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MEMORANDUM FOR MISSION DIRECTOR, USAI a,,Stet, 'n
 

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

SUBJECT: Audit of Cash Advances to Projects in Kenya
 

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

The draft audit report was submitted to you for comment and
 
your comments are attached to the report. The report contains
 
one recommendation. Part la. of the recommendation is
 
considered closed since recommended action was taken during the
 
audit. Part lb. of the recommendation is considered resolved,
 
but requires further action before it can be closed. Please
 
advise me within 30 days of any additional information relating
 
to actions planned or taken to implement part lb. of the
 
recommendation.
 

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

Background
 

USAID/Kenya was one of fourteen A.I.D. missions in eastern
 
Africa serviced by the Regional Financial Management Center
 
(RFMC) located in Nairobi, Kenya. The financial services
 
provided by RFMC/Nairobi to client missions depended on the
 
type of financial staff available at specific missions. At
 
USAID/Kenya, there was no financial staff assigned.
 
Accordingly, all financial services were provided by
 
RFMC/Nairobi which was jointly located with the USAID/Kenya
 
staff. However, USAID/Kenya had received approval to establish
 
its own Controller operations and was in the process rf doing
 
so. Among the various financial transactions initiated by
 
USAID/Fenya officials were advancement of funds to A.I.D.
 
funded development projects. Periodically, RFMC/Nairobi sent
 
financial reports to USAID/Kenya Lo reflect the action taken
 
relative to cash advance transactions, since RFMC/Nairobi
 
maintained the official accounting records. These reports were
 



intended to facilitate USAID/Kenya 
project officer monitoring
of cash aavances. As of September 
11, 1987, USAID/Kenya had
$1,998,439 
of cash advances outstanding.
 

Audit Objectives and Scope
 

The Office of 
the Regional Inspector for
General Audit/Nairobi

made an economy and efficiency audit 
of cash advances to A.I.D.
funded projects in Kenya. 
 The audit objective was to determine
if cash advances 
 were being managed economically and
efficiently. Specific 
objectives were 
 to (1) determine if
project advances approved 
 by USAID/Kenya officials were
approp;riate, and (2) evaluate USAID/Kenya monitoring of cash
advances. 

The audit was made at RFMC/Nairobi and at USAID/Kenya inNairobi, Kenya (see Exhibit 1), during the period October 21,1987 to January 29, 1988. RFlC/Nai robi and USAID/Kenya
officials were interviewed, project files and financial reportswere reviewed, and related internal controls were tested. Theaudit scope included $1,998,439 of cash advances outstanding to19 projects as of September 11, 1987 of which $1,963,049outstandiiing to i1 projects was tested. Tests of internal.controls were limited to the finaings presented in thisreport. The wasaudi t conducted in accordance with generally
accepted government auditing standards. 

Results of Audit 

USAID/Kenya's procedures for making advances were inappropriate
since the MIission's practice was to make advances for 90-daydisbursement needs rather than 30-day disbursement needs asrequiree by regulations; some Mission project officials werenot effectively monitoring cash advances; and related internal
controls were not being implemented. Those weaknesses resultedin some unnecessary cash 
late 

advances to two project recipients,

receipt of advances by other recipien-s which could
threaten project implementation, and some unnecessary interestcosts to U.S.the Government. Therefore, we recommended thatcash advances, other than the initial advance, be limited cover 
 30 days of disbursement needs, and that 

to 
USAID/Kenya
establish procedures to regularize the monitoring of cash 

advances. 

Since June 1987, USAID/Kenya had made improvements in itsmanagement of cash advances. These improvements were promptedby a special RFMC/t4'airobi effort initiated in May 1987 toliquidate some long outstanding advances and to correct errors
in the accounting recoros.
 

Additional Improvement in the Management of Cash 
 Advances CanBe Mane - U.S. Treasury ari. A.1.D. regulation, required thatcIsh adva nces be limi ted to immediate disbursing needs (i.e.,not more than 30 days) unless; a longer period was justified. 
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In addition, A.I.D. regulations required that unused funds be
 
promptly returned to the U.S. Treasury. The intent of those
 
regulations was to minimize interest costs to the U.S.
 
Government. However, in two cases, USAID/Kenya had given

excessive cash advances to project recipients. In other cases,
 
advances were made late. This occurred because USAID/Kenya

officials were not adhering to cash advance criteria and 
USAID/Kenya had no uniform procedures for monitoring cash 
advances. As a result, unnecessary interest costs were 
incurred in some cases and could have delayed project 
implementation in others. 

Discussion - U.S. Treasury regulations and A.I.D. Handbook 19, 
Chapter i, page IB-8 required that cash advances should be 
provided in minimam 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 provicea that if project implementation would be 
seriously interrupted or impeded by the 30-day rule, then 
advances coLld be prcvidea to cover up to 90 days; however, 
written justification for any period beyond 30 days had to be 
approved ly the appr opr iate Bureau Assistant Admin i strator in 
AiD/Wa:shington or the overseas A.I .D. representative. In 
addition, page 1-7 of that Chapter required that cash 
management practices of recipient organizations be monitored by
A.I.D. to ensure that excessive cash balances were promptly
returned to the U.S. Treasury. The intent of those 
requirements was to minimize U.S. Government costs associated 
with cash advances, and also to allow orderly project
implementat ion. 

The audit determined that a lengthy processing period of up to 
65 days was involved before a cash advance was actually
received by project recipients. Up to 14 days was required for 
an advance request to be prepared by The recipient, including
preparation of the disbursement schedule justifying the need 
for the funds. The advance request was then forwarded to the 
USAID/Kenya pro3ect officer for administrative approval which 
took up to seven days more. After project officer approval,
the request was forwardea to RFMC/Nairobi where processing took 
up to 30 days. After RFMC/Nairobi processing, a cable was sent 
to the Regional Administrative Management Center in Paris, 
France which issued the check and forwarded it to the recipient 
- another 14 days. On this basis, the processing time took up
to 65 days before the recipient received the funds. According 
to RFMC officials, the costs to the U.S. Government for 
processing an advance was about $90. 

Because o f the lengthy processing time and associated 
processing costs, the audit determined that an initial advance 
to cover disbursements up to 90 days was often appropriate. 
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Subsequent advances, however, should 
 have been limited to

30-day disbursement requirements.' This method would have
 
allowed project officials sufficient time to determine the
 
processing time 
 necessary for a particular recipient, to
 
establish a disbursement history which could be 
used to analyze
future advances, and would have minimized costs to the U.S. 
Government.
 

The audit revealed that USAID/Kenya was approving and granting
advances baseo on a 90-day disbursements requirement for theinitial ano sTuhsequent advances. According someto USAID/Kenya

officials int ,viewed, it was believed that approving cash

advances 
 to cover D0 days of disbursement ieeds was the

standar oerating practice in eastern Africa. Some officials 
were a15;o unawad- or the reguire!,cnt to justify cash advances 
exceedin. 30 days of cash disburscent needs. The audit alsorevenicu that lUAI/Kenya haa no procedures to -ensure the
periodi ravi,. i cash advances and some project officers were

not e. .ctive I"monitoring cash a-vances. Rather, project
off icer we r e usually reviewing cash advances only when
rep]en i t hm-n \tevnchers were submi tted. The combined effect ofgiving Qv--a ,y advances &nu ineffective mr)ntoring resulted in 
so . rc ciie t q eLt,PIq more funus than needed and others 
receivi less than ;uecu. 

For example, World Educat.ion Inc. began receiving cash advances
in May 3984 to impl emen t a project. The advances were based on
90-day ua bursement needs. By March 1986, World Edu)cation had
accumulated enough excess to its
cash cover actual disbursement

needs throuch i:overber 1986 (an eight-month period). Yet, in
September 1906, 
World Education was granted additional advances

totalling $],460,07l. This occurred because the project

officer responsihlc for monitoring the project and attesting 
 to
funds usages was unaware that World Education had been
inadvertently over-reporting actual disbursements. Overall,

the excess amounts provided to World Education between October
 
1984 and September 1987 cost the U.S. Government about $89,830
 
in aoaional interest costs.
 

In another case, the recipient initially received a $190,881
advance to cover projected disbursements for the initial 90 
days of the project. In actuality, the initial advance covered 
disbursements for more than six months since weresome vehicles 
not procurec as planned. 
 Even though the recipient was
 
supposoa to submit quarterly vouchers to report actual

disburspments, actual disbursements were 
not reported until six
 
months aft er 
tho advance was made. Had the USAID/Kenya project
officer been aware that t he vehicles were not purchased, steps
could have been taken to recover the excess funds ddvanced for 
their pirchase. 
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In other cases, how2ver, the audit. determined that recipients

received the advances after reported disbursements were made.
 
A voucher review indicated that this often 
occurred because
 
advance requests were not received and processed in time for
 
advances 
to be received before disbursements. The audit did
 
not determine the effect 
 of this practice on project

implementation. However, the audit did 
 note that either
 
reported disbursements were not actually made, or 
 recipients

had sufticient working capital of 
 their own to finance theproject: until disbursements were reimbursed by A.I.D. or
project impcrlepntation was delayed until advance funds were 
receiven . In any case, USAID/Kenya project officers should 
have honn a'are of the situation and the potential implications. 

Some USA.]I)/Kenya project officers stated that it would be
i mposs ib-h f] rec efor i ets 
to work with only 30-day cash 
avanc ,:. 1p LuniLors di ;asqre with this position and 
suggest5. te :o) K,.nq aproach. First, ac.uie the recipient 
was gvL:. an Jiit iai 90--ny advance at tht, beginninig of the 
project. P riny r e f irt 30 doys of that period, the
 
recipJinnt wul I K,,v,-, st- is hed a dishursen:nt history which 
COU0 (I fCIFl:- C i, r N L, ing a rcpleni&i ont voucher. Inus 

aiuGd Lic , in ,:i t t: n; 
 the ori(ignal advancc request, the 

Cpj,r cci ot or a,h US I /Knya projeMt c:f ic'er would have 
M a)i: c.r; a . ,,sbleC ( t rinaLe of the time necessary to 
process Lb- vouicr for a pcrL ic]ular recipnient. With this 

,1LWOrat- on, tLK ,"ci t n.'a l l a la;ition to submit its next 
vouc r. Assu i y it actually Look vixty cC.5ys process theto 

voucLer for LM,t rec 
p.ipient, t he recipiunt then started 
procevni n the (nxt vouchor 30 days after he received the
 
iinita] auvance. Subsequont voucher woulr-' also 
 have been
proce ssed every 30 days. This procedure would have ensured the 
recipient haa thie advance funds when neededa and USAID/Kenya
would have been in compliance with advance criteria. Exhibit 2 
reflects how this proce:s would work and shows the interest 
savings- of 
 this methon versus giving continuous 90-day advances.
 

Because USAID/oLya was giving 90--day cash advances and project
officers were noL effectively monitoring cash advances, some
recipientsr receivi ,xcess funds prior to need which resulted 
in excess costs to the U.S. Government. In other cases,
recipients rece ved advances late which could have disrupted 
project mentat on 

Recorn!(r- :,5 2[..f ' !.a,1 (O 

We reco rqn tht the Director, USAID/Kenya: 

a. require Lhot new cash advances are made in compliance with
Agen cy cash aivancre pol Icy which 1im its advances to 30-day
disbu rsemen t needs unless otherwise appropriately 
justi fid and waived. 
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b. incorporate a quarterly review 
o cash advances in the
Mission's quarterly Project ImplemEitation Review.
 

USAID/Kenya officials generally agreed with 
the report findings

and recommendations (see Appendix 1).
 

Other Pertinent Matters 
- A.I.D. Handbook 1, Supplement B,
section 5t.a stated that advances to profit makingorganizations wore the least preferred method 
of financing
since they involved greater risk to the U.S. Government,r e qLI i 1a c.I o. ;o su ervision and entailed additionaladmin! Lrativw costs. . an,0ook 13 , Chapter I , section 3 .6 .5.2cpr o,'i a, haLhat ,vance p-yr onts to proft imaking contractors maybe aut ;ri only wh,, the approving official has made aposi iv t t ; deteimi nat ion that A.I .D. will benefit byincr. ,-: co .,L i Lo.n a /or lowel prices. The auditiao t iicd tLt USAID/ enya had been providing 'advances to
 
pL-r o t ak nc orga in' t ions, such as LouisAsi;uci,-t ., wit hlout the requi reo ap ivals 

Berger and
and justification.All wus'h advanca., current ario future, to profit makingorgaInv. ot swhoul]eoss he. justifi ed and approved in accordance 

with l.-no book ruquiru ,eunt. 
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UNITED STATES GOVERNMENT 

memorandum
 
DATE: July 8, 1988 

1EP°LY 
:

ATTNO 
TO Larry Hausman, Acti g ector, USAID/Kenya

k-i 

c 
 t r j 
 c
SUMJEC-r: Draft Audit Report of Cash Adnces 

s 

to s i eProjects in Kenyay 

TO- David M. Conner, RIG/A/N
 

We have received copies of the subject draft report and
 
appreciate this opportunity for final. comments. 
During the
 
course of the audit and 
in interim discussions we elaborated our
views w;ith respoct to the various points as now contained in the
 
draft recorC. The essence of those discussions was that we 
accepted factual ,vidence as was presented but were not in
complete ao reement on broader assumptions made or conclusions
which w*'ere drawn froin that evidence. In acccpting that 
partCicuIa r advances were in excess of requirements, we do not
view this as suf ici.ient basis for broadly concluding that 90-day
advances ',,'i t-hout jWLs.ific~itJon in writing must as a result be
deemed s.-',r ranted and excessive or of unneccessary cost to the
USG. WIith thic perspect-ive in mind, we are in otherwise general 
agreement W,'ith tlje audit report pres,entation. 

We have no objection to the recommendation as presented. As
indicated, actions were undertaken some time ago which should 
resolve recognized deficiencies (see attached - Cash Advance
 
Guidance).
 

WP ID 0149A 


OPTIONAL rORM NO. tO
 
(nRV. 1-8O) 
GSA .PMi (41 C,1)101-11.-
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ITED STATES GOVERNMENT 

memorcncium
 
DATE: December 16, 1987 

REPLY TO 
 f
 
ATT- OF Albert D Hulliung, Director, RFMC 

SUOJECT: 
 Cash Advance Guidance
 

TO: 
 See Distribution
 

1. USG cash advance policy, which AID's cash management

procedures are consistent with, is premised on the principle

that advances should not be granted unless absolutely essential 
since the cost of Treasury borrowing is a considerable burden on 
the U.S. ta xpayer . nr-deemed to the, ,', he essential, amount of
 
advances should not exceed t he immediate minimum needs of the
 
recipieLnt. Tra:ury has defined minimum 
 needs as being no more 
than a 30 day reji foment of cash on hand. 

2. When ca: adv.n'es have been determined Lto be essential 
(reasons should be documented in official files) the following
proceduLe (which is widely practiced) has been accepted as being
generally co:sistent with cash management policies: 

- When an activity commences, th. grantee will provide a 
projection of cash requirements over a specified period
(norma l1 3 months/by month). 

. Based on an analysis of this projection, the amount of 
the initial advance will be determined. The analysis
normally considers the initial month's requirements, the 
time needed by the grantee to account for the month's 
activi-y and prepare a voucher, and the time required to 
process the voucher and make payment. 

- Subsequent monthly vouchers normally; (1) account for 
the previous morinhs activity, (2) update cash requirement
projections and (3) roquest an adjustment to the advance.
 

3. If cisrc'L ances. urrounding the activity do not lend 
themseI v',.; I) the , ,v, procedure, then variat-ions can be made 
as long a!; th,? "30 daly'; cash0, rerlui rre erLnt" rule is addr,!r.ssed. An 
example 011 in ,,-,e tbl _ variat-ion migJtt be the month1ly 
tranching o advance adjust.ments based solely on revised cash 
projections. The accounting for the advances could 
cover a 
longer per iod (qu;artrIly/vemi-,nnua-l) depending on the pecul ia'r 
circumstanncs surroundin'g the project activity. 

O1 I0tJA _F ! 10o 0 

GSA F I'MFI 41cr i 11. 
500 14 
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4. RFMC will 
support any mechanism where the 
integrity of
30 day cash requirement is maintained and 
the
 

the accounting is
adequate and carried out 
in a reasonable period of 
time. Actual

liquidation of 
the advance is not as 
important as 
the amount of
 
cash in the bank.
 

5. It is eXtreJcely difficult to come up with a rationale whichjustifies casch balances in excess of 30 days; however, if such asituation exists, it should be fully documented and the advancemonies should be placed in interest bearing accounts. nterestecarned on would be 

as a part ia] ofset 


such 3lances refunded to the U.S. Treasury
to its adit ional borrowing costs. 

6. It ir -Io d icult to envision a grantee who cannot eitheracc~u~jt for m'!Ly' e:xpeni tres or provid, reasoab)e cashr ecuf ,, tr f o t ~r. on a timlty asis. If te r- ntee can'tdo this, h2 i o qua ifi ed to bf, an advan,ce reci) ie nt. 

7. The yyt to K att a] II:ntce polI i c s and proceduresis to ,,u; th,, yotl are with,:i your o',n.,sa'i us. Farlyw thJru';,l or yed ],,~orsi ts ict personaIon earnings, Ifyou app)y W.lat r:hou]d e your personal practices to AIDactivities, you will certainly be operating within tLhe USG's
 
cash management policies.
 

Dist r i but ion: 

RFMC - All USDH 
,USAID - S Sinding 
RIG/A/N - R Thabet 
REDSO - S Shah 

WP ID 6704B
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