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SUBJECT: 	 Audit of the South African Institute of Race Relations Co-operative and 
Grant Agreements Under USAID/South Africa Bursaries Project No. 674­
0230, Audit Report No. 3-674-93-03-N 

Attached are five copies of an agency-contracted financial audit report of the South African 
Institute of Race Relations Co-operative and Grant Agreements Under USAID/South Africa 
Bursaries Project No. 674-0230. The accounting firm of Coopers Theron Du Toit, South 
Africa performed the audit. 

A.I.D. signed co-operative agreement No. 674-0230-A-00-5002 with the South African 
Institute of Race Relations (SAIRR) in September 1985 to be incrementally funded for 
$8,165,000 through December 1994. The objective of the agreement is to provide 
scholarships +o academically qualified black South Africans to pursue degree programmes 
at universities in South Africa. Further, in August 1989 grant agreement No. 674-0230-G-SS­
9038-00 was signed for $4,438,000 to provide bursaries to legally disadvantaged South 
African students. This grant is to expire in August 1994. In addition, Grant No. 674-0230­
G-SS-9039-00 	was authorized for $1,450,000 effective August 1989 through August 1994 to 
sponsor an innovative tertiary education activity (Test-Teach-Test) in the Faculty of Science 
at the University of Natal. This activity assists black South Africans who would not 
ordinarily qualif; for university admission to gain access to a university education. It 
provides a bridging and counselling-intensive year of preparation which is followed by 
completion of a tertiary degree. 



Funding for these three agreements totalled $14,053,000 under the USAID/South Africa 
Bursaries Project No. 674-0230. The audit covered disbursements of $5,240,353 for the 
period September 1985 through July 1991. 

The objectives of this audit were to: 

audit SAIRR's Fund Accountability Statement and express an opinion as to whether 
the Fund Accountability Statement presents fairly, in all material respects and in 
conformity with the basis of accounting described in the report, the use of funds in 
accordance with the co-operative and grant agreements; 

consider SAIRR's internal control structure in order to determine the auditing 
procedures for the purpose of expressing an opinion on the Fund Accountability 
Statement and to report on significant internal control deficiencies and material 
weaknesses; and 

test SAIRR's compliance with the terms of the co-operative and grant agreements, 
as part of obtaining reasonable assurance as to whether the Fund Accountability 
Statement is free of material misstatement, and report on any identified material 
instances of noncompliance. 

The auditors issued a qualified opinion on the Fund Accountability Statement which 
questioned costs of $437,146 (ineligible costs of $9,196 and unsupported costs of $427,950). 
Further, the audit identified a material internal control structure weakness relating to 
scholarship disbursements not traceable to supporting documentation. In addition, it did 
identify a material noncompliance issue relating to documentation and records required by 
program guidelines not being available or up-to-date. 

The draft audit report was submitted to the auditee and USAID/South Africa for comment 
and USAID/South Africa's comments (Appendix I ) were incorporated in the final report 
by Coopers Theron Du Toit. Although the auditee did not provide written comments, the 
auditors stated that the auditee agreed with the report findings and recommendations. We 
are including the following recommendations in the Office of the Inspector General audit 
recommendation follow-up system. 

Recommendation No. 1: We recommend that USALD/South Africa determine the 
allowability and recover, as appropriate, from the South African Institute of Race 
Relations questioned costs of $437,146 as follows: 

1.1 Ineligible costs of $9,196; and 
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1.2 Unsupported costs of $427,950. 

Recommendation No. 2: We recommend that USAID/South Africa obtain a plan of 
corrective action from the South African Institute of Race Relations to improve its 
compliance with the agreements' terms and its ability to maintain and keep up-to. 
date all required documentation and records. 

We consider Recommendation Nos. 1 and 2 unresolved. Recommendation No. 1 may be 
resolved upon a final determination of the allowability of the indicated questioned costs. 
Recommendation No. 2 may be resolved upon receipt of a plan for corrective action. Please 
respond to this report within 30 days indicating actions planned or already taken to 
implement the recommendations. 

Thank you for the cooperation extended to Coopers Theron Du Toit and Regir'al Inspector 
General for Audit representatives during the audit. 

Attachments: a/s. 
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INTRODUCTION 

1.1 Background 

A.I.D. signed a co-operative agreement Number 674-0230-A-00-5002 with South 
African Institute of Race Relations (SAIRR) in September 1985 to be incrementally
funded for $8,165,000 through 31 December 1994. The agreement is to provide
scholarships to academically qualified black South Africans to pursue degree 
programmes at universities in South Africa. Further, in August 1989 grant agreement
Number 674-0230-G-SS-9038-00 was signed for $4,438,000 to provide financial 
support to South African Institute of Race Relations for bursaries to legally
disadvantaged South African students. This grant is to expire on 9 August 1994. In 
addition, Grant No. 674-0230-G-ss-a39-00 was authorized for $1,450,000 effective 
August 1989 through August 1994 to provide support to South African Institute of Race 
Relations to sponsor an innovative tertiary education activity ('.st-Teach-Test.) in the 
Faculty of Science at the University of Natal. This activity assists black South 
Africans who would not ordinarily qualify for university admission to gain access, and 
incorporate a bridging and counselling-intensive year or preparation which is followed 
by completion of a tertiary degree. All these three agreements were funded under 
South African Bursaries project No. 674-0230. 

The total funds committed under South African Bursaries project No. 674-0230 
amounts to $14,053,000 of which $6,115,234 had been paid to the South African 
Institute of Race Relations by 31 July 1991. 

The program is managed and the accounting records and supporting documentation are 
maintained at South African Institute of Race Relations's offices in Johannesburg. 

The financial audit covers the period from September 1985 to 31 July 1991. 

The areas of mission concerns errors, irregularities or ilegal acts that could have a 
direct and material effect on the financial statement amounts or the results of 
financially related audit, specifically in accordance with SAS 47, 53 and 54. 

1.2 Audit objectives, scope and methodology 

1.2.1 Audit objectives 

Coopers Theron Du Toit was contracted under Contract No. 
645-0000-1-00-1052-00 to perform a mission-contracted audit of South African 
Institute of Race Relations in accordance with generally accepted auditing
standards and the standards of the US Comptroller General's Government 
Auditing Standards, 1988 Revision (yellow book). 

The objectives of this engagement were to: 

audit the auditee's Fund Accountability Statement and express an 
opinion as to whether the Fund Accountability Statement presents fairly,
in all material respects and in conformity with the basis of accounting 
described in the report, the use of funds in accordance with the 
contract/grant agreement; 
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consider the auditee's internal control structure inorder to determine the 
auditing procedures for the purpose of expressing an opinion of the 
Fund Accountability Statement and to report on significant internal 
control deficiencies and material weaknesses; and 

test the auditee's complianct with the terms of the contract/grant 
agreement, as part of obtaining reasonable assurance about whether the 
Fund Accountability Statement is free of material misstatement, and 
report 6n any identified material instances of non-compliance. 

1.2.2 Audit sco 

The scope of te audit work included an examination of the Fund 
Accountability Statement for the period September 1985 to July 1991 and an in 
depth examination of the records relating to a sample of the bursaries and other 
expenses paid throughout the period covering $2,064,165 (R5,287,637) (39 
percent) of the total disbursements of $5,240,353 (R13,423,870). The items 
of expenditure selected were examined to ensure that the requirements of 
USAID have been met, and that the terms of the grant agreements were 
complied with. In addition, we examined the internal control structure of the 
South African Institute of Race Relations's administration relating to the 
USAID/South African Bursary Project. 

The following Government Auditing Standards were not complied with: 

The Government Auditing Standard 3.6 on continuing education was not 
complied with because the minimum number of hours required to be spent on 
training in subjects directly related to the government environment and 
government auditing were not completed except for the reading material 
specifically related to the performance of the audit of the South African Institute 
of Race Relations co-operative and grant agreements under USAID/South 
African Bursaries Project No. 674-0230. 

The Government Auditing Standard 3.46 on external quality control review was 
also not complied with because the firm does not intend to place itself in the 
position of a peer review. 

1.2.3 Audit methodology 

A selection of students and expenses incurred was made throughout the period 
under review to obtain a 30 percent cover of all expenses incurred. An indepth 
examination was carried out in respect of each student expense selected. 

With regard to the internal control system of the South African Institute of Race 
Relations relating to the USAID/South African Bursaries Project, the offices of 
the South African Institute of Race Relations administration and Bursary 
department were visited and an evaluation made of all the control environment, 
the accounting systems and control procedures. 

In respect of the compliance with the terms of the grant agreements and 
relevant laws and regulations, we examined the relevant dccuments to ensure 
that their contents were adhered to. 
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1.3 Brief summary of audit results 

1.3.1 Fund Accountability Statement 

Our audit tests revealed that administration costs of $9,196 (R23,558) were 
overcharged during the period in the Fund Accountability Statement. This was 
not considered a material weakness. 

Scholarship expenses of $427,950 (R1,096,251) (31 percent of fie sample 
selected for testing) were identified as unsupported due to the nature of 
disbursements and inadequate control over filing of documents. This was not 
considered a material weakness in respect of the Fund Accountability Statement 
based on our favourable review of the Internal Control Structure (see Section 
3), but is considered a reportable weakness under the compliance with 
Agreement Terms and Applicable Laws and Regulations (see Section 4). 

1.3.2 Internal control structure 

Our evaluation of the internal control structure identified no material 
weaknesses. 

1.3.3 Compliance with Areement Terms and Apnlicable Laws and Regulations 

Our evaluation of the South African Institute of Race Relations's compliance 
with the USAID/South African Bursary Project Agreement Terms and 
Applicable Laws and Regulations identified certain material instances of non­
compliance (see Section 4). 

1.3.4 Summary of Auditee's comments 

In general the auditee has agreed with the report findings and recommendations 
and has supplied appropriate explanations where necessary. 

1.3.5 Summary of USAID/South Africa comments 

USAID is following up the scholarship extension with the auditee. 
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FUND ACCOUNTABILITY STATEMENT 

2.1 Independent Auditors' Report 

We have audited the Fund Accountability Statement of the South African Institute of 
Race Relations and Grant Agreements under USAID/South African Bursaries Project 
No. 674-0230 for the period September 1985 to 31 July 1991. The Fund 
Accountability Statement is the responsibility of the South African Institute of Race 
Relations' management at Johannesburg, South Africa. Our responsibility is to express 
an opinion on the Fund Accountability Statement based on our audit. 

We conducted our audit in accordance with generally accepted auditing standards and 
Government Auditing Standards (1988 revision) issued by the Comptroller General of 
the United States, except standards 3.6 on continuing education and 3.46 on external 
quality control review. These standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the Fund Accountability Statement is free 
of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the Fund Accountability Statement. An audit 
also includes assessing the accounting principles used and significant estimates made 
by the management, as well as the evaluation the overall presentation of the Fund 
Accountability Statements. We believe that our audit provides a reasonable basis for 
our opinion. 

The South African Institute of Race Relations Fund Accountability Statement was 
prepared on a cash basis which is a comprehensive basis of accounting other than 
generally accepted accounting practice. 

Except for the questioned costs of $9,196, and unsupported costs of $427,950, in our 
opinion, the Fund Accountability Statement referred to above is fairly presented in all 
mazerial respects, in conformity with the basis of accounting described above under 
USAID/South African Bursaries Project No. 674-0230 for the period September 1985 
to 31 July 1991. 

Financial iniormation contained in this report may be privileged. The restrictions of 
IBUSC 1905 should be considered before any information is released to the public. 
This report is intended solely for the information of South African Institute of Race 
Relations and the Agency for International Development, but this is not intended to 
limit the distribution of the report, if a matter of public record. 

COOPERS THERON DU TOIT 
17 August 1992 Chartered Accountants (S.A.) 
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2.2 	 Fund Accountability Statement of the South African Institute of Race Relations' 
Co-operative and Grant Agreements under USAID/South African Bursaries 
Project No. 674-0230 for the period September 1985 through 31 July 1991 

$ 

Total revenue 	 6,131,405 

Expenditures - audit fees, bank charges 
and interest 32,189 

Scholarships 4 532,749 
Administration costs 675,415 

Total expenditures 	 5,240,353 

Balance on hand 	 891,052 

A detailed analysis of accepted, questioned and unsupported expenditures from the 
sample selected is included as below: 

Total expenditures selected: 	 $ 

Scholarships 1,356,561 
Expenditures 32,189 
Administration costs 675,415 

2,064,165 

2.2.1 Revenue represents funds received from USAID together with interest. 

2.3 	 South African Institute of Race Relations's Co-operative and Grant Agreement 
under USAID/South African Bursaries Project No. 674-0230 for the period from 
September 1985 through 31 July 1991 

For expenditures selected-

Amount recommended to be:-


Total Accepted Questioned Unsupported Notes
$ S S $ 

Scholarships 1,356,561 928,611 - 427,950 2.4.3 
Expenses 32,189 32,189 - - 2.4.4 
Administration 
costs 675 415 666,219 9,196 - 2.4.1 

Total expenditure 
selected 2,064,165 1,627,019 9,196 427,950 

-	 -V­
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'2.4 Schedule of Audit Findings and Recommendations 

Fund Accountability Statement 

2.4.1 Finding on overcharge of administration costs 

An overcharge of $9,196 (R23,558) on administration costs occurred during t!:­
period as follows: 

In terms of the arrangements with USAID an administration charge of 15 
percent is payable to South African Institute of Race Relations. However, in 
addition direct expenses comprising bank charges, audit fees and a portion of 
salaries costs had also been charged by South African Institute of Race 
Relations. This resulted in an overcharge of $9,196 (R23,558) on 
administration costs for the period. 

Recommendation No. I 

A theoretical 15 percent administration fee should be calculated based on the 
scholarship expenditure for a specific period. The administration cost should 
be calculated as the difference between the theoretical administration fee and the 
other direct expenses (net of any direct expenses that are to be borne directly
by the Bursary Fund, e.g. salaries). USAID/South Africa should determine the 
allowability of the questioned costs of $9,196 (R23,558) and recover the 
amount as appropriate. 

Auditee comments 

Our understanding is that the direct cost including audit fees, bank charges and 
the salary of a student counsellor are payable over and above the 15% 
administration charge. This understanding is based on the-proposal and budget 
for the contract dated 30 August 1990. 

USAID/South Africa comments 

This is being followed up by USAID. 

Auditors' rsnse 

Accepted. 

2.4.2 Finding on unrecorded revenue 

Revenue of $464 (R1,188) was found to be unrecorded in the Fund 
Accountability Statement for the period. It is presumed to relate to interest 
received since the receipts from USAID were tested in full. 

Recommendation No. 2 

Total revenue received per the books of account (grants, interest and other 
income) should be reconciled to the Fund Accountability Statement on a regular
basis to ensure that there is no discrepancy between the books of account and 
the Fund Accountability Statement. 
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Auditee comments 

We agree with the recommendation, which is now being carried out monthly. 

USAID/South Africa comments 

Accepted. 

A.uditgr's response 

Accepted. 

2.4.3 Finding on unsupixoted exoenses 

Although we are satisfied that bursary expenditure is properly authorized and 
controlled on the bursary computer system, scholarship disbursements 
amounting to $395,997 (R1,014,348) could not be traced to supporting 
documentation in the student files. This was because student files and other 
general files (e.g. University fee accounts) did not include most of the 
information and documentation (such as student bursary award forms and 
University fee accounts) necessary to verify these disbursements. 

Recommendation No. 3 

We recommend that the grantee maintain books, records, documents and other 
evidence in accordance with the grantee's usual accounting procedures to 
sufficiently substantiate charges to the grant as required by the terms of the co­
operative and grant agreement provisions. USAID/South Africa should 
determine the allowability of $395,997 (R1,014,348) and recover as 
appropriate. 

Due to the nature of disbursements such as living expenses, travelling 
allowances and book allowances where the only supporting evidence is the 
students' Bursary award forms (which detail the annual awards by category of 
disbursements) and the South African Institute of Race Relations' covering 
letters, signed by a senior official, that accompany all check payments, it is 
imperative that both documents are included on the students' files to provide 
documentary proof of the validity of such disbursements. 

In the case of University tuition and accommodation expenses (or outside 
accommodation, if applicable), the University 9tudent fee accounts (and other 
invoices) should be retained and copies placed on the student files. 

These steps will provide documentary proof of disbursements and thereby 
comply with the provision of the Co-operative and Grant Agreements. 
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Auditee comments 

We accept the recommendation for the future. All payments are authorized by 
the Bursary Committee, and approved by USAID Pretoria before any payments 
are made. Detailed computer printouts are maintained showing the budget arid 
actual payments for each student and are authorized by the check signatories
and the bursary director, who cannot sign checks. In our view these amounts 
are adequately supported and therefore do not need a determination of 
allowability by USAID/South Africa. 

USAID/South Africa comments 

This is being followed up by USAID. 

Auditors' reonse 

Accepted. 

2.4.4 Finding on Fund Accountability Statement for theperiod September 1985 to 31 

Insufficient financial information was available to prepare an accurate Fund 
Accountability Statement for the above period. Only the total of grants
received ($46,845; R120,000) and the surplus at 31 March 1986 ($10,099;
R25,871 - this was the surplus brought forward in the financial statements for 
the following financial period) were known. Total expenditure was assumed to 
be the difference between the amounts of grants received and the surplus.
Since no records were available, the split between scholarship disbursement and 
administration expenses was calculated on an ad hoc basis by applying the 15 
percent administration expenditure allowance ($4,793; R12,277) and making 
scholarships disbursements ($31,953; R81,852) the balancing figure. 

Recommendation No. 4 

We recommend that the grantee maintain books, records, documents and other 
evidence in accordance with the grantee's usual accounting procedures to 
sufficiently substantiate charges to the grant. USAID/South Africa should 
determine the allowability of the unsupported scholarship disbursements of 
$31,953 (R81,852) and recover as appropriate. 

Auditee comments 

This has been complied with since 1 April 1986. 

USAID/South Africa comments 

This is being followed up by USAID. 

Auditors' resoonse 

Accepted. 

,\ 
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2.4.5 Finding on Fund Accountability Statement for the Reriod I April 1987 to 31 
Mach198 

Grants received from the Lomans Trust ($11,048; R28,301) were incorrectly 
recorded in the South African Bursaries Project Fund Accountability Statement 
for the above period. This error was only picked up in the subsequent financial 
period when the South African Institute of Race Relations' external auditors 
amended the previous year's comparative figures in the financial statements. 

Recommendation No. 5 

General ledger balances for both expenditure (refer to Recommendation No. 9 
on Finding 3.2.2) and income must be agreed to the subsidiary cash book. This 
reconciliation and the subsidiary cash book itself, must be reviewed and 
approved by management to ensure that misallocations of this nature are 
promptly discovered and rectified. 

Auditee comments 

Accepted - has not happened since. 

USAID/South Africa comments 

Accepted. 

Auditors' reonse 

Accepted. 

2.4.6 Findine on Fund Accountability Statement for the period 1 April 1991 to 31 
--- July 1991 

With effect from 1 March 1991, the salary of one student counsellor was 
charged directly to USAID over and above the administration fee. This was 
correctly recorded for the year ended 31 March 1992, but had not yet been 
picked up at 31 July 1991. This resulted in an understatement of direct 
expenditure and a consequent overstatement of the Fund surplus by $3,381 
(R8,662) at 31 July 1991. 

Recommendation No. 6 

In order to present accurate Fund Accountability Statements all applicable costs 
(and revenues) should be recorded in the Fund's general ledger accounts. 

Auditee comments 

This was a timing problem and was subsequently rectified within the Institute's 
financial year ended 31 March 1992. 

USAID/South Africa comments 

Accepted. 
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Auditors' resmonse
 

Accepted. 

2.4.7 Finding on interest received 

Between March 1990 and November 1991, the South African Institute of Race 
Relations was instructed by USAID personnel that no interest could be received 
on USAID funds invested in the Republic of South Africa. Between March. 
1990 and November 1991 interest was not received on surplus funds banked in 
South Africa. The waiver of interest for the above period, under instructions 
from USAID, cost the South African Bursaries Project approximately $88,000 
(R225,000) in interest. 

Recommendation No. 7 

Interest on surplus funds invested in the Republic of South Africa should not 
be waived. 

Auditee comments 

This was under verbal instruction between the Deputy Director and financial 
manager of South African Institute of Race Relations and USAID during the 
above period. The funds have been held in interest bearing accounts since 
December 1991, and in the interim the above officials have left the Institute. 

USAID/South Africa comments 

The position as to whether it is necessary to instruct the auditee on current 
interest is being reviewed. 

Auditors' response 

Accepted. 
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INTERNAL CONTROL STRUCTURE 

3.1 Independent Auditors' Report 

We have audited the Fund Accountability Statement of the South African Institute of 
Race Relations Co-operative and Grant Agreements under USAID/South African 
Bursaries Project No. 674-0230 for the period September 1985 to 31 July 1991 and 
have issued our report thereon dated 17 August 1992. 

We conducted out audit in accordance with generally accepted auditing standards and 
in accordance with the Government Auditing Standards (1988 Revision) issued by the 
Comptroller General of the United States. Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the Fund Accountability 
Statement is free of material misstatement. 

In planning and performing our audit of the South African Institute of Race Relations' 
Fund Accountability Statement in respect of the South African Bursaries Project No. 
674-0230, we considered its internal control structure in order to determine our 
auditing procedures for the purpose of expressing an opinion on the Fund 
Accountability Statement and not to provide assurance on the internal control structure. 

The management of South African Institute of Race Relations is responsible for 
establishing and maintaining an internal control structure for the USAID/South African 
Bursaries Project No. 674-0230. In fulfilling this responsibility, estimates and 
judgements by management are required to assess the expected benefits and related 
costs of internal control structure policies and procedures. The objectives of an 
internal control structure are to provide management with reasonable, but not absolute, 
assurance that the assets are safeguarded against loss from unauthorized use or 
disposition, and that the transactions are executed in accordance with managements 
authorization and recorded properly to permit the preparation of the Fund 
Accountability Statement in accordance with generally accepted accounting principles. 
Because of inherent limitations in any internal control structure, errors or irregularities 
may nevertheless occur and not be detected. Also, projection of any evaluation of the 
structure to future periods is subject to the risk that procedures may become inadequate 
because of changes in conditions or that the effectiveness of the design and operating 
of policies and procedures may deteriorate. 

For the purpose of this report, we have classified the ignificant internal control 
structure policies and procedures in the following category: 

Disbursements 
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For the control category listed above, we obtained an understanding of the design of 
relevant policies and procedures and whether they have been placed in operation, and 
we assessed control risks that, in our judgement, could adversely affect the 
organisation's ability to record, process, summarise and report financial data consistent 
with the assertions of management in the financial statement. 

Reportable conditions involve matters coming to our attention relating to significant 
deficiencies in the design or operation of the internal control structure, that, in our 
judgement, could adversely affect the entity's ability to record, process, summarize and 
report financial data consistent with the assertions of management in the financial 
statements. 

We noted a reportable condition that scholarship disbursements ar~ounting to $427,950 
could not be traced to supporting documentation. 

Our consideration of the internal control structure would not necessarily disclose all 
matters in the internal control structure that might be material weaknesses under 
standards established by the American Institute of Certified Public Accountants. A 
material weakness is a condition in which the design or operation of the specific 
internal control structure elements does not reduce to a relatively low level, the risk 
that errors or irregularities in amounts that would be material in relation to the Fund 
Accountability Statement being audited may occur and not be detected within a timely 
period by employees in the normal course of performing their assigned functions. We 
consider the reportable condition referred to above to be a material weakness as defined 
above. 

However, we also noted other matters involving the internal control structure and its 
operation that we have reported to management of South African Institute of Race 
Relations in the findings attached to this report. 

Financial information contained in this report may be privileged. The restrictions of, 
18 USC, 1905 should be considered before any information is released to the public. 
This report is intended solely for the information.of South African Institute of Race 
Relations and the Agency for International Development but this is not intended to limit 
the distribution of this report as a matter of public record. 

COOPERS THERON DU TO1T 
17 August 1992 Chartered Accountants (S.A.) 

http:information.of
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3.2 Findings and recommendations 

Internal Control Structure 

3.2.1 Finding onminutes of selection committee meetings 

On discussion with South African Institute of Race Relations management it was 
determined that the minutes of selection committee meetings do not detail the 
individual students to whom bursaries have been awarded. In addition, no list 
of these students selected was available which meant that the "bona fide" nature 
of students had to be assessed with reference to University correspondence, 
bursary acceptance documentation on completeness of bursary, acceptance 
documentation and other sundry correspondence. 

Recommendation No. 8 

Either the minutes of selection committee meetings should detail the individual 
students selected or a separate list of these students should be prepared and 
authorized by management to ensure that there is a control list of authorized 
bursary students for any applicable period. This control list can then be used 
to ensure that disbursements are only made to valid bursars. 

Auditee comments 

In future the computer list of approved bursaries will form part of the minutes. 

USAID/South Africa comments 

Accepted. 

Auditors' rsnse
 

Accepted. 

3.2.2 Finding on management review of reconciliations 

Bank reconciliations and reconciliations between cash book and bursary
department expenses are performed on a monthly basis. There is however, no 
evidence of management review and approval of these reconciliations or 
agreement to the general ledger. This is highlighted by an error in the general
ledger bank account balance at 31 July 1991 that~was only cleared in December 
1991. Had the bank reconciliation been properly completed, agreed to the 
general ledger and authorized by management, this error would have been 
picked up in the month of occurrence. 

Problems with the bank reconciliation not being properly completed were 
experienced between April 1988 and March 1989. Two different reconciliations 
had been prepared for some of the months (of which only one was correct)
while other months had only one, incorrect bank reconciliation. 
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Recommendation No.9
 

Management should review reconciliations and sign them as evidence of the
 
review.
 

Auditee comments
 

Agreed.
 

USAID/South Africa comments 

Accepted. 

Auditors' resoonse 

Accepted. 

3.2.3 	 Finding on tests performed on paid checks 

The only area of the tests performed on paid checks that produced exceptions 
was in regard to endorsement 
parties out of the 550 selected. 
and were properly authorized. 
bursary students do not have 

of checks. 8 checks were endorsed to third 
All the checks were stamped "not-negotiable" 
The auditec has explained that on occasion 

bank accounts and are therefore required to 
negotiate the checks or sometimes request bearer checks. 

The details of these endorsements are listed below: 

Amount (S) 


581 390,00 
743 312,00 

1276 	 488,00 
1314 439,00 
1347 1,684,00 
1997 234,00 
1988 39,00 
2060 342,00 

3,928,00 

R 

J Mothiba 
M Melaphi 

T Mngomezulu 
C T Kondia 
H Mthabela 
I P Gila 
F T Mokoena 
J S Mkhwane 

Endorsee
 

C Mothiba 
Afro Shopping Construction 
Enterprises (Proprietary) 
Limited 
Khanya College 
P Kondia 
P F Magagula 
Adams & Griggs Bookshop 
Adams & Griggs Bookshop 
Checkers (Umlazi) 

Recommendation No. 10 

We make no recommendation in the circumstances. 
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4 COMPLIANCE WITH AGREEMENT TERMS AND APPLICABLE LAWS AND 

REGULATIONS 

4.1 Independent Auditor's Report on Compliance 

We have audited the Fund Accountability Statement of the South African Institute of 
Race Relations Co-operative and Grant Agreements under USAID/South African 
Bursaries Project No. 674-0230 for the period September 1985 to 31 July 1991 and 
have issued our report thereon dated 17 August 1992. 

We conducted our audit in accordance with generally accepted auditing standards and 
the Government Auditing Standards (1988 Revision) issued by the Comptroller General 
of the United States. Those standards require that we plan and perform the audit to 
obtain reasonable assurance whether the Fund Accountability Statement is free of 
material misstatement. 

Compliance with laws, regulations, contracts, grants and binding policies and 
procedures applicable to South African Bursaries Project is the responsibility of South 
African Institute of Race Relations management. As part of obtaining reasonable 
assurance about whether the Fund Accountability Statement is free of material 
misstatement, we performed tests of South African Institute of Race Relations 
compliance with certain provisions of laws, regulations, contracts, grants and binding
policies and procedures. However, our objective was not to provide an opinion on 
overall compliance with such provisions. 

Material instances of non-compliance are failures to follow requirements, or violations 
of prohibitions, contained in statutes, regulations;, contracts, or grants that-cause us to 
conclude that the aggregation of the misstatements resulting from those failures or 
violations is material to the Fund Accountability Statement. The results of our tests 
of compliance disclosed the following material instances of non-compliance. 

Material instances of non-compliance were documentation and records required by the 
program guidelines not being available or up to date. 

We considered these material instances of non-compliance in forming our opinion on 
whether the Fund Accountability Statement ispresented fairly, in all material respects, 
in conformity with the basis of accounting describedin the Independent Auditors' 
Reporton the Fund Accountability Statement and this report does not affect our report 
on that Fund Accountability Statement. 
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Except as described above, the results of our tests of compliance indicate that, with 
respect to the items tested, South African Institute of Race Relations management 
complied inall material respects, with the provisions referred to in the third paragraph 
of this report, and with respect to items not tested, nothing came to our attention 
caused us to believe that South African Institute of Race Relations management had not 
complied, in all material respects, with those provisions. 

Financial information contained in this report may be privileged. The restrictions of 
18 USC 1905 should be considered before any information is released to the public. 
This report is intended solely for the information of South African Institute of Race 
Relations and the Agency for International Development but this is not intended to limit 
the distribution of this report as a matter of public record. 

COOPERS THERON DU TOIT 
17 August 1992 Chartered Accountants (S.A.) 
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4.2 Findings and recommendations 

Compliance with agreement terms and applicable laws and regulations 

4.2.1 Finding on completencss of bursarv accetance documentation in student files 

Many student files (83 students or 66 percent of sample) did not have bursary 
award acceptance forms and university registrations confirmation documents on 
file for one or more years. The students appear to be "bona fide" based on 
alternative procedures that were performed but the direct evidence of the "bona 
fide" nature of students was lacking in many cases. 

Recommendation No. 11 

We recommend that, in accordance with the terms of the Co-operative and 
Grant Agreement provisions, the grantee maintain books, records, documents 
and other evidence in accordance with the grantee's usual accounting 
procedures to sufficiently substantiate charges to the grant. 

The South African Institute of Race Relations should ensure that this provision 
is adequately complied with by ensuring that the student files contain sufficient 
appropriate documentary evidence of the validity of the students' bursary 
awards, bursary expenses and students' acceptance of bursary awards. 

Auditee comments 

See comments to Finding 2.4.3 

USA1D/South Africa commena 

See comments to Finding 2.4.3 

Auditors' resonse 

See comments to finding 2.4.3 

4.2.2 Findine on "bona fide" nature of students 

As discussed in Finding 3.2.1 regarding the minutes of selection committee 
meetings, the fact that no authorized listing of selected students is prepared 
meant that the "bona fide" nature of students had to be assessed with reference 
to University correspondence, bursary acceptance documentation and other 
sundry correspondence. 

In two cases (one in 1990 and another in 1991) out of a selection of 126 
students, no documentation or other evidence to support the validity of the 
students' selection and approval could be found on their files. Both of these 
exceptions were explained by reference to sundry documents but could not be 
verified by supporting documentation on the students' files - Exhibit 1. 
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Recommendation No. 12 

Documentation should be maintained on students' files or in the minutes of the 
selection committee to provide evidence that the students are "bona fide". 

Auditee comments 

See comments to Finding 3.2.1 

USAID/South Africa comments 

See comments to Finding 3.2.1' 

Auditors' resonse
 

See comments to Finding 3.2.1
 

4.2.3 Finding on students' receipt of bursaries from other sources 

In three cases (out of 126), students were permitted to retain funds from other 
bursary awards. This was due to the amounts being one-off awards for 
relatively small amounts (approximately $200; R500) - Exhibit 2. In terms of 
the provisions of the Co-operative and Grant Agreements, students receiving 
awards under the South African Bursaries Project are not permitted to received 
financial assistance from other sources. 

Recommendation No. 13 

South African Institute of Race Relations management should comply with these 
provisions by ensuring that students on the South African Bursaries Project 
receive funds solely from that fund. 

Auditee comments 

In the case of merit awards and minor amounts, these have been allowed. This 
will not be allowed in future. 

USAID/South Afica comments 

Accepted. 

Auditors' re nse 

Accepted. 
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4.2.4 	 Finding Qn records of Bursary Department administration expenditure for the 
years ended 31 March 19?6: 1987: 1988: 1989 

As part of our procedures to assess the accuracy of the 15 percent 
administration charge, we were required to review the records of Bursary 
Department administration and overhead expenses for the full period. We have 
examined the external auditors' certificates certifying total Bursary Department 
administration and overhead costs, for the above mentioned periods. In terms 
of the Co-operative and Grant Agreement piovisions, the grantee shall maintain 
books, records, documents and other evidence in accordance with the grantee's 
usual accounting procedures to sufficiently substantiate charges to the grant. 
This requirement includes the maintenance of detailed records to substantiate 
Bursary Department administration and overhead costs. We have relied on the 
certificate of the external auditors for these periods. 

Recommendations No. 14 

We recommend that the South African Institute of Race Relations should ensure 
that this provision is adequately complied with. 

AditN comments 

This has been complied with since January 1991. 

USAID/South Africa comments 

This is 	being followed up by USAID. 

Auditors' resgnse 

Accepted. 
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Exhibit 1 

5.1 Finding (4.2..) on "bona fide" nature of students 

As discussed in the above Finding, two cases out of 126 students were noted where no documentation 
or other evidence to support the validity of the student's selection and approval could be found in their 
student files, but where other documentation to verify their being valid students was found. 

The details of these two cases are discussed below: 

StudtnLigm Student No. Details o Clearance 
exception 

S J Kale 139/89 No documentation Per the list of 
regarding her 1990 USAID guaranteed 
bursary acceptance students for 1989, 
and/or University S J Kale is entered 
registration could as having 
be found on the graduated in 1989 
student's file. but to continue 

with the Higher 
Diploma in 
Education for 
1990. This would 
appear to indicate 
that the student 
was in fact a "bona 
fide" student in 
1990. 

J C Oliphant 114/87 No documentation Per 
regarding his 1991 correspondence in 
bursary acceptance the student's file, 
and/or University he graduated at the 
registration could end of the 1991 
be found on the academic year, 
student's file. which indicates 

that he was in fact 
a "bona fide" 
student in 1991. 
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Exhibit 2 

5.2 Finding (4.2.3) on students' receipt of bursaries from other sources
 

As indicated in the above Finding, three cases (out of 126 students) were noted where students
 
were permitted to retain funds from other bursary awards.
 

The details of these cases are given below:
 

Studenname StudntNo. Details of other bursary 
award rtined 

E D Geldenhuys 436/90 Studie trust - 1990 - $125,00 
Studie trust - 1991 - $195,00 

N Sonday 184/88 Department of Coloured Affairs -
1988 - $195,00 

M Mbebe 041/86 Roman Catholic Church 
- 1986 - $293,00 
- 1987 - $293,00 
- 1988 - $293,00 
- 1989 - $293,00 
- 1990 - $293,00 
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USAID/SOUTH AFRICA
 
FACSIMILE FORM
 

TO: SENT BY:D.ennis Wendel, PDO 

Mr. Derek Newbold PHONE: (27-12) 211-245 

COMPANY: FAX: 
coopers Theron DuToit (27-12) 323-6443 

FAX NUMBER 	 OFFICIAL: XX-
*011-834-4745 	 PERSONAL: 

NUMBER OF PAGES: 5 	 EXO APPROVAL IF MORE THAN 10 
PAGES 

KESSAQE September 28, 1992
 
Yr. Derek Newbold
 
Coopers Theron DuToit
 
Room 1066 Sixteenth loor
 
Johannesburg, 20001 

Dear Mr. Newbold: 

Ks. Dipolelo and myself recently discussed the SAIRR Audit
 
with Nssrs. Oppler and Venter of SkLT_. Attached is a copy of 
our discussion notes for your records. Mr. Gerald ensely
 
thought they would be of interest to you and asked that we FAX 
a copy for your records. Ws are working on the USAID Action 
points and will contact SAIRR next veek to review progress and
 
information from their reviev of the accounting records. We
 
are hopeful that we will be able to identify additional 
information which will support the disbursements noted in your 
audit report.
 

if you have any questions about the discussion notes, please
 
do not hesistate to contact Ms. Dipolelo or myself. 

Best regards.
 

Proje6t Development Officer 
USAD South Africa 

I 
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Memorandum for the Files: 

Date : September 23, 1992 

From : Dipolelo Nagatan., ERD and Dennis Wandel, PDO 

Subject : Discussion with South African Institute for Race 
'Relations Grant No. 672-0230-A-00-5002 concerning Non 
Federal Audit w/o date
 

On September 22, 1992, we met with Xssrs. Dennis Venter and Frank 
Oppler of the SARR, to review the findings and recommendations 
from subject audit. Xr. Dennis venter is Bursary Administrator and 
Mr. Frank Oppler the Chief Accountant in charge of financial 
management for SAIRR. In this meeting we reviewed each audit 
recommendation and developed a work plan to resolve open

recommendations requiring follow-up by SAIRR as described below. 

1. Over Charge of Administration Costs (2.4.1). 

The major element of this reported overcharge is the salary for the
student counsellor. The rest of the charges are rather small. 
Student counsellors are normally part of the overhead or
administrative fee charged for the bursaries administered by SAZRR.
However, USAID requested additional student counselling for 
bursarier funded by USAD and an additional counsellor was hired
specifically to improve the results and impact of USAID funded 
bursaries. SAR developed cost estimates for the additional 
student counsellor and submitted these estimates in their proposal
for funding by VSAWD. The student counsellor was clearly listed in
the proposal which was subsequently approved. 

According to SAR, an overhead audit was conducted on August 1992. 
This audit substantiated cost elements to be included in overhead 
and verified the overhead rate of 15%. SARR normally bills donors 
for audit fees and bank charges. 

Action Required by USAID: We should review the file to determine 
the exceptional basis for the additional student counselling
requested for USAID bursaries and our approval of this element.
Secondly, we should review the overhead audit that was conducted 
last year. If audit fees and bank charges are not part of the 
overhead calculation, then SAIRR's claim is substantiated. Third, 
we should review with FN the customary and normal overhead costs. 

2. Unsupported Expenses (2.4.3). 

The discussion focused on two points: 1) how to substantiate the 
unsupported costs of R1,014,348 and; 2) how to establish and 
formalize procedures that will establish a record trail 
(accountability) for future disbursements. 

1). SAIRR believes -hat records do in fact exists which
substantiates the R1 million in supported costs. The non federal 
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audit team did not take the time to seek out the documents that
would support the costs claimed. There are many diverse 
disbursement procedures for the large number of tertiary
institutions which the auditors did not want to sort out. SAIRM
will request the record of unsupported costs claimed by the audit 
team and review these costs with its accounts personnel. They are
confident that the costs will be supported. 

2). How to establish an accounting trail for very diverse 
disbursing arrangements that include payments directly to the
student, payments to universities and colleges, and partial
payments to both universities and students. SAIRR has indicated
that they recognize the problem and are determined to develop an 
accounting trail for these varied disbursements procedures. They
pointed out that their computer records identify each student by 
name. Also SAIRR has a disbursement registry for each student by
disbursement, the balance of the bursary award and the status of 
the student. See attachment sample of computer spreadsheet. In 
addition, there is a check register for students. 

Recording the disbursement basis for these costs is a challenge.
We reviewed a series of options that might serve as the 
disbursement support record. 

SAIR will propose a disbursement recording system to USAID to
begin for 1993 Bursarieg. They will also respond within a month
(by October 22, 1992) with information for the unsupported costs
identified by the audit, They vill keep us informed about the 
progress of their work.
 

3. Accountability and Records for R94,129 -for the Period 9/85-3/86 
(2.4.4 and 4.2.4) 

During this very early period when USAID bursary grant program was 
first begun, records and accountability systems were not thoroughly
developed. Records were kept of the early expenses but they were 
disaggregated, there was no separate accounting schedule for these 
costs. There are cash and other ledgers which might be of help in
reconstructing the records for the identified amounts and we 
discussed how we might extract this information from the cash and 
accounts ledgers. We concluded that the early employees in the 
accounts section will be of help in tracking down the records which
will support the disbursements. We may have to locate employees
who have since retired or left SAXRR and carry out a detailed
interview with them to locate disbursement records. Also a 
previous grant audit report may be of some help in substantiating
the costs. SAIRR will keep us informed on the progress they are 
making in accounting for the amounts identified. 

4. Interest (2.4.7).
 

SAIRR requested a letter explaining USAID's position on interest. 

USAID Action: Review current grant agreement and determine if a 



letter Is necessary to instruct SA3R
instructions.ine on current i 1terest
 

5. Endorse=ent of Checks (3.2.3).
 

SAERR'now stamps all checks "not transferable, account payee onlym.They also sUggest that USAID review its check payment proedures
USAID reimbursement payments are made payable to thegrtewithout stipulating the transferability and account payee onlylimitations. 'They are concerned that the raimburse~mnt checks
could also go astray.
 

USAID Action: 
Check with FN on check transferability limitations. 

6. Receipt of Bursarles from Other Sources (4.2.3).
 

After extensive discussions with Sk.IRR, we 
have concluded that the
amounts received from other bursary sources ar'i not significant.The other busarios referred to in the audit are awards forachievement and incentives for academic excellence, These are acritical element in the motivation of students, in the developmentof self esteem and the successful completion (and hence impact) ofthe bursary. Students should not be prohibited from seeking theserecognition awards because they 
are instrumental in promotingexcellence and performance of students. 
USA= Action: Recommend that achievement awards not be consideredbursary payments. Redefine a bursary as a payment intended forsupport and financial assistance to the student which is separate
from an award provided for academic excellence. Amounts of up to.500 should be allowable.
 

6. 'Other Recomcendations of the Audit Report. 
SAIRR aqrees with all other recommendation in the audit report. 
Comment: SAIRR has responded positively and professionally to theaudit findings and recommendations. They were helpful, cordial,and interested in finding solutions and addressing concerns raised
by th. auditors. 

sairri: disk3: 
drafted by: DWendel and DI4gatane 
cce.
 
Bill Duncan, PERD
 
Dave Evans,RD 
Gerald Hensley,CON
 
files: 673-0230
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