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UNITED STATES OF AMERICA

AGENCY FOR INTERNATIONAL DEVELOPMENT
REGIONAL INSPECTOR GENERAL/AUDIT

UNITED STATES POSTAL ADDRESS INTERNATIONAL POSTAL ADDRESS
BOX 232 POST OFFICE BOX 30261
APO N.Y. 09675 NAIROBI, KENYA

July 28, 1988

MEMORANDUM FOR MISSION DIRECTOR, USAI&% SteW&
erhard cC. ThabeL

FROM: RIG/A/Nairobi,

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
actiocn.

The draft audit report was submitted to you for comment and
your comments are attached to the report. The report contains
one recommendation. part 1la. of the recommendation is
considerea 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 1lb. of the
recommendation.

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

Backgrouna

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/Kenva, there was no financial staff assigned.
Accordingly, all financial services were provided by
RFMC/Nairobi which was jointly located with the USAID/Kenya
staft. However, USAID/Kenya had received approval to establish
its own Controller operations and was in the process ~f doing
SO. Among the various financial transactions initiated by
USAID/Kenya officials were advancement of funds to A.I.D.
funded development projects, Periodically, RFMC/Nairobi sent
financial reports to USAID/Kenya io reflect the action taken
relative to cash advance transactions, since RFMC/Nairobi
maintaincd the official accounting records. These reports were



intended to facilitate USAID/Kenya . project officer monitoring
of cash advances. 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 General for 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/Kenva officials were
appropriate, and (2) evaluate USAID/Kenya monitoring of cash
advances,

The audit was made at RFMC/Nairobi and at USAID/Kenya in
Nairobi, Kenya (see Exhibit 1), during the period October 21,
1987 to January 29, 1988, RFMC/Nairobi and USAID/Kenya
officials were interviewed, project files and financial reports
were reviewed, and related internal controls were tested. The
audit scope incluaed $1,998,439 of cash advances outstanding to
19 projeccts as of September 11, 1987 of which $1,963,049
outstanding to 11 projects was tested. Tests of internal
controls were limited to the finaings presented in  this
report. The audit was conducted in accordance with generally
accepted government auditing standards.

Results of Audip

USAID/Kenya's procedures for making advances were inappropriate
since the Mission's practice was to make advances for 90-day
disbursement needs rather than 30-day disbursement needs ags
requirea by requlations; some Mission project officials were
not effectively monitoring cash advances; and reclated internal
controls were not being implemented. Those weaknesses resulted
in some unnecessary cash advances to two project recipients,
late receipt of advances by other recipients which could
threaten project implementation, and sone unnec=2ssary interest
costs to the U.S. Government. Therefore, we recommended that
cash advances, other than the initial advance, be limited to
cover 30 days of disbursement needs, and tEkat USAID/Kenya
establish procedures to reqularize the monitoring of cash
advances,

Since Junec 1987, USAID/Kenya had made improvements in itsg
management of cash advances. These improvements were prompted
by a special RFMC/Nairobi effort initiated in May 1987 to
liguidate some long outstanding advances and to correct errors
in the accounting records.

Addiﬁjgﬂikm[mgﬁgxpment in the Management of Cagh Advances Can
Be Made - U.S. Treasury ana a.i.D. regulations reqguired that

cash advinces be limitea to immediate disbursing needs (i.e.,
not more than 30 davys) unless a longer period was justified,
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In addition, A.I.D. regqulations 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. 1In other cases,
advances were made late. This occurred because USAID/Kenvya
officials were not adhering to cash advance criteria and
USAID/Kenya had no wuniform 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 1, page 1B-8 reqguired 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 aays. The
Handbook also provicded that if project implementation would be
seriously interrupted or impeded by the 30~-day rule, then
advances ccula be providea to cover up to 90 days; however,
written justification for any period beyond 30 days had to be
approved by the appronriate Bureau Ascsistant Administrator in
AlD/Washinaton or Lhe overseas AJI.WD. representative., In
addition, page 1B-7 of that Chapter required that cash
management practices of recipient organizations be monitored by
A.I.D. to ensurc 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

implementation.

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 reguired 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 project officer for administrative approval which
took up to seven days more. After project officer approval,
the request was forwarded to RFMC/Nairobi where processing took
up to 30 days. After KFMC/Nairobi processing, a cable was sent
to the Regional Aadministrative 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 ot the lengthy  processing time and associated
processing costs, the audit determirned that an initial advance
to cover disbursements up to 90 days was often appropriate,
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Subsequent advances, however, should have been 1limited to
30-day disbursement reguirements.” This method would have
allowed project officials sufficient time to determine the
processing tim¢ necessary  for a particular recipient, to
establish a disbursement history which could be used to analyze
future aavances, and would have minimized costs to the U.S.
Government.

The auait revealed that USAID/Kenya was approving and dgranting
advances based on a 90-day disbursements requirement for the
initial ana subseguent advances. According to some USAID/Kenya
officials interviewed, it was believed that approving cash
advancesz  to cover J0 days of disbursement needs was the
standarc operating practice in eastern Africa. Some officials
were &lso unaware of the requirement to justify cash advances
exceeaing 30 days of cash disburscument needs. The audit also
revealoa  that USAID/HKenya had no proccdures Lo - ensure the
periodic roview ol cash advances and sone project officers were
not.  ericctively monitoring cash  advances. Rather, project
officery were wnzually reviewing cash advances only when
replenichment vonchers wore submittoed.  The combined effect of
aivino “0-aay advances ena ineffective monitoring resulted in
sor.  rocipients cettivg more  funds  than needed  and othere
receiving less than neodoa.

For example, Worle pBducation Inc. bhegan receiving cash advances
in May 1984 to imploment a Project. The advarces were based on
90-dav wuicbursencnt neceda. By March 1966, World Eaucation had
accwnulated cnough excess cash to cover its actual disbursement
needs throuah Lovember 1986 (an eight-month period). Yet, iIn
September 1986, World Eéucation was granted additional advances
totalling $1,460,871. This occurred because the project
officcr responsible for monitoring the project and attesting to
funds usages /aS  unaware that World Education had been
inadvertently over-reporting actual disbursements. Overall,
the excess amounts provided to World Education between October
1984 ana September 1987 cost the U.S. Government about $89,830
in aaaitional interest costs.

In another casc, the recipient initially received a $190,881
advance to cover projected disbursements for the initial 990
days ot the project. In actuality, the initial advance covered
disbursements for more than six months since some vehicles were
not procured as  plannead. Even though the recipient was
supposed to subnit guarterly vouchers to report actual
disburscements, actual dicbursements were not reportea until six
months after the advance was made. Had the USAID/Kenya project
officer been aware that the vehicles were noc purchased, steps
could have been taken to recover the excess funds advanced for
their purchase.



In other cases, howcver, 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 sutticient working capital of their own to finance the
project until disbursements were reimbursed by A.I.D. or
projcct  implementation was delayed until advance funds were
receivea, In any case, USAID/Kenya project officers should
have beon aware of the situation and the potontial implications.

Some  USATD/Henva project officers stated that it would be
impossible  for rocipients  to 'ork with only 30-day cash
aavanco:s, The  cualtors  disadreed  with  this position and
tollowina approach, Pirst, azvume the recipient
Was given an initial 90-day advance at  the beginning of the
project, buring the f{irst 30 deys of  that period, the
recipicnt would poeve cctablished a disburseqont history which
coula b canclacree in subkitiing a replenishnent voucher., In
GuaGiticn, in susnitting  the  original  advance request, the
recipiont  and the USAID/Ecnya preject  orficer would have
estapiielon a rceconable cotipate of the Uime necessary  to
procens tpe woucher for o perticular recivient. With this
information, the recipiont wao in a position to submit its next
voucher, Asourdneg It actually took sinty caeys to process the
vouchor for Lhat recipient, t he recipient then started
processing  the next  voucher 30 days after he received t he
initial  aavance, subcecuent  voucher would also have been
brocossed every 30 days., This proccdure would have cnsurcd the
recipicent haa the advance funds when needed and USAID/Kenya
would have heen in compliance wilh advance criteria. Exhibit 2
reflects how this process would work and shows the interest
savings of this methoa versus giving continuous 90-day advances.

sugGeatee the

Becauce USAID/Henya was giving 90-~day cash advances and project
officers were nol effectively monitoring cash advances, some
recipients receiveu cxcess funds prior to nced which resulted
in excess costs to the U.LS. Government. In other cases,
recipients received advances late which could have disrupted
project inplementation.

Recommenaat ion Lo, |

We recommend that the Director, USAID/Kenya:

a. require that new cash advances are made in compliance with
Agency cash aavance policy which limits advances to 30-day
disbursement necds unless otherwise appropriately

justiticed and waived.



b. incorporate a quarterly review o7 cash advances in the
Mission's quarterly Project Impleme:ntation Review.

USAID/Kenya officials generally adgreed with the report findings
and recommendations (see Appendix 1).

Other Pertinent Matters - A,I.D. Handbook 1, Supplement B,
section 15B.la stated that advances to ©profit making
organizations were the least preferred method of financing
since  they involved greater risk to the U.S. Government,
requirea close Su-crvision and entailed additional
administrative cocts. Hanohook 11, Chapter 1, section 3.6.5.2c
provicra that asavance paynonts Lo profit making contractors may
be  authorized only when the approving official has made a
positive writtoer determination that A.I.D., will benefit by

incresed CoLe Lition ana/or lower prices., The audit
laentiiicd  Uhat USAID/Yenya  haa  been providing -advances to
profit makina arganizations, such as Louis Berger and

Asgociaton, without the requiread approvals and Justification,
A1l cuch  advancos,  current ano  future, to profit making
orgenizaltions shoula be Justified and approved in accordance
with bBanabook reguircments.
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Exhibit 1

==

Admanssaive

tsundcry \///l -

SUDAN _-

-

K EN \I,/i\

—— nle gl snal

cuncay

oo Proance Stuntary

Matcerazantal

Preyree azoat

L RTAFL

-~ Rayg

4
Qg

ETHIOPIA

| NORTH €

-~

.- "coa

'1

RN

e (K

Nav?

4

he

"0

ST

g

PEMBA )
A

- +
crange Q!‘ “ il

POUNTINY REsntIINTatiny
NOT METESBAMILY AUTHCA Tative

1]

Sase Tiiie

[ame



Tlustration of Intevest Savines
Assceiated With 30 day V. 90 Dy 2dvances

Based an $100,000 Mnthly Csh Neads

Qrrent Practice - 90-Day Mvaes

$300,000 1

$200,000-

- em e e o e e = -

$100,0004

b

0 SOV Y (N PR S —— b4
; Jan, }Ifcb. L nr. 1 Mii'j—* Jun. ' Jul. "Aag. 'eept,'Cct.

“Nov. 'Dec. !

Pravusd Proctior - Oy Tnitial Mdvanoe, 20Dy Siwmarnt Mvanes

$3oo,ooo*(

$206,000-4

T

$100,0007

b e e e e e e

0 ...... e M N
v Jan. +Feb. dar.  Npr.
LHzD
CGich an Eexd
——————— Wrage Gch mlaxe
AUV

(1) bl monthly carh neods of $100,000,
(2) Reipiont arvh disirarmits are lewel throogdout each month,

RS

(1) Qurest proctice reonlts in recipiat hewirg 190,000 array coh live diring first yoar, ULS,
Qavarmrnt intenst et is $12,000 bad an 8 prrart arrent value of s rate,

(2) Prameed proction reanits pcipiont b §19,000 cagar: cch balaoe, ULS. Gowerm b drterest
avts is &0,

(3) mImtenet oct Qi shrcannt 2ars wnld te the e for et [rortioe (fenining e aonnt
valr of il vt ed; hiweer, et Quas to 84,00 ki prpined practioe sines initial adanae of
$300,000 wrnic 1t bar peeprined,

(4) Prom-oiny cets o wod dorrece o dug (1"'0 travistion ae2s x4 wirhirs) o .$](,"0 (5,()0
travistyn aed x 12 widira),

(5) C\!;mll‘ srin to US, Gouonnent wald be 49,400 (6,000 irtesset, riny mins 4940 alitional
preosming ety Ay St wear an §7,220 Oimg atoogrnt yuaes,


http:r~,COD~.pi

DATE:
IEPLY TO
ATTNQF:

SUBJECT:

TO:

Appendix 1
Page 1 of 3

UNITED STATES GOVZIRNMENT

memorandum

ector, USAID/Kenya

July 8, 1988

Larry Hausman, Actifig™Dd

Draft Audit Report of Cash A vances to Projects in Kenya

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 with respect to the various points as now contained in the
draft report. The essence of those discussions was that we
accepted factual evidence as was presented but were not in
complete agreement on broader agsumptions made or conclusions
which were drawn from that evidence. In accepting that
particular advances were in excess of requirements, we do not
view this as sufficient basis for broadly concluding that 90-day
advances without justification in writing must as a result be
deemed unwarranted and excessive or of unneccessary cost to the
USG. With thic perspective in mind, we are in otherwise general
agreement with the audit report presentation.

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

OFTIONAL FORM MHO. 10
(REV. 1-80)
GSAFPrMIR(41CF 1) 101-11.0

WP ID 0149A ¥W10-114

S USOPO 1988 491-248/40111
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ITED STATES GOVERNMENT

memorandum

DATE: December 16, 1987
"
T O Albert D Hulliung, Director, RFMC
SUBJECT: Cash Advance Guidance
vo: See Distribution

l. USG cash advance p011c1, which AID's cash management
procedures are consistent with, is premised on the principle
that advainces sheuld not be granted unless absolutely essential
since the cost of qrﬁa"ULy borrowing is a considerable burden on

the U.S. taxpayer., wWhen decmed to be essential, the amount of
advancec should not wxcecd the immediate minimum needs of the
recipient.  Treacury has delined minimum needs ac being no more
than a 30 day ru%uxrcmcnt of cash on hand, '

2. When casl advances have been determined to be essential
(reasons should be documented in official files) the following
procedure (which is widely practiced) has been accepted as being

generally consistent with cash management policies:

= When an activity commences, the grantee will provide a
projectinn of cash requirements over & specified period
tnormally 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 cccount for the month's
activizy and vrepare a voucher, and the time required to
process the voucher and make payment.

= Subgsequent monthly vouchers normally; (1) account for
the previous months activity, (2) update cash raquirement
projections and (3) request an adjustment to the advance.

3. If circumstances surrounding the activity do not lend
themselves to the above procedure, then variations can be made
as long as tne "30 days cash requirement” rule is addressed. An
example of an acceptable variation might be the mont hly
tranching ol advance adjustments based solely on revised cash
projections. The accounting for the advances could cover a
longer period (quarterly/semi-annual) depending on the paculiar
circumstunces surrounding the project activity,

OPTIOHNAL FOIME MO 10

Y 1.80) 3
GSATPMILACTRYN01.11.8 \\
8010-114

DA AABEE LT LAY RPN TR L TR RTR 1Y
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4. RFMC will support any mechanism where the inteqgrity of the
30 day cash requirement is maintained and the accounting js
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. Tt is extremely difficult to come up with a rationale which

justifies cash balances in excess of 30 days; however, if such a
situation exists, it should be fully documented and the adyvance
monies should be placed in interest bearing accounts. Interest

carned on such balances would be refunded to the U.S. Treasury

a partial offsct to its additional borrowing costs,

as a

6. Tt is also difficult to envision a grantee who cannot either
account for monthly expondiliares or provide reasonable cash
requirenont projectior: on a timely basis., If the arantee can't

i
do this, he i5 nob gualified Lo be anp advance recipient,

7. The caziect way to look ot advance policics and procedures
Is to accume that you are deaiing with your own Savings.  FBarly
Withdrawals or delaynd deposits dmpact on versonal earnings.,  If
you apply what chould bo your personal practices to AID
activities, you will certainly be operating within the USG's

cash management policies.

sttribution:

RFMC - All USDH
SAID - S Sinding
RIG/A/N - R Thabet

REDSO - S Shah

v

WP ID 67048



Mission Director, USAID‘Kenya

AA/AFR
AA/M

AA/XA
AFR/EA/¥XUTRB"
AFR/CONT
LEG

GC

XA/PR
M/EM/ASD
M/AAA/SER
M/SER/MO
M/SER/LEOMS
SAA/SET
PPC/CDIE
REDSO/HEA
REMC/Halrobi
e

DIG

1G/PPO
1G/1.C
IG/ADM/CE&R
AIG/1
RIG/I/HN
IG/PSA
R1G/A/C
RIG/A/D
RIG/A/M
RIG/A/S
RIG/A/T
RIG/A/W
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