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SUBJECT: 	 Non-Federal Audit of Budgetary Support to
 
Development Ministries 
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677-0052. 
 Audit Report No.7-677-90-02-N
 

Attached is 
the subject report prepared by Price Waterhouse,
 
Abidjan, Ivory Coast.
 

On September 22, 1986 A.I.D. signed a grant agreement with
the Government of Chad (GOC) to 
 provide $7 million for
financing the 
 payroll and other operating expenses of thecivilian ministries in Chad. Payments were made by A.I.D.in four installments of $1,750,000 each to cover project
expenditures from October 
 1, 1986 to September 30, 1987.
This assistance is a continuation of A.I.D.'s 
 budgetary

support program to Chad that commenced in 1984.
 

The audit oblectives 
 were to determine whether: 
(i) A.I.D.
funds were disbursed by the GOC in accordance with the 
 terms
of the grant agreement; (ii) GOC internal controls relating
to receipts and disbursement of A.I.D. 
 funds were adequate;
and (iii) the project was in compliance with applicable laws
 
and regulations.
 

Price Waterhouse 	reported 
 that GOC internal controls were
 
deficient in handling 
of project bakl 	 accounts and payroll

processing. In 	 tomatters relating compliance, the auditors
concluded t:hat-: GOC substantially complied with applicable 
laws and regulations. 

This is 
the third audit report issued by Price Waterhouse on
A.I.D.'s budgetary support program 
 in Chad. The two prior

reports issued 
 in March, 1987 and January, 1988 also
 

http:Berna.tI


identified the same deficiencies described above and made

recommendations for corrective actions. 
 However, the
 
current audit demonstrates that did
GOC not effectively

implement the recommendations.
 

We therefore believe that prompt and effective corrective
 
action must be taken by USAID/Chad to obtain Government 
of

Chad compliance with project requirements. This report
makes one recommendation 
which will be included in the
 
Office of the Inspector General's audit recommendation
 
follow-up system.
 

Recommondation No. 1
 

We recommend that the A.I.D. Representative, Chad, not

release subsequent tranches of funds under the 
program until
 
it is satisfied that the Government of Chad is:
 

a. preparing monthly reconciliations 
of the bank accounts
 
designated for 
deposits and disbursements of A.I.D.
 
funds;
 

b. maintaining and updating a register to account for
 
employeR payroll identification documents (census
 
cards); and
 

c. computing employees' earnings on the basis of 
number of
 
days worked as evidenced by attendance records.
 

Please advise within 30 days of actions taken by the Mission
 
to implement the above recommendation. I appreciate the

cooperation and 
 courtesy extended to Price Waterhouse during

the audit.
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July 15, 1989
 

Mr Paul E. Armstrong

Regional Inspector General for Audit 
United States Agency for International Development

Dakar 
Senegal
 

Dear Mr. Armstrong,
 

1. INTRODUCTION
 

In accordance with your instructions contained in your

letter of June 1, 1989 and the work order attached to it,
we have audited the expenditure of an amount of(IS$ 7,0(00,000 provided in four tranches under theBudgetary Support to Development Ministries (SDM) in Chad,
project n' 677-0052. 

2. BACKGROUND
 

2.1 The grant agreement relating to the Budgetary Support to
Development Ministries in Chad was signed on September 22,1986 between The Government of Chad (GOC) and The UnitedStates of America acting through the United States Agencyfor International Development (USAID). This is a
continuation of a Ludget support program that started in
1984 and 

each 

is made up of four tranches of IS $ 1,750,000

i.e. a total of LIS$ 7,000,000, with the objective of
promoting the economic and political st.ability of Chad byensuring that salary and necessary supporting equipment ofthe civilian ministries were covered. According to theterms of the grant agreenjent, all salaries paid under thegrant will be at the level of at least 60 percent of the 

pay scale of the GOC. 

2.2 The first t ranche of US $ 1,750,000 covered expenditure
for the months from October 1, to December 31, 1936. These,:cond tranche of 11S ,;1,750,000, mJade available in.Februar., 1987, covered expenditure incurred during
period from January 1, 1907 to March', 31, 1987. 

the 
The thirdand fourth tranches coverine, expendit ure incurred fromApril 1 to June 30, 1987 fromand July 1 to 3eptember 30,1987 wero made available in July and September 1937r'?spe,-. t i e1.V. 

S1.C16IO l. ,M ,!0 Ii111161,A IIIple, 

au Capital de 2 1110lll dhe,I CIA
IIC Ii 9!87Ahid,'n -Chl e Itl i
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2.3 	 Under the grant agreement, GOC is required to submit to
USAID a "utilization plan" describing the nature of

expenditures the GOC intends 
 to fund from the grant. When

the USAID funds are made available to GOC and are
 
disbursed, GOC is required to submit to USAID an

expenditure statement for a specific period. This 
statement is referred 
to as an "interim utilization
 
report". 

2.4 	 The tranches are mainly utilized to pay the monthly
salaries of GOC employees. In order to ensure that 
salaries are made to bona fide employees, the most

reliable evidence is 
the census card of the employees. The
 
census cards are sequentially numbered and provide
summarized personal data of an 
employee. These cards are

also 	part of the inte'nal control structure of GOC's 
payroll system. 

3. 	 AUDIT OBJECTIVES tND SCOPE
 

3.1 	 The audit objectives were to determine whether the grants 
were 	disbursed :
 
(a) 	according to the utilization plans submitted by the 

GOC;
 

(b) 	under adequate financial controls; and 
(c) 	in compliance with the grant agreement terms. 

3.2 	 The audit was conducted in accordance with generally
accepted US auditing standards and (7oveinment Auditing
Standards issued by the Comptroller General in the UnitedStates. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether, In
this case, the interim utilization reports are free of 
material misstatement. 

3.3 	 The results of our audit are presented in the following 
three sections of this report : 

(a) 	Peport on statements of experditure 

(b) 	 Report on internal control structure 
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(c) 	Report on compliance with agreement terms and

applicable laws and regulations.
 

4, 	 AUDIT PROCEDURES
 

Our audit procedures included but were not limited to
 

4.1 	 reviewing the grant agreement and related documents 
between USAID and the GOC; 

4.2 	 examining the statements of utilization plans submitted by
the Ministry of Finance and approved by USAID and theinterim utilization reports submitted by the GOC, andtesting the reasonableness, allowability and propriety of
project expenditure from January 1, 1987 to March 31, 1987for the second tranche and July 1, 1987 to September 30,
1987 for the fourth tranche; 

4.3 	 determining the GOC'o compliance with utilization plans
submitted by the Ministry of Finance and approved by
USAID;
 

4.4 	 reviewing and reconciling the GOC's disbursement accountB
with BiATr (Banque Internationale pour l'Afrique at Tchad)
and the Central Bank of Chad; 

4.5 	 determining towhether salaries were actually paid
government employees within the Development Ministries and
that equipment 1-.urchased were delivered; 

4.6 	 determining whether the project has complied withapplicable laws and regulations, the grant agreement termsand being alert to situations or transactions that couldbe indicative of fraud, abuse and illegal expenditures; 

5. 	 RESULTS OF AUDIT
 

5.1 	 Interim Utilization leports 

We examined the in terim utilization reports for t.he fourtranches amounting to US$ 7 million submitted by GOC and
concluded that the reports fairly reflected actual
expeidi tu re and ,aymei, ts from January 1, 1987 to March 31,1937 for the ,econd trarnche and July 1, 1987 to September
30, 1987 for the fourth tranche. 
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5.2 	 Internal control structure 

Our review and evaluation of the internal control 
structure for the disbursement of the grant funds revealed 
the following:
 

(a) 	Two census cards out of a selected sample of 37 for

testing could not be located. Census cards are a key
element in identifying employees ; this situation is
likely to improve when the payroll is automated. 

(b) The GOC's Treasury was not reconciling both the
disbursement account and the special bank onaccount 
a monthly basis. 

(c) 	 The GOC-submitted monthly payroll statements do not 
indicate the actual number of days worked by each 
employee. This omission has already been reported 
previously.
 

5.3 	 Compliance with grant agreement and applicable laws and 
regulations 

(a) 	 Our study of applicable laws and regulations and the
grai1it agreement. terms did not reveal case ofany non 
compi iance. 

(b) 	 We tested transactions and records relating to the
four tranches, and all tested items were found to be 
in compliance withi applicable laws and reg,. latlins 
arid grant agre'enjeo t tr'ms. 

5.4 	 Exit conference 

At the exit conference on July 15, 1989, the audit
findings and recommendations were discussed with GOC 
Treasury officials and thereafter with USAID 
officials,whose comments takenwere into ccnsideration In 
preparing this report. 

We would like to thank the USAID and GOC officials for
their assistance extended to members of our staff in 
connection with our examination. 
Should '.,,ou :iod. 1',.~ 't Yez in ,-.'rrri t t' ,cr :or • sxp. cinci- ,- +t .. 

:leave ':olita,c-t Mir. If. 	 ,r Mhaaar,'ssaaA. i te ,fir. i 
Qu1' 0 f f i-e. 

Very 	 truly yCur3, 
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Section II - Report on Statementa of Expenditure
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REPORT ON TilE FOUR INTERIM UTILIZATION STATEMENTS,
SUMMARIZED AND PRESENTED AS SCHEDULE A 

AUDITORS' OPINION 

We have audited the fr interim utilization reports, coveringthe year from October 1, 1986 to Septembe"r 30, 1987, summarizedand presurted as Schedule A, of the expenditure incurred under
the Budgetary Support to Development Ministries in Chad,
Project No 677-0052, in connection with a grant of

US $ 7,000,000. These 
 reports are the responsibility of theGOC's Treasury. Our responsibility is to express an opinion on
these reports based on our audit. 

We conducted our audit in accordance with generally accepted USauditing standards and Government Auditing Standards, issued bythe Comptroller Generl of the United States. Those standardsrequire that we plan and perform the audit to obtain reasonable 
assurance about whether the interim utilization reports arefree of material misstatement. An audit includes examining, on a test basis, evidence Sulppot-ting the amounts and disclosures 
in the reports. In this specific case, it included testing
costs claimed against the grant agreement terms. We believe
that our audit provides a reasonable basis for our opinion. 

Schedule A is not intended to present theelther financialresults of operations of the project itsor financial positionin conformity with generally accepted accounting principles. 

The first and the th'ird tranches of the grant amounting toUS $ 3.5 million were first audited and two separate reportswere issued on February 18, 1937 (audit report, No 7-677-87-04
11) and on October 23, 1987 (audit report No 7-677-88-01-N)
respectively. Each of the reports ndicated that the interim
utilization r'elports wereexam izied fairly stated. The curent
audit as.-iguinient was verfcrmed during the period from! June

July 15, a',d veredl lepe, -ncured ,,der 
26

the
to 1i39 , t.e iture_
second and four'th tranches amoun ting to LIS $ 3.5 million, for
tle periods from Janua ry 1 t(, Ha- cl 31, 1987 for tile secondtranche and July 1 to September 30, 1987 for" the fourth 
tranche. 

In our op Ilion , the in terim u tilization zeport of the fourtranches presented orn SchIedutle A and covering the year fromOctober 1, i93 c to -,Pten1t,, 30, 1.937 preent fairly, in allmaterial respects, the expendit.u re incuI'red unIe r the grant 
ag reemen t. 

July 15, 1939 
SncitW i , i l iinri.Ibt2I I tni li~r,111{L-tl1tal dp 7 000l 00(If!iF: CIA 
Ill: 16 91111,M11,11 1161h'd Ivnim 
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Section III - Report on Internal Control Structure
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REPORT ON INTERNAL CONTROL STRUCTURE
 

I. AUDITORS' OPINION 

We have audited the four interim utilization reportscovering the year from Uctober 1, 1986 to September1987, summarized 30,and presented as Schedule A, of theexpenditure incurred under the Budgetary Support toDevelopment Ministries in Chad, Project No. 677-0052,connection inwith a grant of US $ 7,000,000 and have issuedour report thereon dated July 15, 1989. 
We conducted our audit in accordance with generallyaccepted LIS auditing standards and Government AuditingStandarlis, issued by the Comptroller General of the UnitedStates. Those standards require that we plan and performthe audit to obtain reasonable assurance about whether theinterim utilization reports are free of material 
misstatement.
 

In planning ard performing our audit of the interimutilization reports of GOCs Treasury for the yearOctober 1, from1986 to September 30, 1987, we consideredinternal itscontrol structure in order to determineauditing procedures ourfor the purpose of expressing ouropinion on the interim utilization reports and not toprovide assurance on the internal cont rol structure. 
The management of GOC's Treasury is responsible forestablishing and maintaining an internal controlstructure. In fulfilling this responsibility, estimatesand judgmnent.s by management are required to assess theexpected benefits and related costs of internal controlstructure :o oi es and prou-:41u!es. The ob.jc-2t ivesinternal of ancoitrol structure are to provide management withreasonable, bUt. not absolute, assurance that assetssafeguarded against are

loss from unauthorized usedisposition, orarid that tranjSac tic.u.s are eXecuted inaccordancee wiiith nalagemen t.s authorization and recordedproperly t.o permit the preparation of reports inaccordance with, generally accepted accoun ting principles.Because of inheorenit limitations in any internal controlst,ructuIe, ,.r ,ro3 or irr'egulari4.ies may rievertheless occurand not be detected. 

Snr.i~It. lrelr'.lal,l,tp lI~ ll 

AuCapilal lh(2 f10!i II)0de FCiA 
11C16!1 Allclar - U;tre d INam!: 
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Also, projection of any evaluation of the structure tofuture periods is subject to 
the risk that procedures may
become inadequate because of changes in conditions or that
the effectiveness of the design and operation of policies

and procedures may deteriorate.
 

For the purpose of this report, the significant areas of
internal control structure are the following:
a) Cash receipts and payments, and
 
b) Payroll/personnel.
 

For both of the internal control structure categorieslisted above, we obtained an understanding of the designof relevant policies and procedures and whether they havebeen placed in operation, and we assessed control risk.
 

We noted certain matters involving the internal control
 
structure and its operation that 
we consider to be
reportable conditions under standards established by theAmerican Institute of Certified Public Accountants.
Reportable conditions involve matters coming to ourattention relating to significant deficiencies in thedesign or operation of the internal control structurethat, in our judgment, could adversely affect the entity's
ability to record, process, summarize, arid report

financial data consistent with the assertions of
management in the interim 
utilization reports. 

The reportable conditions are described in theaccompanying findings 1 to 3 presented on pages 11 to 13. 
A material weakness is a reportable condition in which
design or operation of the specific 

the 
internal controlstructure elements does not reduce to a relatively lowlevel the risk that errors or irregularities in amountsthat would be material in relation to the financial

statements being audited may occur and not be detectedwithin a timely period by employees in normalthe course
of performing their assigned functions. 

Our consideration of the internal control structure wouldnot necessarily disclose matters theall ir, internal
control structure that might be reportable conditions and,accordingly, wou]d not necessarily disclose all reportable,odti,ns that are ais, considered to be ateri A

weaknes ses as ab,ove
de fine.i 11 owfver, we be I ieve none ,)fthe reportable conditions described above is a materiai 
weakness. 

July 15, 1939
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REPORT ON INTERNAL CONTROL STRUCTURE
 

2. REPORTABLE CONDITIONS
 

Finding 1
 
Payroll documents
 

CONDITION
 
Two census cards (employee identification cards) out of a
selected sample of 37 employees could not be located. 

CRITERIA 
Census cards, the main documents providing evidence that aperson is a genuine government employee, should be adequatelysafeguarded and filed. 

CAUSE
 
The current payroll system is manual. Consequently, payroll 

duties. The 

documents are handled by several individuals at the endmonth. The risk of misplacing census cards is high. 
of each 

EFFECT 
Census cards may be lost or temporarily misplaced. 

RECOMMENDATI ONWe recommend that a register should be 
persons who take census cards in the c

kept 
ourse 

to 
of 

identify 
performing 

the 
theirreturn of the cards should also be noted, thusensuring a proper follow up of all census cards. 

MANAGEIMENT COMMENT
GOC's officials agreed with the finding and stated that thiscondition will be resolved when the payroll system becomes
fully automated. 

AUDITORS' COMMENT

In the case of the two employees whose census cards could notbe located, we established through enquiries that they were
genuine employees of the GOC. 

'N
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Finding 2
 
Bank reconciliations
 

CONDITION
 
The bank balances at BIAT and the Central Bank of Chad were 
not
being reconciled with statements received from the banks, 
as
recommended in the previous non-Federal audit reports.
 

CRITERIA

A bank reconciliation statement should be prepared, reviewedand approved on a monthly basis by the GOC's Treasury.
 

CAUSE

The GOC has not undertaken the necessary measures to implement
previous audit recommendations. 

EFFECT
 
Unauthorized bank transactions may remain undetected, andcommingling of project funds with other government funds couldremain undetected and unrectified. In the absence of bankreconciliations, we 
tested all payments above FCFA 10 million.
Our tests did not reveal any case of unauthorized transactions. 

RECOMMENDATI ON
We recommend that, on a mon tily basis, a bank recconciliationsta teIKe-l t son1d be prepared, reviewed and approved by a GOCofficial for each of the two bank accounts. 

MANAGEMENT COMMENT
GOC's Treasurer concurred with the finding and will prepare areconciliation statement for each bank account onI a mothly
basis.
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Finding 3
 
Attendance records
 

CONDITIONS
 
The payroll statements submitted by the Ministries for the
payment of salaries do not include information on the number of
days worked by the employees.
 

CRITERIA
 
The number of days worked by each employee should be included
in the payroll statements, in order to 
ensure that salary
computations 
take account of relevant data.
 

CAUSE

The GOC has not undertaken the necessary measures to implementthe previous non-Federal audit recommendation. 

EFFECT

In the absence of adequate information for control purposes,errors in computation of salaries may result.
 

RECOMMENDATI ON
We recommend that monthlythe payroll statements, prepared byDevelopment Ministries for payment of salaries, should include
the actual number of days worked and that the computation ofsalaries ,should be made accordingly. 

MANAGEMENT COMMENTS
The Government of Chad disagreed with the audit finding andnoted that it is GO plractice that salaries are paidgovernmeit emhloyees to

without any consideration of office
attendance records. 

AUDITORS' COMMENTS

GOC should take appropriate measures to monitor employeesattendance in order to pay salaries on the basis of effectivepresence of employees and thus avoid overpayment of salaries. 
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Section IV - Report on Compliance with Applicable Laws and
 
Regulations and with Agreement terma
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IEPOR' ON COMPLIANCE WITH APPLICABLE LAWS AND REGULATIONS AND 
WITH AGREEMENT TERMS 

AUDITORS' OPINION 

We have audited the four interim utilization reports covering
the year from Octo,ber 1, 1986 to September 30, 1937, sunimmarized
and presented as Schedule A, of the expenditure incurred under
the Budgetary Support to Development Ministries in Chad,
Project No. 677-0052, in connection with a grant ofUS $ 7,000,000 arid have issued our report thereon dated July
15, 1989.
 

We cI-.du,_ ted our audit in accordance wili generally accepted USaudit irig standards arid 6"ovei*'ment Audciting $ta,)dards, issued bytile Criptrll r General of tile Un ited Staters. Those standardsrequi re that we plan and perforni tle audit ]i order to obtain
reaceria.b I assuraice about. wirether the interim utilization
 
reports are free from material misstaten,,z- tt.
 

Complilne will l.w,, regtulati,,rms, c,.ontracts and graint-s is thle resp,ens i bii tv of tI)Ir maniagnjen t ,f (-*( s LT rea u ry As partobta i r1iI I eas IIi e a, 'uranc,LI, b, ut W111llfi r the interim 
of 

uti l izat ion r,-:,Irts ar,. fie,_ of mat..erial misstatenenit, weperfo_,rmed tots o.,f the GO(' rra sury "s c,ripi iane with certain
proviSi_,ns ,of Jaw-s, reg(2(:1a11i ns co, tLra, ts, and grants.
However, our oije,it Ive wan not to provide an opin iol overallon 
compliance withL such [;,rovision;. 

The res lt ,)f ,lr trlnt indd iate tlat., wit'li ronspecti tefls toet,.-c'(I (;rc'c"TD.n,,.ry e,;ti t o thei,.d,, in all ma:terial 
respe, Is , wi .1 the trc .i citi,-; e,;fered to in thle pl'eceding
-a,ra vona ph . Wit h : p :to , t.,ri.- not t,:. td , [Y,_t.iji cam ,_ to,Cur at. tornti,_on Liii ,_oawwd us t. , Ii ,ve GuC' Treasury had 
not c,,mplied, ii, all nrater'i.,l ,wep c , ir 1WIt.h,,, prvisions. 

July 15, 1989 

http:rc'c"TD.n,,.ry


------------ 

US AID/Chad
 
Project No. 677-0052
 
Page 16
 

SCHEDULE A
 

SUMMARIZED STATEMENT SOURCEOF AND 
APPLICATION OF FUNDS 
BUDGETARY SUPPORT TO DEVELOPMENT MINISTRIES 
PROJECT No. 677-0052
 
FOR THE YEAR ENDED DECEMBER 31, 1987 

FUNDS PROVIDED Amou.n1s InF._.CFA 

Fund provided, 1st quarter 1 846 126 572 250 000Fund provided, 2nd quarter 1 691 800 528 500 000Fund provided, 3rd quarter 1 708 000 533 750 000
Fund provided, 4th quarter 1 754 678 546 781 881 

TOTAL FUNDS PROVIDED FOR 
 7 000 000 2 181 281 881 

FUNDS APPLIED 

Salary ditbursed, 1st quarter 597 488 240Salary diL;burued, 2nd quarter 553 G19 508
Salary disbursed, 3rd quarter 580 999 033Salary disbursed, 4th quarter 448 752 798 

. .
TOTAL FUNDS APPLJIED) ? 130( 859 r-29 
Fund balance at December 31, 1987 422 "'52 

Bank account balances at December 31,1987 422 252 

Discrepa ,cies 0
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