDP 11 FX account which was
reported lost by him and "Stop Payment™ inotruction ispucd by
Finance to Citibans Miami per letter dated March 10, 19887,
Coopers & Lybrand claims in their listing of Quontionabloe ltame
that this "5Stop Payment”™ wags not reversed in Agro-21°s books.
Their allepation s incorrect because the stop pald cheque was
reversed per our Journal entry no. JE 3/2 dated March J1, 1987.

Coopers & Lybrand apparently overlooked thle entry.
CONT D PAGE. 3
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CD/I PROJECT - QUESTIONABLE COSTS5 (PAGE & - CD/I SECTION OF
AUDIT REPORT)

(a) EMPLOYEE SALAKRIES INCORRECTLY PAL1D FROM CD/1 PROJECT FUNDS

The amount oY US$10,290 indicated as qQuestionable for this item

represeats the followling:

(1) SALARY PAID 70 SONIA FRENCH JELH,T49.99 = U5$10,210.00
(2) SALARY PAYMENT WHICH COULD NOT BEK
IDENTIFIED BY COOPERS & LYBRAND ON
REQUEST FOR TNFORMATION 138.00 = 80.00
J3ov6,187 97 U5$10,290.00

The correct amount for Sonia French' s compenscstior i J$H6.749.99
but Coopers & Lybrand s Mr. Leighton McEnight adviced that he

picked up the fipgure in hic audit records J81, 000 00 short, .

fonia French was employed to Agro-21 in June 1985 under = US AID
funded Project pumber 532 0079 called Technieasl CSoncaltant and
Training Grant, (TC & TGy, o UGS AID cource which el outnide the
geope of the normal CO/1 and AIDE TT foundyapy Av vuch, Apro U1 7g
new Director of Finance, Lloyd Fooster, wian anaware of thio and
since Sonia French worked with the Ch/D Progeot, he apeamed Uhee
she was o4 Ch/1 Contractor HHenee, charpes for o portion of her

galary btotalling JEHE,T49.99 wans charped to the CD/T T'roject,

Expenoeg.

Mr. McEnight of Coopern & Lybrand was not ab:le to give me details
of the questioned salary amcunt of J3438 00 from his files, so |
am not able to rospond to that item.

1 have made correcbingg Journal Entrien to adjust for the Sonia

French error (JE no. 2/1 14988).

CON'D PAGE 4
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‘PAGE 4 CONT'D

(b) PUCRCHASE ORDERS NOT IN COMPLIANCE WITH REQUIRED PROCKDURE
OF INVITING THREE QUOTATIONS

This conclusion is based on a small “"sample” and on checking with
George Stephenson who was directly involved in CD/I procurement
during its early period, I was advised by him that the
transactions being questioned by Coopers & Lybrand can be
Justified on a "sole éource" basis and were approved as such by
0S AID.

AIDP II - ACCOUNTING RECORDS ARE NOT IN AGREEMENT WITH REPORTS
SENT TO US AID

On page 12 of the AIDP I1 Section of the Coopers & Lybrand Audit
report Item 2 "Condition”, they state that "The general ledger in
the books of Agro-21 covering advances and expenditures on the
project are not in agreement with relevant reports submitted to
US AID. For example the general ledger account balances were
more than those contained in the reports sent to US AID by
05$324,445".

The Auditors are here addressing a figure of US$604,363.33
(J$3,299,823.78) recorded for total cash disbursments up to
31/3/1987 in the Cash Advance Status Reports (CASR) submitted to
US AID which is a Cash Imprest report.

Correspondingly, the general ledger AIDP 11 Expenditure Control
account balance which includes cash disbursements from the AIDP
IT FX account as well as other non-cash expense items was
J$5,082,207.78 (US$930,807.33) as at March 31, 1987 a difference
of J3$1,782,384 .90 (equivalent 05$326,444.00) in excess of
disbursments reported through the CASR’ s submitted to 0S AID.


http:US$326,444.00
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The difference between the two balances derives basically from
the fact that there was J$1,823,374.0. (053$333,951.28) of
expenditures made directly by U5 AID mostly for AIDP 11
expatriate compensation payments of J$1,784,053.90
(US$326,743.80) prior to Agro-21 taking over the payment
responsibility for expatriate compensation in March 1987.
Additionally AID made direct expenditures to purchase motor
vehicles totalling J$39,320.11 (US$7,201.49) on behalf of
Agro-21.

A reconciliation of the total difference of J$1,782,384.00

between the General Ledger and the AID reports is as follows:

*NON-CASH ENTRIES TO AIDP 11 EXPENDITURE CONTROL ACCOUNT

a. *Expatriate Compensation paid by US AID: J$1,784,0563.90
b. *Motor vehicles purchased by US AID: 39,320.11
c. *Amount advanced to Dr. Frank Ross by Agro-21

for AIDP 11 sponsored trip: 6,996.60
d. Cheque no. 113 dated 25/9/86 which wag

not recorded in CASR disbursments for

Sept. 1986 (USHH,583.33) adjusted after

March 31, 1987: 30,484.98
e. Bank charges recorded twice in General

Ledger (US5320.80): 113.54
f. Bank charges recorded in General Ledper

but not in CASR until after 31/3/87 (US$40.00): 218.40
g. US AID disallowed payments not recorded in

CASR but recorded in General Ledger (USH1097.10)

(Refunded by Apgro 21 to AIDP 11 bank account

in January 26, 1988: 5,990.17
h.  xLESDS: Peat Marwick Mitchell audit entry of

Dec. 19086 made in error duplicating payment

made Lo Amertcan Graduate

School of Managewment,: ( 84,793.80)
(Reversed after Dec. 31, 1987) JE1,782.384,00
EQUIVALENT 05% 326,444.00

CONT "D PAGK. 6
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PAGE 6 CONT'D

EQUIVALENT (cont’d) US$ 326,444.00
Difference indicated in Coopers & Lybrand
Audit Report 0S¢ _324,445.00
Difference to be discussed with Coopere &
Lybrand US$ 1,999.00

I trust that this memo responds substantively to the Coopers &
Lybrand Questionable Items.

cc. MR. RALPH THOMPSON
HR. TOMMY EASTERLING
MR. ALFRED BARNES
MR. GEORGE STEPHENSON
ME. STANLEY RAMPAIR



KPMG'Peat Marwick

Chartered Accountants

The Victona Mutuai Butding 1etephone (809192 26640
PO Box 76 6D e Steet Telen 2449 ventat ja
Kingston Teletax (809192 27198
Jamaica, Westindges, Cables ventatem

February 10 1988

The Managing Director
Agro 21 Corporation Limited

3rd Floor

14-20 Port Royal Street

Kingston

Dcar Sir,

Coopers & Lyvbrand's Report on USAID Funded Proijects

We refer to vour letter of January 27, 1988 and give below our comments on the matters
raised therein,

A LD.P, - Component H

1. [.ack of Seereeation of duties

(a)

(b)

As mentioned in the project auditors' report (Page 9, Paragraph 3) the
objectives of a system of internal control are to provide manageinent with
reasonable, but not absolute assurance that assets are safeguarded and
transactions are executed inaccordance with management's authonization and
are properly recorded. As described below all the critical functions relating to
the foreign bank accounts are performed at the highest level of management.

An important factor that should be considered in assessing a system of
internal control is the size of the organization. Agro 21 is a small entity and
many of the controls that would be relevant to a large enterprise would not be
cost-effective, practical, appropriate or necessary. But as in all small entities,
management control 1s strong because of the direct personal involvement of
management m the company’s operations and accounting, Therefore, the nisk
that material errors or discrepancies will go undetected 18 relatively low,

The disbursements under this project heading represented salaries and related
expenses of contract staff except for a few miscellancous expenses for travel
and semimars for local stalt and the payvment for a technical study.  All of
which amounted to 3.8% of the total disbursements for the period. The
number of payments were few and averaged four per month during the first
half of the penod and cleven during the latter half.
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The Managing Director
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1.

Liack of segregation of duties Cont'd,)

On the basis of monthly invoices and supporting documents submitted by contract
officers and approved by the Managing Director or the Deputy Managing Director,
nurnerically controlled payment vouchers are prepared by the secretary to the Finance
Director for all disbursements other than direct transfers for which transmittal letters
are prepared by her. Requests for other payments originate from various heads of
department and form the basis for the preparation of payment vouchers.,

Cheques and transmittal fetters prepared by the secretary o the Finance Director are
signed by the Finance Director and passed on for the second signature to the
Muanaging Director or the Deputy Managing Director along with the payment vouchers
and suppornting documents.

Since disbursements are few in number and in view of their confidential nature, these
are listed monthly under cach expense heading by the Finance Director and retained as
a permanent record. Cheque numbers are identified against payments and cancelled
cheques are noted therein,

Considering the confidential nature of over 96% of the total disbursements and the
small number of disbursements involved, the system of internal control including the
segregation of duties is adequate since no disbursement could be effected by the
Finance Director without the routine intervention of at least one independent person at
the highest level of management.

In sSUmMnuny transacuons are:

Auihorised by - Managing Director/Deputy Managing Director
Processed by - The secunity of the Finance Director
Input Prepared by - Fmnance Director

Accountant

Recorded by

Any svstem of internal control can be improved by delepating some of the functions
to additonal statf. But such delegation should only be done if the cost of delegation
does not exceed the benefit that may be derived by add:tional control and whether the
confidentiatity of the transactions could be disposed with.
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\F 8]

Accounting records are notin aereement with reports sent 1o USAID (Page 12)

(a)

(a)

Agro 21 Corporation’s general ledger records total funds received and funds
expended for the purpose of internal management control only. Details of
funds received are maintained by the Finance Director and reconctled at least
annually with the general Tedger. The detls of funds expended are
maintauned o cash book i respect of local currency payments and on
monthly listings in respect of foreign currency pavments.

The gerieral ledyer expenditure control account will not alwavs agree with
the USAILD report for a variety of reasons including:

(a) Accrual of expenditure which will be reflected on the repornt only
after actual disbursement.

(b) Disbursement of company’s tunds pending approval of USAID, etc.

The project auditors” condition statement as regards the general ledger and
the related recommenditions do not appear to reflect the correct position.

As regards the disbursements made directly by USATD, which had not been
recorded 1n the project’s books, this should not be considered an internal
control weakness of the company since the cause for not recording was the
non-provision of the information by USAID, which is external 1o che
company.

Further, the Gudicobjectuves and scope as stated on page 1, paragraph 1 of

- the report refers 1o the determimation of whether the fund accountability

statement fairly present the project funds recerved and disbursed as of
Muarch 31, 1987,

Guidelines for operating vehicles were pot followed (Page 133

All operating costs of the motor vehicles to date have been absorbed by Agro 21
Corporation Limuted and not recovered from USAID project funds. Tt should be
emphasized that in the absence of any Lind down USATD pohicy, it 1s the company
that iitated discusstons with USATD 1o ascertaim a basis on which project related
operating costs of the vehicles could be recovered from project funds. The guidelines
for the maintenance of a log was tssued by USAID on February 12, 19K7.
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3. Guidelines for operating vehicles were not followed (Page 14) (cont'd,)

As regurds the recommendation, it is not the practice for employees, especially
professional staff to maintain daly logs of miles travelled and to reimburse the
company for private use. The mmlumnl tion of the recommendaton would entail
the employment ef addinonal sttt and thus negate the cost savings envisaged therein.

We therefore recommend that the percentage of project use be estimated in advance in
respect of cach tunded vehicles: based on the duties and functions of the authorised
user of the vehicle, The operating costs should be maintained for cach vehicle and the
applicable projectrelated costs tanstersed o the project ona monthly hasis.

The question whether opertting costs relating o private use should be borne by the
company peise, or recovered from the employee should in our opinion, be a matter
that should T decided by the Board of Directors of the comipany and not the USAID.

Crop Diversificovon and Iimgaton Project
oo Lack of cecrecanon of duties
Our comment T on page 1 under AIDP - Component 1T are relevant here also.

The total disbarements under this project heading amounted o approximately J$21
nulhon durning the period of which J$1S million was disbursed through the local
currency bank account whilst appronimately JS6 million (USST.1 million) through
the forergn bank account,

The disbursements an local curtency which represented nearly 700 of the total
disbursements are based on numencally controlled payment vouchers prepared by the
accounts department on the basis of authorised documentation received from
engineening and other operatng depantments. The pavment vouchers are approved by
the lnance Director or Chiet ‘\\umnl.n tatter which cheques are prepared by the
accountant and recorded i cash boor . The cheques are signed by the Finance
Director and the Managing Director or the Deputy Managimg Director who reviews the
supporung documentation. The monthly bank reconalistion is prepared by the Chief
Accountant and reviewed by the Finance Director,

L
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4.

Lack of segregation of duties (cont'd)

The disbursements through the foreign bank account which accounted for
approximately 305 of the total project dishursements pertained to:

(1) Infra-stucture rehabihitation and commaodities - 485,
() Contract salanes and expenses - 414

(i) Flood relict desienated diburement - 94

(iv) Horucultural demonstation projectand service - 2%

The number ot disburcerients averaged seven payvments per month during the first
seven months and twelve duning the balance eipht months,

The procedure tor contract salanies is identical to that for AIDP 1 desceribed under (1)
above. The requests tor other dishursements origmate from operating deparinents,
are cheched by the accounts department and forwarded to the Finance Director's
secretary for preparation of pavment vouchers and cheques or transmtal leuers. The
disbursements through this bank account are also listed monthly under cach expense
category and retuned asa penmanent record.

Over 877 of the debarements under this projoct heading onginate from operating
departments and were sobjected o procedaral cheeks by the accounts department
whilst the batance representing contract salaries and expenses was based on mvoices
approved by the Managimy Direcior or Deputy Managing Director.

Considening the sensitive nature ot contract salanes and expenses and the
manacement objective of mantamng strct contidentiality over this area and the fact
that the Financial Director cannot complete a transaction without the intervention of at
lcast one mdependent person at thie highest level of management, the accounting
system i aperation s constdered adequate toachieve the internal control objective of
safepuarding the assets and the prevennon and/or detection of arepularmes or fraud,
in the absence of collusion,

Ioadequate procedures tor clacatbcamon e Toan or st funds (Page 1:4)

The company mamntans arecord o total funds recerved anct ol funds expended in
the general ledeers In additon, ol funds disbursed are summarised monthly for
USAID reportung purposes between loan and grant funds on the basis of fiscal data
provided i USAID Project Implementation Letters (PlHLs) or on the basis of
guidelines setout by USAID where such PHLs are not issued.
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5.

6.

Inadequate procedures for classification as loan or grant funds (Page 14) (cont'd,)

The disbursement of funds are not separated between loan and grant in the general
ledger but should be maintamed, it USAID does not consider the monthly summaries
an adequate record.

The g Feepmg pod arendan, s reporting system (Page 15)

Nost ot e docadly contraered emplc ees are o manaeerial and professional
categories 5 Janarca thes caterony of casplosees do not maintain darly attendance
and tme records Funther areview ot the project arreement or the related PlLs or
the contracts thervelves dud not indicate a requirement for maintenance of such
records. However, the company ensured that Tocal stll were paid only for time
worked. by the muamtenan e ot

() Attendance regeter for contract secretanies and
(h) Properly approved documentation for absence from work for all contract
emplovees.

Guidehnes for the opermon of vebcles (Paee 17)
Our comments under AIDP I are relevant here oo,

Doevideny o prope g e e e were followed (Paee 19)

As mentioned i the reportthis relates to the carly implementation stage of the project
only and was corrected subsequently as indicated i the audit report.

Long outstardm 2 lean pnd grant funds (Page 20,
The company prepazes cash forecasts on the basis of work plans and budgets
prepared by the cagineers The torecasnme of tuture cash requirements s by nature

difficult and s compounded by

(1) The delays ot twotethes months, expenienced in obrming USATD approval
for expenditure ove, USS25,000),

(11) Delas s i complenon ot contracts due to unforeseen circmnstances,
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We understand that steps have been taken by the company to monitor more closely its
cash requirements but the problem stated in (1) must be successfully addressed before
any given periods are deternnined 1o be optimal.

Yours faithfully,

JJovm
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REPORT DISTRIBUTION

No, of Copirs

Director, USAID/ Jamaica 5
AN/ TAC 2
LAC/CAP 1 1
AN 2
6o 1
LACCONT 1
LAC/DP 1
LAC, PR 1
LLACGC 1
LAC/RIAS ]
ANTIC 1
AV XA 1
LEG 1
MO ASD 3
XAPR 1
PIe/entE 3
16 1
AIG/A 1
1G/TPO 2
[G/PSA |
1G/1.C 1
LG/AIM/CER 12
1671 1
RIG/IT |
Nther RIG/As ]



