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Attached are five copies of a mission-contracted fmancial audit report of Zimbabwe Trust
Under Natural Resources Management Project No. 690-0251-13. The accounting finn of

.. Ernst &,Young, ~outhAfrica performed the audit•

.InDecember·198~,USAIDlZjmbabwe signed a grant agreement with Zimbab\ye Trust - a
Non-GovernmentaI9rganization-for $1,816,000 under theNatural Resources Management
Project No. 690-02S1-13. Additional furiding Was authorized to a total of $2,706,000 over
the Hfeof the project. The project. is scheduled to end in September 1994. The purpose
of the'.grant \\laS. to provide financial assistance to Zimbabwe Trust for community
deVelopment work in support of the project. 'The projeet's goal is to increase. income and

: enhance the capability to meet basic human needs through sustainable utilization and
consemtion of natural ecosystems. The audit· covered expenditures totalling S555,601 for

.:the period September 1989 through September 1991•



The objectives of the audit were to:

audit theauditee's Fund Accountability Statement and express an opinion dS 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 accor~ance with the grant agreement;

.
consider the auditee'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 the auditee's compliance with the terms of the grant agreement, 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.

1.1 ineligible costs or $116,947; and·

1.2 unsupported costs or $29,124.
,.0 .•,
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Recommendation No.2: We recommend that USAID/Zimbabwe obtain from
Zimbabwe Trust a correction of internal control structure procedures to ensure that:

2.1:' employment contracts are signed by employees;

2.2 adequate. review of quarterly claims are perfonned;

.2.3 documents are. retained. to support transactions;

2.4 adequate Bulawayo bank reconciliations are done; and

2.5 financial records are properly safeguarded.

We consider Recommendation Nos. l' and 2 unresolved. Recommendation No. 1 will be
resolved upon receipt of a final. determination of the allowability of the questioned costs.
RecommendationNo. 2 will be resolved upon receipt of a plan for corrective action. Please
respond to this report within 30 4aysindicatingaetions planned or already taken'to
implc:ment the recommendations..

Thankyou for the cooperation extended'to'Ernst & Young and Regional Inspector General
'for Audit representatives during the audit•

. Attachments: als;

,.'.....
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1. !NTRODUCTION

1.1 BACKGROUND'

On December 5, 1989 USAID/Zimbabwe signed a grant agreement with
Zimbabwe Trust totall ing USS1,815,000 under the Natural Resources
Management Project No. 690-0251-13. This amount represented the
obligated amount at the time of signing the agreement and was budgeted
to cover program expenditures for the period September 1989 through
September 1991. Further, the agreement· provided that additional funds
will be obligated by AID up to a total estimated umount of USS2,706,000
over the life of the project funding period September 15, 1989 through
Septem~er 15, 1994.

The purpose of the USAID/Zimbabwe grant was to provide financial
assistance to Zimbabwe Trust for community development work in support
of the Zimbabwe Component of the Natural Resources Management (NRM)
Project. Zimbabwe Trust ~as established in the United Kingdom in 1980,
upon attainment of Zimbabwe's independence. It is a registered charity
in the United Kingdom and a registered welfare organization in
Zimbabwe. It is also registered with AID/Washington as an overseas NGO.
The Nat~ral Resources Management project consists of assistance, within
the framework of the Southern African Development Coordination
Conference (SADCC), to facil itate regional cooperation among
participating SADCC member states in managing and protecting the
natural resource base of the SADCC region for purposes of sustainable
social and economic development as well as protection of ecological
diversity and to uisseminate knowledge of community management of
wildlife resources among SADCC member states. The goal of the Project
is to increase income and enhance capabi 1ity to meet human needs
through sustainable utilization and conservation of natural ecosystems.
The other SADCC member states in which the NRM Project is being
implemented are Zambia and Botswana and the project will also involve
the SADCe Sector Coordinating Unit for Forestry, Fisheries and Wildlife
in Malawi. . . .

USAID/Zimbabwe is the sole grantor to Zimbabwe Trust for the Zimbabwe
component of the NRM Project. Zimbabwe Trust is managed by a Board of
Trustees which has its heaQ office in London. It has two offices in
Zimbabwe, one in Harare (main office) and one in Bulawayo (sub office).
The original accounting records are located in Harare and Bulawayo,
Zimbabwe. Zimbabwe Trust is managing the Institutional and Community
Development Component of the .project in Binga, Plumtree, Hwange and
Tsholotsho districts. As such, expenses are incurred in these areas.
Approval and payment of expenses rests with Zimbabwe Trust's Harare and
Bulawayo offices.

-1-
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1.2 AUDIT.OBJECTIVES AND SCOPE

Ernst & Xoung was contracted under Indefinite Quantity Contract,
645 000-1-00-1051-00 to perform a mission contracted financial audit of
the Zimbabwe Trust under NRM Project in accordance with generally
accepted auditing standard and .the U.S. Comptroller General's
Government Auditing Standards (1988 Revision). The principal objective
was to determine whether the costs claimed by the auditee are
adequately supported in accordance with the Grant Agreement and are
allowable, allowable and reasonable.

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;

consider the auditee'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 the auditee's compliance with the terms of the
contract/grant agreement, as part of obtaining reasonable
assura"ce account whether the Fund Accountability Statement is
free of materi a1 mi sstatement and report on any ident i fi ed
material instances of noncompliance.

The audit report should analyze problem areas in need of improvement
and propose recommendations.

,

Ernst & Young was also requested to audit the actual overhead rate
applicable to the grant for the Trust's financial years (Grant
inception to May 31, 1990 and May 31, 1991) and establish a provisional
overhead rate to be used from June 1, 1991 to the end of the Grant

The peri od covered by the audit was from September 15, 1989 to
September 30, 1991.

Due to Mission concerns, Ernst &Young was asked to review

High vehicle maintenance r.osts on new vehicies for which spare
parts were provided,..by ·USAID

Abnormal fluctuations in salary costs
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Office and staff accommodation Ci' .·ents

Priyate use of USAID vehicles

Field allowances and lack of supporting documentation

Financing of ineligible costs (eg teas and refreshments and
Bulawayo administrative costs)

Consulting fees paid to DNPWLM employees

Interest income on bank accounts

Nepotism

Foreign currency gains

1.3 AUDIT METHODOLOGY

Ernst &Young conducted an initial survay of the accounting records and
internal control systems from November 27, to November 29, 1991 and
found the control environment to have the characteristics of a small
business with "owner/ manager" control being performed by the Campfire
Manager. In addition the volume of transactions was low and it was
decided to adopt a substantive approach, covering 85% of expenditure,
to obtain the most effective and efficient audit.

The principal audit steps performed included :

An examination of the terms and conditions of the Grant
Agreement with Zimbabwe Trust, applicable standard provisions
and regulations and other project documentation as deemed
necessary to gain a knowledge and understanding of the (a) goals
and objectives of the project and grant, (b) activities being
financed by USAID, (c) types of costs, (d) financial procedures
and requirements and (e) results of completed financing reviews.

An examination of the auditee's internal control structure and
capability to properly identify and account for expenditures in
accordance with SAS 55. However, this was limited due to th~
substantive nature of our audit approach, mentioned above .

•0°
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A detailed test of payments and costs submitted to or in the
process of submission to USAID, presented in the F~nd

Accountability Statement. This test included an examination of
o~iginal supporting docu~Jntation to determine whether the
amount was allowable, questioned or unsupported. Reference was
made to the terms of the Grant Agreement, Standard Provisions
and OMB Circular A-I22 (Cost Principle~ for Non-profit
Organizations) and other relevant documents.

Reconcil iat i on of claims submitted to USAID to determi ne if the
financial submissions were accurata and supported by the
accounting records.

Reconciliation of c'laims submitted to USAID to MACS reports
supplied by USAID.

Examined bank accounts and reconciliation procedures to
determine that they are reconciled on a timely basis and that
transactions are appropriate.

Audit procedures to evaluate the auditee's compliance with the
Grant agreement and applicable laws and regulation.

Detailed analyt~cal revif.ws were performed on the major costs
claimed and variances were examined and vouched to original
documentation to identify costs as allowable, questioned or
unsupported.

Reviewed mission correspondence to auditee querying fluctuations
in costs. Fluctuations were vouched to supporting documentation
and classified as allowable, questioned or unsupported.

1.3.1 SCOPE LIMITATION OF NON-COMPLIANCE WITH GOVERNMENT AUDITING
STANDARDS ON EXTERNAL QUALITY CONTROL REVIEW

We have not complied with the Government Auditing Standards,
General Standard, requiring our participation in an external
Quality Control Review Program. In Southern ,Africa the auditor
has a responsibility to comply with local generally accepted
auditing statements, ,and he, as auditor, is subject to
discipline bj the appropriate professional bodies. These include
general statements on quality control. Representatives of other
practice areas participate in inter-office reviews.



S29 124
",

For a detailed explanation of questioned and unsupported costs,
see Exhibit 1 and notes thereto. The Fund Accountability
Statement is presented in section 2.

7 528

50 107

25 603

7 810

12 879

11 466

9 364

$116 947
••••••••

__I

- Claiming of indirect management costs when the
Grant did not providl~ for a negotiated overhead
ratE!

- Administrative costs I')f Bulawayo office staff
(for' a detailed explanation see section 6.2.6)

- Expenditure greater than bUdget for operating
costs

- Vehicle maintenance costs on Trust vehicles
used on NRM project prior to receiving USAID
vehicles are unallowable

- Local air travel incurred in the planning and
desi!1n phase of the NRM project

- All other costs

A summary of unsupported cos:ts is as follows :

Indirect management costs claimed in excess
of gener'a1 1edger amounts

- Relocation costs in exces~ of actual expenses
incurred in relocating an employee 5 280

- Depreciatfon claimed but not reflected in
g~neral ledger and r~presents a notional
cests (see section 6.2.1) 9 654

- All other costs 6 380

1. 4 BRIEF SUMMARY OF AUD IT RESUill

1.4 •.i FUND ACCOUNTABILITY STATEMENT

Ou~ audit tests revealed that of the 5555 601, in total costs
claimed by the Trust $116 947 were questioned costs and S29 124
were unsupported cost:i. A summary of questioned costs is asfoll ow:s :

-
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1.4.2. INTERNAL CONTROL STRUCTURE

Our evaluation of the internal control structure identified
certain reportable weaknesses which are described in the
independent Auditor's Report. (See section 3). These include
improvements in :

Review of fluctuations on quarterly claims submitted to
USAIO

Cheque requisitions for all payments

Review and approval of expenditure return sheets

Retention of documentation to support transactions

Uns igned contracts of I;:mp1oyment

Revie~ of Bulawayo bank reconciliations

Safeguarding of financial records

1.4.3 COMPLIANCE WITH ~~ANT AGREEMENT AND RELAJED PROVISIONS

Our evaluation of Zimbabwe Trust' compliance with the Grant
Agreement and related provision identified certain instances of
immaterial non-compliance which are summarised below:

Claiming of management overheads when the grant officer had
indicated that these were unallowable costs in terms of the
authority bestowed in Aid Handbook 13 page 40-1 paragraph
1(a).

Non-compliance with the standard provisions on payment ­
periodic advance, regarding maintenance of bank accpunts
solely for USAID funds and not commingling USAID funds with
other funds. .

We did not consider the commingl ing of USAIO funds with
other funds to be an instance of material non-compliance.
The commingling of funds did not cause us to conclude that
the aggregation of misstatements,' resulting from the
commingling, ~as~material to the Fund Accountability
Statement.
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We have recommended that the Trust convert to the Payment­
Cost Reimbursement method to avoid the commingling of funds
or to request USAIO's assistant in establishing a second
non-resident account solely for the NRM project.

Not obtaining written approval from USAIO for international
air travel as required in the standard provision on air
travel and transportation.

Claims in excess of amounts recorded in the general ledger.

Claiming of depreciation for Trust vehicles used on the NRM
project, prior to receiving USAIO vehicles. The Grant only
covers reimbursements of actual costs incurred and not
notional costs, such as depreciation.

Claiming amounts with no supporting documentation as
required by the Grant Agreement (example field allowances
indirect management costs)

Salaries paid to employees paid in excess of the1r
employment contracts.

No interest was earned, on advances from USAIO deposited in
the Trust's non-resident bank account. This was confirmed
by the Trust's Bankers.

Certain ZS foreign exchange gains arose due to timing
differences between thp. dates on whi ch expenditure were
incurred and USAIO reimbursements and advances. These gains
do not affect our report because it is denominated in
USS's. These gains would have been realised gains if the
Trust had received all its project funding from USAIO in
advance.

This was not the case with most of the project costs being
financed by the Trust and subsequently being reimbursed by
USAIO. Therefore the Trust would incur ZSx expenditure on
a date which would equate to USSx on the date incurred.
When the Trust was reimbursed for USSx they received ZSy
resulting in ~'notional foreign exchange gain.

For a detailed explanation see section 4 and Exhibit 1.

-7-
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1.4.4 PROVISIONAL OVERHEAD RATE

The del ivery order required Ernst & Young to audit the actual
overhead rate applicable to the grant for the Trusts's financial
year's (Grant inception to May 31, 1990 and May 31, 1991) and
establish a provisional overhead rate to be used from June 1,
1991 to the end of the Grant.

This aspect of the delivery order has not been performed for the
following reasons:

The del ivery order stated that "an indirect cost rate
schedule will be prepared by Zimbabwe Trust for the fiscal
years ended May 31, 1990 and May 31, 1991. The Trust had
not prepared this schedule at the time of our audit.

Secondly the Trust indicated that they intended including
overheads relating to their london office. This was not
gi ven to us and therefore we were not ina pas it ion to
audit these costs.

We have recommended, in section 4.2.1, that the Trust
should prepare the necessary schedules on the indi rect
costs to be audited at a subsequent date.

1.4.5 FINANCIAL MANAGEMENT CAPABILITIES

Our review of the financial management capabilities of project
personnel indicated that they are capable and competent to manage
and account for USAIO funds. (See section 5) •

1.4.6 MISSION CONCERNS

Mission concerns raised in our delivery order have been addressed
and items that were questioned or unsupported are fully
documented in Exhibit 1. (See section 6).

'1.5 SUMMARY 'OF ZIMBABWE TRUST COMMENTS

1.1 With reference to your comment that the original ac~ounting
records are held in Bulawayo and Harare, it should be noted that
your report applies only to those costs which have been paid in
Zimbabwe. Several other costs relating to the NRM Project arise
in the UK and in the USA where the original documentation for
these expanses is ~eld .. We acknowledge, however, that publ ic
service information" costs arising at the USA office are not
allowance as indirect costs to the NRM Project (as per AID
Handbook 13 page 40-2).

-8-
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1.2 We are pleased to note that the scope for the audit ordered by
.the Grantor includes the actual overhead rate for the audit
peripd and that it is the intention of the Grantor to negotiate
and agree a provisional rate for the period to the end of the
grant which shall include an appropriate allowance for UK costs
incurred on the NRM project. In this regard, the Grantee has sent
a copy of the last audited financial statement to the Grantor.

We submit respectfully that this independent audit of the
Grantee's organi sat ion should have been conducted duri ng the
Grantee's normal annual audit and not at the time it was actually
carried out (see AID Handbook 13 Page No. 40-2 para 2b). Under
the terms of the Agreement it would appear that this audit should
have taken place only after a review of the audit report, which,
to the best of our knowl edge, has not yet been conducted.
However, we fully acknowledge that the Grantee willingly complied
with the Grantor's request to conduct this audit and that such
compliance constitutes a variation of the terms of the Agreement.

1.3 We have not yet received a copy of the MACS reports referred to
in this paragraph which was requested in our last communication ­
are these reports available to the Grantee? .

You will be interested to note that the date is missing in the
second line of th is paragraph - it issign i fi cant in that it
appears, as the paragraph stands, as though the report covers
only a two day period!

1.4.1 We note that the results of the audit of the Fund Accountability
State~ent detail $116,947 of questioned costs, and $29,124
unsup:Jorted costs. Apart from the obvi o~s relevance of the
observations above concerning questioned costs in the context of
OMS Circular A-122, these are de1lt with at length below.

1.4.2 The rep~rtable weaknesses identified in the evaluation of the
internal control structure are noted and are accepted as a
construct ive crHicism of the Grantee's fi nanc i a1 report ing
procedures for management and control. These crHicisms have
resulted in changes to Trust procedures (i n respect of its
financial control and project reporting on all projects, not
only those of the Grantor).

1.4.3 We are most concerned to note that the auditor's nevaluat~on of
the Trust's compl i ance wi th the Grant Agreement and rel ated
provision identified a material instance ,of non-complianc.
relating to claiming management overheads, which were not
provided for in the Grant". .

-9-
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The Grantee finds it necessary to place on record that it cannot
concur with the auditor's allegation that it "identified a
mat~rial instance of non-compliance relating to the claiming of
management overheads". The Grantee diligently complies with all
terms of any agreement to which it is a party, and cannot allow
the good name it has earned over the past 12 years to be
tarnished by allegations that it believes ar~ groundless. The
Grantee is obliged to take this matter most seriously bacause,
inter alia, it could provide grounds for termination and
suspens ion of the NRM Project in terms of page 4D-2b of
Attachment 3 of the Agreement. The Grantee has sought 1ega1
advice on the matter, and this advice confirms our opinion that
the legal basis for the Auditor's allegation is, at best,
questionable. The terms and conditions of the Grant Agreement
provide no fair and reasonable basis to support the contention
that a nmaterial instance of non-compl iance relating to the
claiming of management overheads II has taken place.

We refer you to page 5, para 2 of Attachment 2 - "Program
Description" which states that "Funding is eslso provided for
technical support for the development of land-use plans,
including procurement of aerial photographs, maps, transport and
other inputs." Moreover, para 2.1.2. stipulates that there will
be ,"at least 2 full-time Project Managers" ... who will
"facilitate the planning decision-making processes," while the
next paragraph states that "when additional expertise is
rsquired, the project manager will locate and hire non-local
short-term assistance." Para 4 on page 5 states that "Funds are
provided for Zimtrust project staff ..... This staff will be
provided with vehicl~s, radios and housing in the districts ..••
The proposed housing will also ,act ~s accommodations for
visiting Harare-based project staff from Zimtrust and CASS."

We submit that it is only reasonable to conclude from the above
that· the Program Description clearly anticipated that the,
Grantee's staff would be provided with vehicles, and also the
need to hire non-local short-term assistance, thereby allowing
bo~h part-time and/or full-time management inputs from Harare
(or elsewhere) and further, that provision was expressly made
for visits from "Harare-based project staff from Zimbabwe
Trust," for which accommodation was to be provided.

Page 8, para 2.1.4 states "Zimbabwe Trust ~ill provide training
to local institutions in the necessary skills for planning and
implementing project activities.
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Zimbabwe Trust staff will coordinate with other institutions
........ Training will be conducted through several mechanisms,

inc,luding informal discussions, presentations, workshops,
seminars, conferences and field trips, among other activities."
Page 14, para 1, Zimtrust's responsibilities under this
agreement states explicitly that Zimtrust will be responsible
for "providing advice on management, conducting training and
assisting in administration" ••.•.. prOViding "the professional
human resource input's necessary to establ ish, monitor, and
operate the project .... Work will be carried out under the,
direction of the Director of the Trust, the General Secretary
and the CAMPFIRE Programme Director .... Funds are prOVided for
Zimtrust project staff •.... Staff will be provided with
necessary logistical support and facilities consistent flith
Zimtrust personn~l policies".

An understanding of the primary objective of developing 10~~1
inst itut iona1 capacity through adapt ive management, and the
thousands of training days this entails, ineVitably leads to an
appreciation of the man-power needs for mounting such training.
There is no reasonable basis for the Auditors to assert that
this man-power input is to be supplied without recourse to the
mana'gement capacity of the Grantee. The references in the
preceding paragraph emphasise the Grantee's management inputs
which have been properly supplied to the project at cost, and
inevitably, must comprise an overhead charge. Such charge is
consistent with the Trust's accounting policies on all other
projects/programs. We find no basis under the terms and
conditions of Attachment 3 to assert that these overhead charges
cannot be defined as reasonable, allocable and allowable and
therefore should not be defined as questioned costs under the
Agreement.

It may be appropriate to draw attention to the fact that the
original .plan and project bUdget, as detailed, was developed
with a view to implementing the project in only two Districts.

The Trust was persuaded, subsequently, to extend the scope of
its implementation to include an additional two Districts. This
significant amendment to the scope of the project was made, just
prior to the formalization of the Agreement, resulting in a
considerable increase in the geographic extent of the project
without any alterat ion to either personne1 or budget
requirements. The Grantae was in ~. position to agree such
changes because it'believed that it had sufficient budget to
procure the necessary management capacity, and should this have
proved not to be the case, arrangements existed for it to apply
for an increase in the amounts budgeted.

-11-
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Thi s change in the scope of the project is evidenced by the
reference on page 7 of the Program Description which anticipates
that the "facilitator for women's activities" will work in the
l(tW.O target communal lands."

At the time of signing the Agreement, and on subsequent
occasions, the Grantee was informed that any justifiable
increases in budgets or personnel could be agreed between the
Grantee and Grantor as and when the need became apparent, and
this would be encompassed in a Revision of the Financial Plans.
The eleventh hour extension in the scope of the project explains
the addition to the initial staff requirement for the management
of the project (ie. more than at least two full-time project
managers), as well as additional management requirements in the
form of a substantially increased Zimtrust management
involvement. It should be noted that the speed at which training
and other inputs are supplied to communities should be
determined by the communities themselves and not be the Grantor.
There is no point in supplying inputs unless the communities,
after establishing consensus amongst themselves, determine the
basi s upon which any such inputs are to be suppl ied and the
evolving institution bUilding process dictates the extent and
pace at which such inputs are del ivered. Thi s process has
effectively determined additional requirements which have been
discussed with USAID personnel. This is not disputed by USAID
and, in terms of the Agreement, any such changes may be viewed
formally as variations under the Agreement. We draw your
attention to AID Handbook 13, page 4D-2A para 4 (b) which states
that "The Grantee shall immediately request approval from the
grant officer when there is reason to believe that within the
next 30 calendar days a revision of the approved grant budget

, will be necessary." However, as there is no formal requirement
for the Grantee to present such a request in writing, and as no
"costs in excess of the amount obligated under the grant" have
been incurred, there is no requirement for the grant officer to
notify approval in writing (para 4 [cl).

The Fund Accountability Statement in 1.4.1 and the evaluation in
1.4.3 identifies "a material instance of non-compliance relating
to claiming management overheads." We dispute this on the
grounds detailed in the relevant sections above. Moreover, even
though we were not obliged, under the terms of the Agreement. to
obtain prior approval in writing, we draw attention to a letter
from our Financial Manager dated the 26th January 1991, which
was written folloWing discussions on this'matter and requested
the Grantor's prior,approval of indirect management and overhead
costs.
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The Grantor's response of 22nd February 1991 states that these
costs can be allowed, provided that such expenditures are
verifiable and distinguishable as costs incurred in carrying out
th~ grant and subject to the availability of funds. As these
conditions are met, the Grantee's overhead costs audited, a rate
for such overheads established, and financial claims, which
included these overheads, were paid, the Grantee proceeded on
the reasonable assumption that this was acceptable to the
Grantor. In the 1ight of such tacit acceptance, we find the
charge of non-compliance with the Grant Agreement wholly
unacceptaiJle.

Some confusion has arisen, in the offices of both the Grantor
and Grantee, concerning the overhead claims of the Trust. In
this regard, the Trust has claimed only a portion of its actual
overheads incurred on the project, and only those relating to
the Zimbabwe offices, not those of the UK and USA offices. The
status of any UK and USA claims, as the Grantee understood it,
is one of the purposes of the non-federal audit.

The allegation of non-compliance is a most serious matter, and
we are obl iged to treat it as such. At a recent meeting of
representatives of the auditors, the Grantor and the Grantee in
Johannesburg, the matter of overheads was discussed at length,
and the parties agreed that this could be settled amicably
through negotiation, particularly as the Grantor accepted the
principle of financing the Grantee's overheads for the project.
In this regard, the Grantee would like to record its
appreciation of the spirit of mutual co-operation that exists
between the two parties, and to record that it is the Grantee's
intention to continue in this manner. Tha spirit of amicable
co-operation which exists between the two parties
notwithstanding, the Grantee cannot allow such unqualified
assertions to stand on record when it is convinced that grounds
for such assertions do not in fact exist. The im~ortance of this

. written submission to your fourth draft report, therefore is to
inform you that we seriously contest the legal basis for your
opinion, and ask you to reconsider. For your information, we
enclose a letter from the Trust's lawyers which formally records
the basis upon which we ~hallenge your allegations.

Other allegations of non-compliance, which were not considered
material, are also challenged. These are dealt with in the
appropriate paragraphs below, where theY'are reported in some
detail.
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In order to minimise the disruptions and extra work load caused
by additional audits we request that, in future, the Grantor
'adheres to the terms of AID Handbook 13, page 40-2 item 2(b) so
tha,t should an independent audit be required, such aurlit is
conducted during the Grantee's normal annual audit. In this
regard we take the opportunity to pl ace on record that the
Grantee's annual audit for the year ended 31st of May 1992 is
due to commence shortly. As far as any UK audit is concerned, it
would be appropriate for the Grantor to obtain confirmation and
just ifi cat ion of costs from Arthur Andersen & Co. in the UK
rather than require original documents to be forwarded to
Auditors either in South Africa or elsewhere. We propose this
because we are obliged, under the terms of Grant Agreements with
other Governmental agencies, to retain original documentation
for inspection.

1.4.5 We are pleased to note the Auditors' conclusion that the Trust
is "capabl e and competent to manage and account for USAID
funds. II

1.4.6 The Mission concerns raised and documented in this report are
noted and dealt with in the appropriate sections below.

1.6 SUMI~ARY OF USAI~/ZIMBABWE TRUST

nUSJ\ID concurs in all the audit findings and has requested Zimtrust to
makl! the necessary corrections Ot' .adjustments to their accounting
records and management systems based on the audit report. It should be
noted in the report, however, that USAID took exception to the Trust
billing overhead type costs for two reasons:

1.6.1 The grant did not provide for overhead and therefore such costs
could not be charged to the grant and;

1.6.2 The grantee had, during the project design phase, indicated they
would absorb such costs.

In fact, the original basis for the audit was to establish an overhead
rate which could be approved and included in a future grant amendment.

The audit has focused on the need for USAID, as well as Zimtrust, to
improve their monitoring and management systems and. better define each
parties' roles and responsibilities via a grant amendment" .

.... .'
Than k you for the time and effort devoted to comp1et ing th is audit
report. We look forward to receiving the final report from RIG/Nairobi.
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. 2.2 FUND ACCOUNTABILITY STATEMENT FOR THE PERIOD
SEPTEMBER 15, 1989 THROUGII SEPTEMBER 3D, 1991

-.:-

BUDGET ACTUAL ClAIMED ACCEPTED QUESTIONED UNSUPPORTED NOTES

TOTAL REVENUE US$ 1 816 000 580. 982 580 982 1

EXPENDITURES 1. '.

Project Management 255 000 268 882 271 388 178 024 80 473 12 891 Exhibit 1
Operating costs 126 000 171 646 177 410 126 000 36 474 14 936 Exhibit 1
Service 85 000 16 104 16 104 16 104 - -
Small Enterprise Development 120 000 194 194 194 - - Exhibit I
Wildlife Translation 30 000 - - - - -
District Council Inputs 1 200 000 85 481 86 778 85 481 - 1 297 Exhibit I
Capital Costs - 3 727 3 727 3 727 - - 2

TOTAL EXPENDITURE US$ I 816 000 546 034 555 601 409 530 116 947 29 124

\

"00
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2.3 NOTES TO THE FUND ACCOUNTABILITY STATEMENT

1. BASIS OF ACCOUNTING

The basis for the statement is the general ledger prepared by
Zimbabwe Trust which records expenditure and income in
accordance with generally accepted accounting principles on the
historical cost basis.

All amounts are shown in United States of America Dollars (US$).
Revenue comprises the receipts from the quarterly claims
submitted to USAID to August 1991 and an advance of USS 15 000
on September 26, 1991.

"Actual" expenditure in US$ was arrived at by converting the
Zimbabwe Dollars (ZS) reflected in the general ledger at the
average exchange rate used on each quarterly claim submitted to
USAID. Expenditure in September 1991 was converted to US$ at, US
SI • ZS 3.867, the exchange rate on September 26, 1991 when
USAID advanced USS 75 000 to the Trust.

"Claimed" expenditure in USS was arrived at by aggregating the
costs per claims submitted to USAID plus costs incurred in
September 1991 per the general ledger converte~ to US$ at USS 1
• ZS 3.867 the exchange rate on September 26, 1992 when U~AID
advanced USS 75 000 to the 1rust.

2. CAPITAL COSTS

Capital costs represent the cost of Citizen Band Radios
purchased for NRM project vehicles, supplied by USAID.

2.4 SAMPLE SELECTION AND AUDIT COVERAGE

As mentioned in our report on compliance the Trust has commingled USAID
funds with other project funds and pays certain costs from a general
Trust bank account which are allocated to the various projects
undertaken. Consequently our audit approach could not be restricted to
se1ect ing payments greater· that a pre-determi ned amount to obtain
sufficient audit coverage because certain costs are the result of
payments from non-NRM project designated bank accounts.

Our approach therefore encompassed selecting 130 payments from three
NRM project designated bank accounts. In addition detailed analytical
reviews were performed on the major costs categories and variances were
examined and vouched to oi:'iginal documentation to identify costs as
allowable, questioned or unsupported.



"Costs claimed" comprise the quarterly claims and include costs
incurred in September 1991 to be claimed in the quarter ended November
1991.

The sample profile was as foll ows

Costs Claimed Sample Selected Coverage Not reviewed

ZS 1 514 659 1 290 839 85% 223 820

Original
Documents 326 045 55%

Corrobative
analytical review 464 794 30%

Our audit results are summarised as follows

Unsupported

75 574

29 124

82 121

55%

85%

30%

Questioned

3Q3 631

116 947

-20-

..'

Accepted

1 135 454

409 530

473 480

302 993

Costs Claimed

ZS 1 514 659

USS 555 601

US$ 555 601

Original
Documents

Corrobative
analytical review 170 487

2.5 SUMMARy AUDIT RESULTS

MISSION-CONTRACTED AUDIT OF ZIMBABWE TRUST
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$ 29 124

For a detailed expla~ation of questioned and
unsupported costs, see Exhibit 1 and notes.

7 528

7 810

5 280

9 364

50 107

25 603

12 879

11 466

$116 947
••••••••

local air travel incurred in the
planning and design phase of the NRM
project

All other costs

Five items account for the majority of the
questioned costs :

Claiming of indirect management costs
when the Grant did not provide for a
negotiated overhead rate

Administrative costs of Bulawayo
office staff (for a detailed
explanation see section G.2.G)

Expendi ture greater than budget for
operating costs

Vehicle maintenance costs on Trust
vehicles used on a NRM project prior
to receiving USAID vehicles are
unallowable

Depreciation claimed but not reflected
in general ledger and represents a
notional costs (see section 6.2.I) 9 654

All other costs 6 380

Three 1tems account for the majori ty of
unsupported costs :

Indirect management costs claimed in
excess of general ledger amounts

Relocation costs in excess of actual
expenses incurred in relocating an
emp10yee

MISSION-CONTRACTED AUDIT OF ZIMBABWE TRUST

ijNDER NATURAL RESOURCES MANAGEMENT

PROJECT NUMBER : 690-0251-13
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Recommendation No 1

Trust Comments

-22-

The first sentence in the third paragraph is ambiguous.
It is not clear whether the independent auditor has
conducted this audit in accordance "with generally
accepted auditing standards, issued by the Comptroller
General of the United States". Whichever interpretation is
inte~ded, we note that the audit has been conducted, and
the report produced to accord wi th Government Audi t ing
Standards, issued by the Comptroller General of the United
Statas. Thi s paragraph is repeated verbatim under the
-Internal Control Structure" in the third section on page
21 and under "Compliance with Agreement Terms and
Applicable Laws and Regulations" under the fourth section
on page 34. We draw attention to Aid Handbook 13 page 40-2
para 2 which states "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." We fail to comprehend
the relevance of conducting the audit in accordance with
Government Auditing Standards, issued by the Comptroller
General of the United States, and seek an explanation as
to how, and in what way, we are bound to its terms.

The "generally accepted auditing standards", irrespective
of their source, require that an independent Auditor
obtains "reasonable assurance about whether the Fund
Accountability Statement is free of material mis­
statement", and, in the light of our submission concerning
overheads as outl ined in the first section above, we
submit the Aud i tor is bound to report that the Fund
Accountabii ity Statement is, in fact, free of materi a1
mis-statement.

The notes to the Fund Accountability Statement cover only
those funds that have been expended directly by the Trust
in Zimbabwe and, accordingly, the statement excludes any
reference to the project's UK management overheads as well
as the significant number of capital items procured
directly by. the Grantor and debited to project
expenditure.

Th~ questioned costs of USS 116 947 and unsupported costs of
USS 29 124 should be reviewed and refunded to USAID/Zimbabwe as
appropriate.

2.1

2.3

MISSION-CONTRACTED ·AUDIT OF ZIMBABWE TRUST
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2.4 The Grantee challenges the claim that it has co-mingled
USAIO funds as reported in the Auditor's report on non­
compliance. As the Auditors are aware, following a meeting
on the 20th December 1989 between the Grantor and the
Grantee where the Grantee sought clarification on aspects
of the Agre~ment, the Grantor agreed to effect payments
under the Grant in US Dollars into the Grantee's non­
resident bank account.

Th is payment procedure, together with other mat ters agreed
at the meeting, was recorded in the Grantee's subsequent
letter of 27th December 1989 and acknowledged in writing
by the Grantor in terms of its letter of the 7th March
1990. No restriction was placed on how this bank account
was operated, and any commingling that arose as a result
did not constitute non-compliance with the Grant Agreement
and subsequent variations. As you may know, the Reserve
Bank is particularly circumspect regarding approval for
non-resident accounts for interna'i:.ional NGOs and only
approved the opening of such an account for the Grantee
following representations from the Ministry of Finance. We
know of no instance where an international NGO is
privileged to operate two non-resident accounts in
Zimbabwe.

2.5 The summary audit results' are dealt with in the
appropriate sections below. The Grantee acknowledges that
unsupported costs, amounting to S2 427.99, and questioned
cost of S14 824.08, the bulk of which were for local air
travel incurred in the planning and design phase of the
NRM project. The Grantee accepts that this SII 466 cost is

'unallowable under the agreement as the cost was i~cur.red

prior to 15th September 1989. Those costs which the
Grantee acknowledges to have claimed in error are listed
in the conclusion (para 6.3) below.

In the light of the above the Grantee cannot accept this
recommendation in its present form as it relates to both
questioned and unsupported costs which are disputed.

,.,



3.1 INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL STRUCTURE
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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
operation of policies and~procedures may deteriorate.

• T~leuho"t! (011) 496·1000
:-..JefJ.'1 101 1) 0198· I I 1l)
Doce'l 130

We have audited the Fund Accountabil i ty Statement of Zimbabwe Trust
under the Zimbabwe Component of the Natural Resources Management
Project No. 690-0251.13 for the period September 15, 1989 through
September 30, 1991 and have issued our report thereon dated
February 18, 1992.

We conducted our audit in accordance with generally accepted auditing
standards and Government Auditing Standards, 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 Zimbabwe Trust, we considered
its internal control structure in order to determine our auditing
procedures for the purpose of expressing our opinion on the Fund
Accountability Statement and not to prOVide assurance on the internal
control structure.

The management of Zimbabwe Trust is responsible for establishing and
maintaining an internal control structure. In fulfilling this
responsibility, estimates and jUdgements by management are required to
assess the expected benefits and related costs of internal control
structure pol icies 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
unauthorised use or disposition, and that transactions are executed in
accordance wi th management's authori zat ion and recorded properly to
permit the preparation of the Fund Accountability Statement in
accordance with the basis of accounting described in Note 1 to the Fund
Accountability Statement. Because of inherent limitations in any
internal control structure, errors or irregularities may never·theless
occur and not be detected.

UNDER NATURAL RESOURCES MANAGEMENT

PROJECT NUMBER ; 690-0251-13

3. INTERNAL CONT~OL STRUCTURE

• Ch.1ftered Accounto1nts ,SA)
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Procurement Policies

Control Environment

• Telephone (0111 498·1000
Teletax (0111498·1110
Docell 130

Accounting Systems and Control Procedures

Maintenance of Inventory System

Cash Disbursements and Bank Reconciliations

Management Philosophy and Operating Style

Organisational Structure

Methods of Assigning Authority and Responsibility

Management Contral Methods

Personnel Policies and Practices

For the purpose of this report, we have classified the significant
internal control structure policies and procedures as they relate to
the Natur~l Resources Management Project in the following categories:

For all of the internal control structure categories listed above, we
obtained an understan~1ng of the design of relevant policies and proce­
dures and whether they have been 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 establ ished by the American Institute of Certified Publ ic
Accountants. 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 effect the organisation's ability to record, process,
summarise, and report financial data consistent wi~h the assertions of
management in the Fund Accountability Statement~

i!J ERNST& YOUNG • Chutered Accountants ISAI
MISSION-CONTRACTED AUDIT OF ZIMBABWE TRUST Ernst S. Young House

4 Pritchard Street
PO BOll 2322

UNDER NATURAL RESOURCFS MANAGEMENT Johannesburg 2000

PROJECT NUMBER: 690-0251-13
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Missing documentation to support transactions

Insufficient review of fluctuations in quarterly claims submitted
to USAID

Our consideration of the internal control structure would not
necessarily disclose all matters in the internal control structure that
might be material weaknesses as defined above. The reportable
conditions described above is a material weakness in view of the fact
that $146 071 of expenditure selected for testing was questioned or
unsupported costs.

Inadequate safeguarding of financial records

A material weakness is a reportable 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.

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 use
of Zimbabwe Trust and the Agency for International Development but this
1s not intended to limit the distribution of the report if it 1s a
matter of public record.

CHARTERED ACC UHTAHTS
JOHANNESBURG·
FEBRUARY 18, 1992

SlJ ERNST& YOl J;\J(;
MISSION-CONTRACTED AUDIT OF ZIMBABWE TRUST
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The following reportable conditions were observed

Unsigned contracts of employment
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3.2 INTRODUCTION

3.2.1 DEFINITION

The Ameri can Inst itute of Cet't ifi ed Publ ic Accountants (AICPA)
Codification of Auditing Standards, section 319, defines an
organisation's internal control structure as consisting of the
policies and procedures established to provide reasonable
assurance that a specific entity's objectives will be achieved.
The internal control structure is composed of three elements :

- the control environment

- the accounting system

- control procedures

The control environment reflects the overall attitude, awareness
and act ions of management. The accounting system cons ists of
methods and records established to identify, assemble, analyze,
classify, record and report transactions. Control procedures are
those policies and procedures in addition to the control
environment and accounting system that management has established
to safeguard the organisation's resources.

In sections 3.3 and 3.4 below, we have classified our findings
and recommendations.

FINDINGS AND RECOMMENDATIONS

~.3 CONTROL ENVIRONMENT

3.3.1 MANAGEMENT PHILOSOPHY AND OPERATING STYLE

Findings

Zimbabwe Trust is a small enterprise and management is dominated
by a few individuals who exhibit a keen interest in their work
and a good understanding of the various projects being
undertaken. The emphasis and attitude toward financial reporting
is positive and steps have been taken to fmprove the financial
reporting. This is e~jdenced by defining the role of the Honorary
Treasurer in detail and the conversion of the record keeping from
manUal to computerised.
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3.3.2.0RGANISATIONAL STRUCTURE

Findings

The organisational structure provides an overall framework for
planning, directing and controlling operations.
The structure also assigns authority and accountability within
the entity in an appropriate manner.

3.3.3 Mt,HODS OF ASSIGNING AUTHORITY AND RESPONSIBILITY

Findings

Employee job descriptions outline each employee's authority and
responsibilities. Reporting relationships are also included in
the job descriptions. Job descriptions prevent employees working
for similar bodies to avoid conflicts of interest. The job
descri pt ions have a broad code of conduct that states that
employees must always act in .the best interest of the Trust. Job
descriptions form a part of each employees' contract of
employment and are renewed annually. It was noted that various
contracts of employment were not signed by the employer or
employee. This can lead to a situation where employees are
unaware of their responsibilities and authority.

Recommendation No.2

All contracts of employment and job descriptions should be
reviewed and updated annually and should be signed by the
employee and employer. This will overcome any difficulties that
may arise 'from employees not been fully aware of their
responsibilities and authority.

Trust Comments

3.1 It should be noted that prior to the signing of the
Agreement the Grantor contracted a firm of accountants to
investigate and report on the Grantee's. accounting systems
and control procedures. The Grante~ was not shown this
report, but was" informed that the Grantor was fully
satisfied with~its conclusions.
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We note that the Auditors have found it necessary to state
expressly that whil e they "have not compl ied with the
Government Auditing Standards, General Standard, requiring
(their) participation in an External Quality Control Review
Program" they have, nevertheless, "conducted (their) audit
in accordance with Government Auditing Standards, issued by
the Comptroller General of the United States." Again we
draw attention to the terms of the Agreement viz Aid
Handbook 13 page 40-2 para 2 which states "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." We submit that the purpose behind the investigation
referred to above was to establish,to the Grantor's
sat i sfact ion, the acceptabil i ty of the Grantee's account ing
and control systems. It is thus inappropriate to introduce
the requirement of a new standard which does not comply
with Aid Handbook 13, that "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".

We view the reportable conditions in this context, but,
nevertheless, have provided explanations and responses in
the appropriate sections below.

Ernst l Young Comments

Paragraph 3.1 raises the significance of "section 319" to
the Trust. Section 319 merely provides a description of the
components of an internal control structure which we have
described in paragraph 3.2.1 of our report.

3.2 Further to the above, the Grantee notes that the basis of
the independent audit of the internal control structure is
defined in accordance with "the American Institute of
Certified Public Accountants Codification of Auditing
Standards, section 319.~ Whilst the findings and
recommendations on this basis are positive, their relevance
to an aud it under terms of the Agreement is questioned
because the auditors do not detail which parts of section
319 are relevant to local auditing standards and comply
with the requirements of Aid. Handbook 13. We question the
merit and relevance of confining th~ audit to the narrow
dictates of this US standard because, by definition, local
standards are~not~as specific as those applicable to the
section 319 standard.
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,3.3.3 The Grantee was concerned to note that unsigned contracts
existed. This is regarded as a serious management oversight
which is being addressed. As noted in the auditor's report,
however, these contracts are subject to annual review, are
invariably signed upon formal appointment, and are updated
after a three month probationary peri od. These unsigned
contracts were contracts that were due for renewal. As the
terms for renewal are essentially the same as those signed
by those same employees upon appointment, they wp.re fully
aware of the terms and conditions of their employment and,
accordingly, this has not led to a "situation where
employees are unaware of their responsibilities and
authority".

Recommendation No 2.

We agree with this recommendation although it should be noted
that all employment contracts have since been reviewed and
discussed with each member of project staff.

3.3.4 The Grantee notes the comment concerning inr.~fficient
analysis of fluctuating quarterly claims but does not
concur with the view that this reflects inadequate analysis
of these claims. Such claims are analyzed periodically by
the CAMPFIRE Manager, the Financial Manager, the General
Secretary and the Director. While the Grantee acknowledges
that explanations of such variances may not be recorded in
writing, variances are explained by either the NRM Project
Manager, the CAMPFIRE Manager, or both, to the Financial
Manager who in turn, reports any significant variances to
the General Secretary and the Director for internal control
purposes. Owi ng to severe pressure of work, these analyt ica1
reports are of necessity verbal, and therefore records are
not kept for audit purposes, nor are they required under
the terms of the Agreement.

As will have been noted, from verbal discussions between
the Grantee and the Grantor concern ing such vari ances,
items such as the rate at which tyres are used constitute
unavoidable cost variances, and our own investigations
confi rmed that these arose from the ,proper use of the
vehicles. As these tyres are not available locally they
cannot be sup~Jied on demand but have to be imported.
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They must, therefore, be purchased well in advance of their
being required in the field to ensure that project staff
are properly equipped and able to meet their planned field
responsibilities on schedule. Accordingly, as such items
are purchased periodically, fluctuations are only to be
expected.

Many fluctuations arise as a result of known project
activities which are part of the project plan. For example,
for the period December to February, little or no training
takes place because this is the rainy season. Not only are
roads frequently impassable, but project beneficiaries are
all fully involved in ploughing, planting and cultivating
their crops. At the end of the season the area is
accessible by road and project activities, particularly
training," acce1erate significantly and the concomitant
fluctuations occur.

"Misallocations", with perhaps a few understandable
exceptions, are probably better described as differences of
opinion on appropriate budget lines (Project Management or
Operating Costs). When the present CAMPFIRE manager
replaced the previous incumbent, the basis for compiling
several such expenses was altered. The Grantee fully
acknowledgp.s that this does display some inclinsistency, but
it should be noted that in the project preparation stage,
prior to the formulation of the Agreement, the Grantor
acknowledged the prospective Grantees' (Zimtrust, CASS and
DNPWlM) recommendation for a minimal number of budget line
items so as to allow expenditure flexibility in accordance
with adaptive management principles. Acceptance of this
recommendation is reflected in the Grant Agreement and it
was therefore understood that the Grantor was not concerned
with the make-up of such budget lines. Moreover, it should
be noted that the Grantor stated, soon after the
commencement of the Agreement, and on subsequent occasions,
that it was not concerned with the allocations of
expenditure to particular budget lines, but rather with the
total amount of all such lines. These discussions
constitute a variation of the Agreement and it is
inappropriate to include, under questioned costs,
expenditure greater than budget for operating costs,
amounting to S12 879. The budget lines have been discussed
at some length and have never been a matter of concern to
either party, .-particularly as these chctnges in the make-up
of such budget lines represent an improvement in the
accuracy of the Grantee's financial reporting.
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Under the terms of the Agreement, Aid Hanc.lbook 1.3, para 4
states that "the Grantee shall immediately request approval
from the grant officer when there is reason to believe that
within the next 30 calendar days a revision of the approved
Grant budget wi 11 be necessary for any of the fo 11 owi ng
reasons~ and under 4 (b) 1 "to change the scope or the
objectives of the project and/or revise the funding
allocated among project objectives" and under 4 (b) 4 where
"the Gr'antee pl ans to transfer funds budgeted for indi r~ct
costs to absorb increases in direct costs or vi~e v~rsa."

The Grantae fully adhered to the terms of the Grant
Agreement by advising the grantor that it was reallocating
certain budget lines. The C~antor accepted the reasons for
such changes and no further action was taken as there is no
requirement to present the same in writing to the Grantor.
Accordingly, we submit that the amount of $12 879 be
withdrawn as a questioned costs and be reallocated as an
accepted cost.

3.3.4 MANAGEMENT CONTROL METHODS

Findings

Management control methods are adequate and should improv~

SUbstantially with the computerisation of the financial records
in the 1992 calender year. This is highlighted in the Honorary
Treasurer's job description as follows:

"The Financial Manager shall present to the Honorary Treasurer
quarterly financial statements where such statements shall
include a comparison between budgeted and actual costs for each
and every Trust project as well as a statement comparing actual
and budgeted costs for all the Trust management overhead expenses
which are included in project expenditure".

It was noticed that expenses on the quarterly claims submitted to
USAID often fluctuated considerably and that there was
insufficient analysis of these variances at the time of
occurrence. These variances were sometimes the result of
misallocations or abnormally largr; transactions occurring in one
quarter.
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·Recommendation No.3

Expenses on the quarterly claims that vary by 10% or more from
the preceding quarter should be analyzed with a written
explanatio~. This procedure will eliminate misallocations,
prOVide better management information, improve the claims
submitted to USAID and reduce the number of queries received from
USAID.

Trust Comments

The Grantee agrees that it would be fitting for written
explanations, where appropriate, to be submitted to the Grantor
to improve the information available to them, thereby reducing
the number of queries which may arise from each quarterly report.
However, in order to avoid unnecessary and additional
administrative work the Grantee considers a variance of 25% in
excess to the previous quarterly claim to be a more appropriate
level of trigger any written explanation, given the high level of
inflation (36%) that currently exists.

Ernst &Young Comments

Paragraph 3.3.4 states that the Trust and USAID verbally agreed
that USAIO " was not considered with the allocations of
expenditure to particular budget lines, but rather with ths total
amount of all such lines". We are unaware of this agreement, it
is contrary to what USAIO told us and therefore costs in excess
of budget lines are still treated as questioned.

3.3.5 PERSONNEl~ POLICIES AND PRACTICES

Findings

The Trust employs sufficient competent personnel to accomplish
its goals and objectives. Hiring of employees is done by
advertising vacancies and requesting applicants to submit
resumes. These resumes are then reviewed and narrowed down, to
select candidates for interviewing. Interviews are conducted by
the General Secretary who is assisted by the department head of
the relevant department with the vacancy.

Ongoing training of staff is also consider~d.to be an important
part of the personnel policies. This is evidenced by the
financial manager be~ng~sent to the Trust's, London Office, to
receive training on thecomputerisation of the financial record
keeping and reporting.
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3.4 ACCOUNTING SYSTEMS AND CONTROL PROCEDURES

3.4.1 GENERAL

Findings

The accounting systems and control procedures were reviewed to
obtain an understanding of the principal types of transactions
that impact on the USAIO grant. We revi ewed the systems and
procedures for :

Cash Disbursements and Bank Reconciliations

Procurement Policies

Maintenance of Inventory System

3.4.1.1 CASH DISBURSEMENTS AND BANK RECONCILIATIONS

. Findings

Our review of the accounting systems and control
procedures over cash noted that the Trust operated three
bank accounts in connection with the NRM project. All
bank accounts are reconc i1ed on a monthly bas isand
reconciliations and cashbooks are reviewed by the
Honorary Treasurer.

Disbursements are made after examining supporting
documentation for agreement with cheque details and
allowability in terms of the Grant Agreement. Two
signatories, either two senior signatories or a senior
and junior signatory sign all Harare cheques •

Bulawayo cheques are signed by one senior signatory.
However all Bulawayo expenditure and supporting
documentation are forwarded to the Harare Office on a
monthly basis using standard documentation (ie
Expenditure Return Sheets and Cash Reconciliation
Sheets).

This documentation is reviewed and approved in Harare
prior to posting to the general ledger.

It should be pointed out that the Trust has commingled
USAID funds with non-USAID funds in contravention of the
standard prov'isions applicable to the Grant. This is
fully dealt wIth in section 4.2.2 dealing with
compliance with agreement terms and applicable laws and
regulations.
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.3.4.1.2 PROCUREMENT POLICIES

Findings

All major purchases (items costing more than ZS1000 per
item) are co-ordinated through the Project Manager.
Three compet it ive quotes are requi red for purchases
over ZS1000 prior to the Project Manager authorising an
order.

It was noted that a solar powered electric fence was
purchased with only one quote being received. On enquiry
we were informed that only one company responded to the
tender and that only one company was capable of erecting
a solar powered fence in Zimbabwe.

This contract was for an amount'greater than USSI0 000
and therefore the standard provision on Procurement of
Goods and Services was applicable. Paragraph (VI) states
that "all proposed sole source contracts or where only
one proposal is received in which the aggregate
expenditure is expected, to exceed $10 000 shall be
subject to prior approval by an appropriate official
within the grantee's organization". This requirement and
other requirements for contracts greater than USS 10 000
were complied with.

i.4.1.3 MAINTENANCE OF INVENTORY SYSTEM

Findings

Inventory purchased or received from USAID is stored in
Bulawayo in a secure storeroom. Control over inventory
is maintained by using a Kardex system and pre-numbered
receipts and issues notes.

Issues are authorised by the Project'Supervisor and not
the storeman. .'



Findings

Trust COllll1ents

3.4.2 CHEQUE REQUISITIONS
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For the record, it should be noted that numerous
candidates for the NRM project w~re intervi ewed by a
Zimbabwe Trust team in Bulawayo comprising the Director,
the CAMPFIRE Manager, a CAMPFIr.~ Association
representative: the NRM Project Manager and a District
Area Manager, and not only by the General Secretary and
a Department Head as reported.

Annual physical counts are carried out by the Harare
staff who investigate. any discrepancies between
theoretical and physical stock.

Our review did not indicate any reportable conditions in
the control procedures and systems. We did ,ot perform
compliance testing to see if the procedures operated as
planned because a substantive audit approach was
considered more efficient and effective. During our
substantive testing certain matters came to our
attention which impacted on the accounting systems and
control procedures that we consider to be reportable
conditions (See section 3.4.2 to 3.4.6).

It was observed that some payments were processed without using
a cheque requisition. This can cause potential errors in posting
due to insufficient detail supporting a payment, or raise
unnecessary queries. For example if a payment is for groceries it
may be queried whether it is allowable in terms of the grant. Yet
if it was supported by a cheque requisition stating "groceries
purchased for workshop participants to be held in Binga on
December 12, 1991," this would clearly indicate that the payment
was in terms of the grant and would ensure that it was allocated
to "workshop and training" and not "general office expenses" •

Recommendations No.5

All payments should be processed with a cheque requisition with
detai'ls of the payment, allocation and authorization.

3.3.5
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.Recommendation No 10

The Jrust should request a grant amendment and submit an indirect
cost proposal, to USA!D, for negotiation and approval. Guidance

.can be obtained by reference to OMS Circular No. A-122, cost
principles for non-profit organizations.

Trust Comments

C~MPLIANCE WITH AGREEMENT TERMS AND APPLICABLE LAWS AND
REr,ULATIONS

4.1 The general observation that the independent auditor
"performed tests of Zimbabwe Trust's compl iance with
certain provisions, Grant Agreement terms and laws and
regulations" causes concern. This concern arises because
these "certain prOVisions" and "laws and regulations"
are not referenced to demonstrate clearly that they do
not fall outside the scope of the Agreement. The Grantee
is alarmed by the independent auditor's statement that
their objective was not to provide an opinion on ~verall

compliance with such provisions." This, as we
understand it, is the purpose of the audit, viz to
determine material instances of non-compliance that
cause the independent auditor to concl ude that the
aggregation of mis-statements is material to the Fund
Accountabil i ty Statement. The '1 ndependent aud itor's
rel uctance to give "an opi nion on overall compliance
with such provisions" presumably arises from their not
knowing what "certain provisions" and "laws and,
regulations" may apply.

As their specific task is to determine that the Fund
Accountability Statement is a true and fair reflection
of the costs incurred on the NRM project, and this
necessitates such qualification, we wonder how the
Grantee is expected to proceed with the implementation
of the project and both understand and adhere to the
terms and conditions of these "certain prOVisions" and
"laws and regulations!". As stated above, it is
reqUired that these tests be appl i~d only within the
terms of the Grant Agreement. .

.',.'



.-'

-46-

c) The Grantor is in the process of a project design
review, the focus ofw~ich is to investigate constraints
on implementation, which may have been brought about by'
weaknesses in the proj~ct design. This review will have
a bearing on the appropriate level of indirect costs and
the overhead rate to be agreed .

As far as the findings on indirect or overhead costs are
concern~d, S50,107 is treated as questioned and $7,810
is treated as unsupported by the Auditor. As stated
above, the Grantee does not concur with the auditor's
view that these costs are unallowable because "the Grant
Agreement did not provide for a negotiated or
provisional overhead rate." The Grantee has nonetheless
submitted a paper for consideration by yourselves (dated
1/4/1992) in response to the Grantor's request for a
proposal to amend the Grant to cover overheads of Trust
personnel indirectly involved with the management,
administration, accounting and reporting under the Grant
Agr~ement. The finalisation of this matter has been
delayed for the folloWing reasons:

The suggested overhead format schedule submitted to the
Grantee by the Grantor cannot be easily transformed to
represent the Grantee's overheads, and require a review
of project accounting and implementation procedures,
which is currently in progress.

The Grantee recognises the need to restructure project
implementation procedures to promote institutional
development as opposed to infrastructural development.
The original project design, and the accompanying
budgets, place unwarranted emphasis on infrastructural
costs such as game management fences and water points,
which, while undoubtedly important, are not as important
as institutional development. The Grantee believes the
relatively small budget allocation to training is a flaw
in the project design which will no doubt be confirmed
by the independent review of the project. The
rectification of this will have a significant impact on
the management overhead cost as well as cer~ain other
costs which are currently regarded as indirect.

4.2.1

a)

b)
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. The Grantee submits that "re ference to OMS Circular No.A~122" is
not rel evant to the Grant Agreement except in terms of AID
Hand~ook 13, App 40 page 40-1 and the list on page 40-7 which
covers mandatory standard provisions for Non-US, Nongovernmental
Grantees. Accordi ngly, we submi t that no Grant amendment is
required to recover the Grantee's overheads claimed and paid to
date. However, the Grantee will readily enter into discussions
with the Grantor for a Grant Amendment to determine a mutually
agreed overhead and indirect cost charge to apply for the
duration of the project.

Ernst &Young Comments

We have amended our draft report to exclude any material non­
compliance with the Grant Agreement terms and applicable laws and
regulations in section 4.1.

Paragraph 4.1 questions the applicable laws and regulations that
have a bearing on the Grant and the Trust. We are not solicitors,
but nevertheless have a duty to b~ aware of certain laws. This is
demonstrated in paragraph 6.2.5 of our report where it was noted
that the Trust had failed to refl ect field allowances on the
employee's P6 forms as reqUired by the Zimbabwe Income Tax Act.

4.2.2 TRUST BANK ACCOUNTS

Findings

The Payment-Periodic Advance standard provision states that "AID
funds shall not be commingled with grantee owned or controlled
funds. ThE! grantee shall deposit all AID cash. advances ina
separate bank account and shall make all disbursements for goods
and services from this account."

The Trust is presently commingl ing USAID funds and NON-USAID
funds for a number of reasons.

We did not consider the commingling of USAID funds with other
funds to be an instance of material nQn-compliance. The
commingling of funds did not cause us to conclude that the
aggregation of misst~tements, resulting from the commingling, was
material to the Fund Accountability Statement.
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Recommendation No. 11

b) The Trust could retain the Payment-Periodic Advance method
and seek USAID assistance in obtaining a second non-resident
account solely for the NRM project.

The Tr~st should request a Grant Agreement to convert to the
Payment·Cost Reimbursement method. Under this method the
Trust would finance all project expenditures and have them
reimbursed by USAID at a later date. The Payment-Cost
Reimbursement method has no restrictions on the commingling
of funds. The Trust should also convert to monthly reporting
to USAID to avoid undue strains on its cashflow a~d minimise
foreign currency fJuctuations.

a)

Trust COll1llents

4.2.2 The Grantee is pleased to note that the independent
auditor "did not consider the co-mingling of USAID funds
with other funds to be an instance of materhl non­
compliance" and that this was not ~material to the Fund
Accountability-Statement."

.•-

All USAID receipts are deposited in a "non-resident" bank
account. ANon-Resident account can only accept foreign currency
-deposits and is used to pay for imports for all of the Trust's
proJects. The balance in the account represents the Trust's
foreign currency allocation that may be used to pay for imports.
If an enterprise does not have a non-resident account it has to
apply to the Reserve Bank for a foreign currency allocation. Due
to severe foreign currency shortages in Zimbabwe, it is extremely
difficult to get an allocation of foreign currency for imports.
In addition, non-profit organisations rank at the bottom of the
list after manufacturers and commercial enterprises when foreign
currency is allocated.

As a result of this the Trust uses funds from other sources to
finance the NRM project. The Trust transfers money from its call
account with Standard Chartered Merchant Bank to two current
accounts designated to the NRM project. Certain central ised
functions such as salaries are paid out of the Trust's main
account and debited to the various projects. As a result of the
iibove the Fund Accountabi 1i ty Statement balance coul d not be

. reconciled to the bank balances.
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a) This recommendation is helpful in that it states that
the Payment-Cost Reimbursement method "has no
restriction on the co-mingling of funds." As can be see~

from the fax sent to the auditors (and forwarded to the
Grantor) on the 11th of February 1992, the Grantee
operated under the Payment-Cost Reimbursement method in
the first, second, third, sixth and seventh q~arterly
periods.

The Auditor's assessment thus indicates that no
restriction on co-mingling of funds existed for those
periods, and, should this have been the only relevant
consideration, then non compliance could have applied
during those periods. This observation, however, should
be read in conjunction with the submissions made in 2.4
above. The payment cost reimbursement method resulted in
negative cash flows which caused forex losses and
resulted in a loss of interest income to the Grantee.
For these reasons the Grantee would prefer to operate in
terms of recommendation 11(b).

b) The Grantee is unlikely to obtain authority to open a
second non-resident account under its own auspices and
would be most grateful to receive the Grantor's offer of
assistance in obtaining a second non-resident account
solely for the NRM project.

Ernst &young Comments

Your response to recommendation number 11 that because the
Trust financed the project from its' own resources and
subsequently claimed the amounts from USAID it had converted
from the Payment-Periodic Advance method to the Payment ­
Cost Reimbursement method is unjustified in our opinion. The
Trust's non-compliance with the Grant does not convert the
agreement fr.om one basis to another and the Trust continued
to utilise the standard documentation for the Payment-Period
Advance method.

The fact USAID agreed to pay amounts inio the Trust's non­
resident account does not imply that USAID also agreed to
the Trust commingltng USAID funds.



Trust Comments

,
The Trust should request written approval for the air travel to
Namibia.

5. FINANCIAL MANAGEMENT CAPABILITY

5.1 INTRODUCTION

The verbal o:pproval given by the Grantor qual ifies
legally as a variation to the Grant Agreement. Perhaps
the Grantee should have insisted on written confirmation
of this approval, but given the spirit of mutual
cooperat ion that exi sted, and cont inu~s to exi st in
relations between the two parties, it was deemed
unnecessary.

In October, 1991 the Grant Agreement was reviewed with
the Grantor and the ~atter of international travel was
raised, with the result that the Administrative Manager
was specifically charged by the Director to ensure that
the procedures required by the Grantor under the terms
of the Agreement are applied in future.

The Grantee accepts the recommendation.

4.2.3

4.2.3 INTERNATIONAL AIR TRAVEL

Findings

The ~tandard prOV1Slon on Air Travel and Transportation states
that lithe grantee is required to present to the project officer
for written approval an itinerary for each planned international
trip financed by this grant".

NRM project staff members were flown to Namibia, in July 1991, to
attend the Environmental Education Association of Southern Africa
conference. It appears that as a result of an oversight no written
approval was obtained from USAID but Trust personnel informed us
that USAID had given verbal approval.

Recommendation No. 12

Tru.st personnel involved in the NRM project should review the
grant agreement and applicable standard provisions to ensure that
they comply with all USAID requirements.

USAID requested that we re~ie~·the job descriptions and qualifications
of all financial management personnel hired under the NRM project to
determi ne whether the fi nanc ia1 personnel have the abil i ty to manage
and account for USAID funds.

~ON-CONTRACTED AUDIT OF ZIMBABWE TRUST

UNDER NATURAL RESOURCES MANAGEMENT

PROJECT NUMBER: 690-0251-13

..;.



,,'

MISSION-CONTRACTED AUDIT OF ZIMBABWE TRUST

UNDER NATURAL RESOURCES MANAGEMENT

PROJECT NUMBER : 690-0251-13

5.2 FINDINGS

Job descriptions were adequate and specific enough in detailing
financial personnel responsibilities and authority. Qualifications of
the financial personnel are considered adequate and staff are currently
furthering their accounting and management skills by studying for
diplomas, by correspondence. Experience of the staff was also reviewed
and it was establ ished that the Financial Manager, had five years'
experience with another non-profit organisation. It was apparent from
discussions with the financial personnel that they understood their
work and requirements under the USAID grant.

5.3 CONCLUSION

The fi nanc ia1 personnel of the Trust are capable and competent to
manage and account for USAID funds.

6. MISSION CONCERNS

6.1 INTRODUCTION

USAID had certain areas of concern that we were requested to audit,
including:

High vehicle maintenance costs on new vehicles for which spare
parts were provided by USAID.

Abnormal fluctuations in salary costs.

Office and Staff accommodation or rents.

Maintenance of an inventory system for all equipment, spare
parts, vehicles and materials provided by USAID.

High vehicle maintenance costs on new vehicles for which spare
parts were provided by USAID

Office and staff accommodation or rents

Private use of USAID vehicles

Field allowances and lack of supporting documentation

Financing of inel igible costs (eg teas and refreshments and
Bulawayo administrative costs)

Consulting fees paid to DNPWLM employees

Interest income on bank'accounts

Nepotism

Foreign currency gain3
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9/89 2/90
3/90 - 5/90 6 086 (2 709) 3377
6/90 - 8/90 29 366 (2 384) (23 546) 3 436
9/90 • 11/90 11 727 11 727 N3
12/90 - 2/91 23 438 23 438 N4
3/91 · 5/91 39 193 39 193 N5
6/91 · 8/91 20 139 20 139 N6

-._---- ._-_.-. -------- -------
Z S 129 949 (5 093) (23 546) 101 310

••••••• .a..... • •••=-••a =-.:1:1•••
Nl N2

."
US S ."'45'519 (2 169) (9 654) 33 696

•••••• ••••••• • •••••• ••••••

6.2 FINDI~GS AND RECOMMENDATIONS

6.2.1 High Vehicle Maintenance Costs

Findings

USAID expressed concerns over high vehicle maintenance cost on
new vehicles for which spare parts were provided by USAID.

At the outset it should be mentioned that the majority of USAIO
vehicles due under the Grant were only received in October 1990
and registered and licensed thereafter.

As a result the Trust had to utilise its own vehicles for the
first year of the NRM project implementation. USAID was also not
prepared to reimburse the Trust for depreciation on its own
vehicles used for the first year even though wear and tear must
have taken place (see Exhibit 1 note 4.3).

It appears that the Trust and USAID should have clarified the
issue regarding motor vehicle costs (Fuel, maintenance,
depreciation) incurred by Trust vehicles used on the NRM"project
while awaiting delivery of the USAID vehicles.

We performed a detailed analytical review of vehicle maintenance
costs and substantiated significant fluctuations to supporting
documentation to establish allowability in terms of the Grant
Agreement.

n
Claimed

Period
..'..' .



..•.-:

MISSION-CONTRACTED AUDIT OF ZIMBABWE TRUST

UNDER NATURAL RESOURCES MANAGEMENT

PROJECT NUMBER : 690-0251-11

Motor vehicles fuel costs were misallocated on the
claims .and are therefore removed to arrive at
actual maintenance costs.

N2 Depreciation has been treated as an unsupported
cost (see Exhibit 1 note 4.3)

Included the replacement of a damaged gearbox on a
Trust vehicle used on the NRM project.

The principal components of the maintenance cost
was the fitting of bull bars, stone guards and
bumpers to recently acquired USAID vehicles by FO'lr
x Four Systems : January 1991

February 1991

N5 This includes :

Spares for Trust vehicle involved in an
accident on the NRM Project" in September
1990. ZS 6974 treated as questioned cost (see
Exhibit 1 note 3.5)

Replacement of tyres for USAID vehicles due
to very rough roads and high mileage.

. .
Replacement of 15 inch rims with 16 inch rims
on two landcruisers supplied by USAID becaus
e the rims were too small for the heavy
landcruisers. The 15 inch rims are stored in
Bul awayo as spares for the Toyota Hi 1uxs'
supplied by USAID.

This includes :

Spare tyres for USAID vehicles. (The average
cost works out to ZS 323 per tyre including
the cost of tyres in N5 above). According to
information obtained from the Trust's
management the old tyres are stored in
Bulawayo and have not been sold.

Assembly and road testing of motorbikes
supplied by USAID.

Total vouched to supporting documentation

.-'

7 554

8 800
4 887

12 934

7 939

5 375

11 500

2 145

ZS 61 134
••••••••••
USS 20 333
•••••a ••••
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Recommendation No 13

5. FINANCIAL MANAGEMENT CAPABILITY

MISSION CONCERNS

We agree with the Auditor's conclusion that financial
personnel of the Trust are capable and competent to manage
and account for USAIO funds.

The Mission concerns itemised below have been the subject of
numerous discussions with the Grantor.

The Trust must obtain a grant amendment from USAID/Zimbabwe's
Mission Director to authorise USAID to reimburse the maintenance
costs, as an overhead cost, for maintenance on Trust vehicles used
on the NRM project before the USAID vehicles were received.

60% of total vehicle cost vouched and 89% found to be allowable and
11% treated as a questioned cost (see Exhibit 1 note 3.S)

The Grant Agreement did not provide USAID with the authority to
reimburse the Trust for maintenance on Trust vehicles. USAID has
also not amended the grant in writing to enable the Trust to claim
maintenance costs incurred on Trust vehicles. As a consequence of
this all maintenance costs, even though supported by third party
documentation, up to November 1990 have been treated as questioned
costs, totalling ZS 18 540 (US$ 7528).

Trust Convnents

6.

6.2.1 High Vehicle Maintenance Costs

NI: The mis-allocated vehicle fuel costs are noted. They are
presumed to hav~ been allocated to maintenance instead of
fuel and, of course, do not comprise a questioned cost.

N2: Depreciation is not claimed in the ledger because, un~er

the Grantee's normal accounting policy, vehicles are written
off against expenditure ~n the year of purchase. This is a
normal accounting procedure for British NGOs and is qUite
admissible under the Grant Agreement. In this regard, we draw
attention to Aid Handbook I3.page 40-2 Rara 2 which states
"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."
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Given that the project vehicles procured through the Grantor
were not suppl ied for some eighteen months, it is
unreasonable to suggest that· this is not "an actual cost
.incurred" because the value of the Grantee's own vehicles
wh ich were used on the project was reduced as a di rect
result. This reduction in the value of several vehicles used
exclusively on the project, estimated at $9,653.77, is a real
cost. The accounting procedure adopted by the Grantee
involved a journa'i entry to reflect this charge, but such
depreciation charges could not be entered into the ledger
because the vehic'les had already been written off against
expenditure on other projects. Amore appropriate accounting
entry would have provided for a ledger credit to be entered
to those projects against which the vehicle had neen written
off. We reject the independent auditor's suggestion that this
is a "notional cost" - the exact cost will become apparent
upon the sale of the Grantee's vehicles used on the project.

N3: This is an additional actual cost incurred following the
use of the Grantee's own vehicl es on the project and is
allowable under the Agreement. Please explain the basis upon
which the determination has been made to support a claim that
this cost is unallowable in terms of the Grant Agreement.

N4: Bull bars, stoneguards and bumpers have been fitted to
numerous vehicles including USAID vehicles as a standard
procedure to improve safety for project staff and to protect
project vehi cl es. It is uncl ear whether these costs are
deemed allowable or unallowable. Should they be deemed
unallowable, please explain the basis upon which the
determination is made to support the claim that this costs is
questioned/unallowable in terms of the Grant Agreement.

N5: The spares for the grantee's vehicle were ordered
,following advice from a vehicle repair agency, which
subsequently discovered that some of the parts ~rdered were
not required. The Grantee ordered only those parts which were
indicated as additional spares. All such repairs had to be
carried out using imported parts because of acute shortages
in the country. It is clear that an under-estimatian of
required spares would result in prolonged and costly loss of
transport. The Grantor was well aware, at the time the cost
was reimbursed, that the vehicle belonged to the Grantee for
these and other costs included under this section. The
eighteen month ~pe~iod between the date the cost was
reimbursed and the' date upon whi ch it is deemed to be a
questioned cost is unreasonably long.



',"
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N6: The tyres have been dealt with above and the assembly of
the USAID supplied motorbikes are allowable costs under the
Agreement.

It is noted that 89% of th2se vehicle maintenance costs have
been found to be allowable, and 11% (ZS6,974) is treated as
a questioned cost. In note 3.5 of exhibit 1, other
maintenance costs of $7,527.98 incurred prior to the arrival
of Grantor supplied vehjcles are questioned. The Grantee
ordered the veh i c1es, pri or to the commencemen t of the
project, on the understanding that the Grant~r co~ld procure
the vehicles more cheaply and more expeditiously than the
Grantee.

The Grantor, however, .took 18 months to deliver the
vehicles, with the result that the Grantee, in pyrsuit of its
objectives and obligations under the Grant Agreement,
deployed its own vehicles to ensure that staff employed under
the project were not unproductive until such time as the
vehicles arrived. As far as the accident involVing a Grantee
vehicle is concerned, the project vehicle maintenance account
was credited with the amount recovered from the insurance
company, and only the net cost ($2,032.36) was charged to
vehicle maintenance. Surplus spares, if used on another
project or resold, will be credited to the NRM project
veh i c1e ma intenance account. It shou1d be noted that the
insurance premiums paid on the vehicles used exclusively on
the NRM project were not debited to the account although we
believe reasonable grounds exist for so doing. The Grantee
challenges the recommendation on the basis that, inter alia,
under Attachment 2, the provision of transport facilities is
necessary for the Grantee to meet its obligations under the
project which explicitly includes provision for staff being
"provided with necessary logistical support and facil ities n

and ., vehicl es. "

rt may be appropriate to postulate the in~vitable consequence
of the Grantee not having supplied its OWlI vehicles to the

.project, and the Grantor being reqUired to meet, under the
terms of the Grant ,~greement, the salary costs and the
Bulawayo office costs of the NRM project staff who would have
been unproductive for 18 months while waiting for delivery of
the Grantor procured vehicles. The Grantor was well aware of
the need for, a~d the use of, the grantee'~ own vehicles.
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This is a de facto variation of the Grant Agreement, albeit
temporary, that the Grantee's vehicles could be used until
,such time as the Grantor suppl ied vehicles arrived. It is
thus reasonable to conclude that the payments made for
maintenance, depreciation and spares were made by the Grantor
on the grounds that they were allowable, allocable and
reasor,ab1e.

Ernst &Young Comments

Paragraph 6.2.1 deals with the vehicle maintenanca costs,
particularly costs incurred on Trust vehicles prior to
receiving USAID vehicles. Without debating the merits of each
agreement the costs have been treated as questioned because
the grant officer has indicated that they are unallowable and
the grant officer is given the authority to decide which
costs are allowable in terms of AID Handbook 13 page 4D-l
paragraph l(a). Private use of USAID vehicles can .D.Q! be
considered necessary to the grant under any circumstancas.

6.2.2 FlUCTUATIONS IN SALARY CO~

Findings

period ZS Claimed Indirect Balance " Fluet.
Management

Cost

9/89 - 2/90 29 277 29 277 Nl
.. ~ 3/90 - 5/90 59 2?4 (30 335) 28 889 (1.3%) Nl

" .. :" 6/90 8/90 61 670 (30 335) 31 335 8.5% N2

9/90 . 11/90 33 366 33 366 6.5% N3

12/90 - 2/91 106 558 (33 112) 73 446 120.1% N4

3/91 - 5/91 128 995 (43 621) 85 374 16.2% N5

6/91 - 8/91 104 748 (23 580) 81 168 (4.9%) N6

--------_.-
ZS(160 983) N7

.' •••••••••••
USS(57 917)
••••••••:w••
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The firs~ ~p.riod covers 6 month~ with a weighted
average of 1.03 employees on an average salary of
ZS 2666pm. The second period covers 3 months
wi th 4 employees for the peri ad at an average
salary of ZS2407pm.

Increase due to hiring of a "general hand" and a
salary increase for J.Moyo.

M Increase due to payments to Mr M. Jones which
have been treated as questioned and unsupported
(see section 6.2.7)

If! ThE! increase of ZS40 080 is primarily attribu-
table to the follOWing factors:

Christmas bonuses for 5 existing employees
representing ± 50% of their average
monthly salary.

Hiring of 3 new project staff members in
December 1990.
V. Ncube - Women's Officer
M. Manala - Training &Information Officer
T. Dube - Tsholotsho Area Manager

Average monthly salary of ZS 2300 x 3
months x 3 employees

Hiring of 3 new project staff
members ~n January 1991

B. Fowlds - Technical &Resources
Officer

N. Zondo - Hwange Area Manager

J. Muzumba - Binga Area Manager

Average monthly salary of ZS 2150 x 2
months x 3 employee~

Increase due to 11 staff members being employed
for a full 3 months at an average salary of
ZS 2587pm after salary increases in April 1991.

H§ Decrease due to the retrenchment of 1 admi ni­
strative staff member in ~une 1991.

lfZ The claiming of indirect management costs is
fully explained in Exhibit, 1 note 1.11 and
2.12.

9 200

20 700

12 900

ZS 42 800
••••====.
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The Grantee has a policy on motor vehicles which
recognises staff's acute need for transport and the
inadeo,~ate public transport' service available in Zimbabwe.
It al.so recognises the tax efficient way in which a staff
inc~ntive can be prOVided at nominal cost to the Grantee.
T~~s policy is to make available to staff any vehicle that
is not being used for project work in the evenings and
over week-ends. No staff member has a right to any
vehicle, and any vehicle may be withdrawn, at any time and
without notice, to be reallocated for project work. This
pol icy ensures that Trust work takes priority over any
private use of vehicles.

We agree with the assessment that the cost of quantifying
private use of the vehicles would not justify the benefit
to the project. In this regard, staff are entitled to use
Trust vehicles for private purposes during their leave,
subject to conditions described above, and in these
circumstances a charge is easily calculated and the
benefi t to the Trust rund fully justifi es the cost of
calculating and raising such a charge. We refer to
Attachment 2 page 15, the penultimate paragraph, which
states that "Staff will be prOVided with necessary
logistical support and facilities consistent with Zimtrust
personnel policies."

Given that the Grantee's staff on projects other than the
NRM Project are allowed limited private use of project
vehicles, recommendation no.14 creates an internal
management problem by denying only NRM Project staff this
facil ity. Accordingly, while the Grantee would readily
adhere to a Grantor directive to lock up all vehicles at

.the Bulawayo offi ce over weekends, we ant icipate that
additional monthly payments will be required to compensate
any NRM Project staff members for the loss of this
facility. It should be understood that this policy was
implemented as a cost effective benefit, and that any such
compensation payment will be comparatively expensive to
the project, as staff would have to make use of taxi
services to get to and from work.

The computeri sat1on of the Trust accounts 1nc1udes a
software package that is being written to enable the Trust
to manage its fleet of vehicles including those used on
the NRM Project. This software calculates k1lometres per
litre, fuel usage, maintenance costs and monitor the
frequency of vehi~le servicing. This will ensure a tighter
contrll1 of a:ll vehicles. It is anticipated that this
particular software will be in use by the end of this
year.

-64-
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Trust Comments

6.2.9 The Grantor's concern of nepotism as a husband and
wife are both working in the Bulawayo office is not
shared by the Grantee. The wife of the Project
manager is efficient and a cost-effective input
which furthers the interests of the project. We
cannot fi nd any reference in the Grant Agreement
which restricts the Grantee from employing husbands
and wives, particularly as this is consistent with
the Grantee's personnel policies. Two other wives
(or, conversely, two other husbands) are employed by
the Grantee and have worked satisfactorily for the
Grantee over the past twel ve years. It may be of
interest to note that the Project Manager has since
left the employ of the Grantee with the result that
there are no husband and wife teams working in the
Bu1awayo office at present.

6.2.10 FOREIGN CURRENCY GAINS

Findings

We noted certain gains resulting from timing differences
between the date of expenditures, advances and reimburse­
ments.

Thase gains do not affect OUi/!' report because it is
denominated in USS and expenditure has been calculated at
the average exchange rates used. on the quarterly claims.
The gains are only in ZS and resulted from a continual
devaluation of the ZS over the period of the Grant with the
biggest gain arising after tha large devaluation of the ZS
in 1ate 1991.

period Y.U n n n
Claimed Claimed Ban!ced Gain

Sep 89-Feb 90 41 571 94 480 100 504 6 024
Mar 90-May 90 38 500 87 500 93 078 5 578
Jun 90-Aug 90. 75 012 181 468 189 078 7 560
Sep 90-Aug 90 153 773 389 200 392 251 3 051
Dec 90-Feb 91 60 082 163 158 180 562 17 404
Mar 91-May 91 69 357 202 800 208 252 5 422
Jun 91-Aug 91 67 687 233 404 331 650 98 246
Sep 91 Advance 7-5 000 290 700 290 700

----------n 143 315
••••••••••
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The Grantee refers the Auditors to its fax of
11th February 1992 which demonstrates that the
foreign exchange gain detailed in the schedule
represents the Zimbabwe dollar value as at the
dates of payments, most of which were made in
arrears. These gains are notional as they are
measured In Zimbabwe doll ars, which when re­
converted to US dollars, equal the amounts
actually expended by the Grantee in US dollars.

6.2.10

Trust Comments

,.'

These gains would have been realised gains if the trust had
received all costs project funding from USAID in advance.
This was not the case with most of the oroject costs being
financed by the Trust and sUbsequentl~ being reimbursed by
USAID. Therefore the Trust would incuT ZSx expenditure on
a date which would equate to USSx on the date incurred.
When the Trust was reimbursed for US$x they received Z$y
resulting in a notional foreign exchange gain.

Mission concerns have been adequately addressed and all unallowable
costs are fully documented in Exhibit 1 and notes thereto.

Trust COlllllents

As will be noted from the foregoi n9 and the notes to Exhi bit 1
below, our assessment is that SI7.Z52.07 of the total costs of
$555,601 which were claimed by the Grantee comprise costs which
re~ain either questioned or unsupported management costs under the
~.Jrant Agreement. These questioned and unsupported management costs
a~''! significantly 1ess mater;;.l than the total contained in thE!
fo~rth draft of the report, as they represent 3.1% of the total
r.03tS claimed. We acknowledge that these costs have been claimed in
~fror and we intend to repay them to the Grantor; they comprise the
follOWing:·

6.3 CONCLUSION
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All costs queried in this fourth draft report as either questioned
or unsupported management costs are listed together with
appropriate explanations in the Grantee's response to Exhibit 1 on
the folloWing four pages •

....1 .'
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S17252.07

S14 824.08

$ 2 427.99

$ 19.00
S 1 ~07.20

S 2 032.36
511 465.52

$ 46.37
$ 33.43
5 212.42
5 199.79
S 263.56
S 39.89
$ 300.30
$ 22.90
S 10.69
S 2.06
$ 1 296.58

514 824.08Balance brought forward

1.5 . Speciss College
3.3 Sherwood Export
3.5 Imported Spares
3.7 Local air travel

UNSUPPORTED COSTS

OUESTIONED C~

TOTAL QUESTIONED AND UNSUPPORTED COSTS

2.1' Haddon and Sly
2.4 The Chronicle
2.5 J. Mayo (cost claimed tw{ce)
Z.6 J. Mayo (cost claimed twice)
2.7 J. Mayo (cost claimed twice)
2.8 M. Sparrow (cost claimed twice)
2.9 S. Ndlovu (cost claimed twice)
2.10 Postage
2.11 Bank charges
4.2 Furniture and Equipment
5.1 District Council Inputs



ZIMBABWE TRUST GRANT UNDER THE ZIMBABWE COMPONENT OF THE
NATURAL RESOURCES MANAGEMENT PROJECT NO. 690-0251-13

PROJECT COSTS THE PERIOD SEPTEMBER 15, 1989 THROUGH SCPTEMSER 30, 1991

AMOUNT RECOMMENDED TO BE
CLAIMED ACCEPTED QUESTIONED NOTE UNSUPPORTED NOTE

PROJECT MANAGEMENT 271 388 178 024 80 473 1 12 891 2
OPERATING COSTS 177 410 126 000 36 474 3 14 936 4
SERVICE 16 104 16 104 - -
SMALL ENTERPRISE 194 194 - -
DEVELOPMENT
WILDLIFE - - - -
TRANSLOCATION
DISTRICT COUNCIL 86 778 85 481 - 1 297 5
INPUTS
CAP ITAL COSTS 3 727 3 727 - -
TOTAL EXPENDITURE

USS 555 601 409 530 116 947 29 124

NOTE

CLAIMED •

EXHIBIT 1

QUESTIONEn AND UNSUPPORTED COSTS

Aggregation of costs per claims submitted to USAID plus costs incurred
in September 1991 per the general ledger converted to USS at USS 1 •
ZS 3.867 the exchange rate on September 26, 1992 when USAID advanced
USS 75 000 to the Trust •

..'
.....



NOTES TO BXIIlBIT 1

I. QUIiSTIONED PRomer MANAOnMBNT COSTS

DETAILS DATE AMOUNTZS AMOUNTUS$ REASON WHY COST QUESTIONED

I. Davis Oranite Mar 90 155.10 68.24 Orawl for BlIlawayo office driveway considl:rcd unnc::et:ssary to the grant

2 Lynne RWiSc:1 Mar 90 68.00 29.92 Cheque paym.mt 821 621 made payable to L Russel w~ invoice was from Top
Flvte Employment Consultants

3. L Ke)"l;c:r Sep90 100.00 39.51 Repairs to borehole on Bulawayo propc:rty owned by Trul>1 consitJ.:red capital
improvement

4. Biddulphli RI:IIlOVa311 Dc=c 90 125.00 47.50 Furnitun: removal for Mr M Jones a DNPWLM employee

S. Spc=ciss Ct.·lege 1m 9~ 50.00 19.00 Payment for a course allended by Mr P Sibanda involvt:d on th:: Natiunal Council_. for the Disablc::d Persons project
~._--

6. Appell Oarden Cc:nt~ :.m?~ 203.50 77.33 Orav\ll and stone for driveway on Trust propc:rty in Bulawayo considered capital
• Of. improvement to Trust propc:rty•

7. The Cattleman sep 91 68.30 11.62 Entertainment cOl>1s an: unallowable.

8. Banff I..odge Sep 91 164.55 46.07 Accol11l1lOt.lation and mc:als for L Rihoy nul an NRM project mc:ml~r.

9. Truckit Transportation Jm 91 670.00 254.60 TfL15port cost relating to stone. river sand and pit sand for Dulawayo driveway
mentionl:d in 6 .bove.

10. T.:as and refrc:lihments Period I 115.80 410.34 Office consumabll:S. Sc:e section 6.2.6

11. Indirc=ct management costs Period . 139274.51 50106.60 These costs represent an allocation of the Campfire Manager. FiDllDCial Manager.
Assistant Accountant and Institutional Devclopment Manager costs for the tinll:
spmt on the NRM project. These overheads are unallowable bl:caUl;c: the grant
does not provid\l for a negotiatc::d overhead rolt\l. II is rc:coltlJlk:Oded that it grmt
amendment 1iI1Ouid be requested by the Trust, to enable USAID to reimburse
these oosls.

12. Lions Den Aug 90 460.00 188.60 Invoice indicates that the Forestry Commission is th~ debtor and not th~ Trust.

13. Ollice machine r\lpairs Jm 91 3500.00 I 330.00 Repairs to Mr A Sparrow's priVitt~ compuh:r unallowolble und~r the grant.
..

1 141.06 Kitchen equipment is not necessary to the grant.14. Kit~hen equipment Mar 90 '1606.96

Clf i".. J6t.72 53782.39



I. QUESl10NED fitOmCf MANAGBMBNT COSTS (CON11NUBD)

- --
DETAILS DATE AMOUNTZ$ AMOUNTUS$ REASON WHY COST QUESTIONED

B/f 148561.72 53782.39

IS. MJonc:s Fdl90 I 125.00 4S.J.00 Conllultant fee. See section 6.2.7

16. M Jonc:s Sep90 1500.00 592.65 Consultant fee. See section 6.2.7

17. Mrs M Sparrow Dc:c 89 260S6.50 9496.81 Bulawayo administrative costs. See section 6.2.6
10

Sep91

18. Ms S Ndlovu Dc:c 89 30032.60 16 105.88 Bulawayo administrative costs. See section 6.2.6
to

..'- Fdl91

. '..
207275.82 80 472.73

NOTBS TO EXUlBlT 1

:.c.• .::..



NOTES TO EXIIIUrr I

2. UNSUPPORTBD PROJner MANAOnMBNT COSTS

DETAILS DATE AMOUNTZ$ AMOUNTUS$ REASON WHY COST UNSUPPORTED

I. Haddon & Sly Mar 90 . 105.38 46.37 No supporting documents for cheque 821609

2. 1'Ik: Chronicle Sep90 84.60 33.43 · · 826990

3. MJon~ Nov 90 3000.00 I 185.30 · · 869553 Consultant f~. S~ SC:Clion 6.2.7

4. J Mayo Salary Jan 90 1500.00 660.00 Cosl cillimc:d t..11 nol incurred.

5. J Mayo Salary Mllr 90 482.78 212.42 Withholding (ax duplicatw llDd claimed twice.

6. J Mayo Salary Jun 90 487.30 199.79 Amounts paid in excess of contract of employmcmt.

7. J Mayo Salary Jul90 642.83 263.56 · ·
8. M Sparrow Salary MIU' 90 90.65 39.89 · ·
9. S Ndlovu Salary Mllr 90 682.50 300.30 · ·
10. Postage Q(r 5 60.27 22.90 Amounts clai~ in excess of general Iwgc:r amount.

11. Bank charges Qtr 3 . 1".08 10.69 · ·-
12. !mlirc:ct costs Qlr6 21 708.1!1 7809.93 · ·

Clf 28870.58 10784.58

"
~o
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NOTES TO EXIlIBIT I

2. UNSUPPORTED PRomcr MANAGEMENT COSTS

DETAILS DATE AMOUNTZ$ AMOUNTUS$ REASON WHY COST UNSUPPORTED

Bil 28870.58 10784.58

13. J Moyo Juno 90- 1600.00 5SS.80 Fi~ld allowance, no vouchers. Sc:e section 6.2.5
S~pt 91

14. J Muzamba Jan 9' - 900.00 276.00 Fi~ld all~wance, no vouchers. Sc:e SClCtion 6.2.5
S~91

IS. T Dub: Jan 91 - 900.00 27'6.00 Fi~ld allowance, no vouch~rs. S~ section 6.2.5
~p91

16. N Zundo Jan 91 - 900.00 216.00 Field allowance, no vouchers. Sc:e section 6.2.5
..'. Sql91

11. V Ncu~ Jan 91 - 900.00 276.00 Field allowance, no vouchers. Sc:e SClCtion 6.2.5
~p91

18. M Manala Jan 91 - 900.00 216.00 Field allowance. DO voucheiS. Sc:e section 6.2.5
Sql91

19. B Fowlds Apr 91 - 600.00 171.00 Fic:Jd a1low;nce, no vouchers. See section 6.~.S

Sep91

35 S10.~·-· 12891.38

~
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NOTES.TO EXllIOrr I

3. QUESTIONED OPfiRAnNG~1'S

DETAILS DATE AMOUNTZ$ AMOUNTUS$ REASON WHY COST QUESTIONED

I. Oarons Motor Spares Jul90 127.04 52.09 Could not identify if the £pan:s purchasc=d w~re for ...d1icl~ usc:d on NRM
project. .

2. Dudg~t Tuurs ~p91 I 291.76 70.38 Airfare for Mr nChild not an NRM staff m:mht:r. Sa: section 6.2.1
~

3. Sherwooc.l Export Jun 90 3 188.30 I 301.20 Motor vdlicle radio and tape decks flurchasc:d for Landcruisc:r, considl:r~

UfUv·cessary to grant.

4. Amity Jan 91 I 144.10 434.76 Repairs to For~ry Commission LandcruiSt:r

5. ImilOrt~ spar~ Apr 91

I
6974.41 2032.36 Z$12 934.51 of spares were imported 10 repair a Trust vehicle that WOolS involved

in an accident witHe working on the NP.M project. Of th~ spares, Z$5960.34
. '. was usc:d in r~pairint the vehicle. Z$S 960.34 were rc:co.vered from the: insufiUlce

'. company and credited to motor vehicle maintenance. The balance was transf~rrc:d

to OulaWilyo and claimed from i,;~AJD. This is consid~r~ unn~ to the
grant and only ~Ued from importing too many spares.

6. Oflice furniture Dc:c 90 I 855.93 705.25 Office furniture purchast:d for Mr M Jones a DNPWLM employ~.

1. Local o:ir travel Qtr I 26057.99 II oi65,S2 These COllIS relate to the NRM project design ami planning. They involved
Nalional Pa:ks and Trust employees visiting the: four areas that we:re incorporal~

( i.!'. tbt. NRM projee2. Th~ costs were initially charged to the: Campfire project
and then transferred t~ !~~ : .•1M project aftc:r the grant agra:mc:nt had been
signed. We have qUestiL_~1 ••lese costs bc:causc: the gnmt agrc:el1ll:llt doc:s not
cover costs incurred in planning and designing the NRM pn~ect.

8. Vc:hicle: maintenance Mar 9().. 18540.00 1527.98 Maintenance~s incur:d on Trust vehicles, prior to rc:cc:iving USAID vc:hides,
Nov 90 are una1!O"Jwable in tew...:; of the grant agreemc:nt.

9. Expenditure gr"ter lhan Pc:riod 37 175.56 12879.44 Accepted costs before this item where $12819 greate:r than budg~:~l:d. This
budgc:t redueea acccpccd CX)!l~ to buC:geted $126 000.

96 355.15 36 47~.98

~
~
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NOTES TO EXIIIDlT 1

4. UNSUPPORTED OPBRA11NG COSTS

"..... :.;

DETAILS DATE AMOUNTZ$ AMOUNTUS.~ REASON WHY COST UNSUPPORTED

I. SlaO' accommodation Qlr I 12000.00 S 280.00 No supporting dUCumenls'Uld relocation costii are only aUo~able to the extc:nt of
the employc:e's actual expenses in relocaling (in Is:rms of OMB Circular A-(22).

2. Furnilure and equipment Qar 7 8.00 2.06 Cost claimed in excess of general ledg~r ilmounl.

3. D~pr~illiion Qlr 3 23545.77 9653.77 Dcprecialicm claimc:d bUI nol in g~crallc:dger. The Granl onty covers
reimbul'SCllll:llls of aetllal ~~..ls incum:d and nol notional ~ls, such as
~reciation.

35553.77 14935.83

",
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NarES TO EXIIIOIT Q

S. UNSUPPORTED DISTRICf COUNCIL INPlITS

-
DETAILS DATE AMOUNTZS AMOUNTUSf REASON WHY COST UNSUPPORTED

I. District Council inputs Qtr6 4449.50 1296.58 Amounts claimc:d in excess of general ledger amounts.

4449.50 1296.58

.'.
.~
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EXHIBIT 2

RECONCILIATION OF FUND ACCOUNTABILITY
STATEMENT TO CLAIMED AMOUNTS

A B C • A-B 0 E
ACTUAL CLAIMED C • D+E UNDERCLAIMS OVERCLAIMS

PER F.A.S. COSTS DIFFERENCE INCL.UDED IN INCLUDED IN
ACCEPTED UNSUPPORTED

Project 268 882 271 388 (2 506) 5 338 (7 844)
Manaqement

Operating Costs 171 646' 177 410 .--J5 764} 3 892 (9 656)
Service !

16 104 16 104 - - -
Small Enterprise 194 194 - - -
Development
Wildl ifa - - - - -
Translocation
Di strict Council 85 481 86 778 (l 291) - (1 297)
Inputs ---
Capital costs 3 727 3 727 .. - -
TOTAL 546 034 555 601 (9 567) 9 230 (18 797)
EXPEND ITURE
USS

HQ.lli.

A • Actua1 tosts. recorded in the' general 1edger converted to US$ at the
average quarterly exchange rates used on claims submitted to USAID plus
the accrual of costs incurred in September 1991 converted to US$ at
lUSS • 3,867 ZS the exchange rate on September 26, 1991 when USAID
advanced USS75 000 to the Trust.

Aggregation of costs per claims submitted to USAIO plus costs incurred
in September 1991 per the general ledger converted to US$ as in (A)
above.

,.'
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Th. Lady SOM1(':" DUI:,

The Old Lodge,
ChriGlchurch noad,
Epsom, Surrey IIT19 ONE

Epsom (OJ72) 74393(' & 7412:J7

Epsom (0372) 'J 25604

TRUST
U.K. R~/,"rwI ChlJrlt:' No: 27PB54
Zlmt1l1bWfl w./tar. 0lf18nlzatlon No: W.O: 40/8 t

ZJMBABWE
Regi<JnaJ omc,,:

T".phon,,:

Fax:

4 Lanark Rood, \-jt..lgl,lvla.

PO Box 4021 HaIUl••

Harar. (4) 730!l4::J &7229!l7

Harare (4) 795150

c For Attention; Brian Hawksworth and Jeremy Wood

ERNS.T AND YOUNG
Cha~tered Account~nts (SA)
Ernst & Young House
4 Pritchard street
PO Box 2322
Johannesburg 2000

8th July 1992

Fax Number:010 2711 4981687 (and by Courier)
Deliver to the 14th floor pl~ase

') Dear sirs,

, ..

r·,

':.

'-'

ZIMBABWE TRYST RESPONSE TO NON-FEDERAL AUDIT (NFA) OF ZIMBABWE TRUST
UND~R NRM PROJECT NO. 690-0251-13

We, the Zimbabwe Trust ("the Grantee lf ), hereby acknowledge receipt of
the fourth draft of your report detailing the non-federal audit of
Zimbabwe Trust under the Natural Resources Management ("NRM") Project
Number 690-0251-13. We apologise for the time taken in preparinq this
response, but you will appreciate the difficulties we have had in
absorbing and res~onding to all the changes arising from each of the
drafts forwarded, partiCUlarly as these changes were not marked in the
SUbsequent drafts. This has necessitated our r~-reading each draft,
line by linG, in order to discover what new changes have been made.
In addition, we have serious diffiCUlty in allowing certain
fundamental criticisms maae in your report. Consequently, we have
obtained 7rofess!onal advice which confirms our position, and this has
added further to the time ,taken in preparing our response.

Your reporG refers to SAS 55, SAS 62, and SAS 63. We refer you to our
fax of the 31st Karch 1992 'asking for these documents, and note that
they have still not been received. We would be most gratefUl if you
would forward copies at your earliest convenience.

The importance of the principal objective of determining whether the
casts claimed by the Grantee are adequately supported, in accordance
with the Grant Agreement and are allowable, allocable'and reasonable,
is recognised and fully support~d... by the Grantee. The detailed
examination by the aUditors of payments and costs submitted to the
Grantor in the Fund Accountability statement have been assesf:ed to
determine whether each amount is allowable, questioned or unsupported,.__,_

BoM1 01 Tru,"": SIr GIyn Janes GCMG MBE (Chairman). SIr Henry McDowell KBE (VIce-Ch8innan), Prof. M.J. Robins (Hon. ) I e«surt'l).
Mr. A.M.!. S8Imon. Cr. LT. Chilslke. Mr. C.G.C. Rawlins oae: OFC. Mr. R.J. Dewar CaE CMG, Ms. A.O. Pocknell.

Olrector: Mr. KA Madders. a,netal Sscretaty: Mr. R.H.T. Monro. Han. Treasure, (Ztmbabwe): Mr. M. MOddcrs<bb
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We note that this deterldnation has been made by reference to "the
terms of the Grant Agreement, Standard Provisions, OMB circular A-122
(Cost Principles for Non-profit organisations) and other relevant
documents."

Firstly, we draw your attention to the Grant Agreement itself which
expressly states' that "this Gr.ant is ':'\ade to Zimtrust on condition
that the funds will be administered in aceordance with the terms and
conditions as set forth in Attachment 1, entitled 'the Schedule,'
Attachment 2, entitled 'Program Description,' and attachment 3,
entitled 'Standard Provisions, I which have been agreed by your
orqanization." In this regard, we note th~t AID Handbook 13, App 40
pa~e 40-1 covers mandatory standard provisions for Non-US,
Nongovernmental Grantees and in clause 1 (a) states: "The Grantee shall
be reimbursed for costs incurred in carrying out the purposes of this
grant which are determined by the Grant Officer to be reasonable,
allocable and allowable in accordance with the terms of this grant and
the applicable* cost principles in effect on the date of this grant,
which arIJ attac~". The asterisk after the word applicable, is a note
to serve merely as a reminder to the compiler of how to complete the
agreement and constitutes the one and only reference to OMS Circular
A-122 in all the documentation which comprises the Agreement. It is
clear from the Agreement that ilthe applicable cost principles in
effect on the date of this grant" are those "which are attached" and
which comprise extracts from the appropriate portions of OMS Circular
A-122. We have always worked on the basis that the check-list OH page
4D-7, headed "Required }~s Applicable Standard Provisions For Non-US.
Non-governmental Grantees" (comprising an extract from Aid Handbook
13) contains the "applicable cost principl.Q,~~\1 relevant to the Grant.
This extract also expressly states t.ba~, f'only those standard
provisions which bave been checked off ar~ ilicluded within the Grant".
Clearly, no basis exists for any representations in the report to be
made referencing a specific d~cument entitled OMB CircularA-122 (Cost
Principles for Non-profit Organisations) to the extent that that
specific document or portions of. it do not comprise part of t.he
Agreement documentation "attached". If what is "att~~had" does
comprise the whole of OMB Circular A-122 then there sho\;,ld be no
confusion. However, we are concerned that by your referenc~ng a
specific document when there is no need to (because it comprises part
of the agreement) you are basing your report upon terms and conditions
that are not included in the form of the Agreement as forwarded to us
and signed. If the Agreement is to be varied to include further
extracts from OMB Circular A-122 or amendments to those parts of that
circular that presently comprise part of the Agreement, then those
variations will nec::essa~ily have to be made by mutual consent.
However, it is essential that your report: 'is ·based on the terms and
extent of the Agreement as we have it, and we therefore request that
you re-draft your rapol':t &fter havinq re-examined carefully any
conclusions which are based on references to parts of the.
~bovementioned circular Which do not presently comprise part of the
agresment" Obviously, it is totally understandable that assertions of
"a mat6I;ial instance of non-comP.liance" can be made when you are
working from a different rule book•

Secondly, may we suggest that you list the documents referred to as
"other relevan':': documents" in order that the terms of reference '\oipon
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whic.!L~h~. rep~~t is based is clear to both parties.
• OJ •• ~. : .. :~ • ,fOP •

Our comments for inclusion in any final report compiled for submission
to USAIO (the Grantor) are based on the terms and conditions of the
Agreement';, as (defined by Attachments 1, ~ and 3) and are presented
below. They have·heen made in accordance with the numbering system
adopted in the latest draft.

1. 1N1EOOqCTION

1.1 with rE:)ference to your comment that the original accounting
records are held in BUlawayo and Harare, it should he noted that
your report applies only to those costs which have been paid in
Zimbabwe. Several other costs relating to the NRM Project arise

.. in the UK and in the USA where the original documentation for
these expenses is held. We acknowledge, however, that pUblic
service information costs arising at the USA office are not
allowable as indirect costs to the NRM Project (as per AID
Handbook 13 page 40-2).

1.2 We are pleased to note that the scope of the audit ordered by the
Grantor includos the actual overhebj rate for the audit period
and that it is the intention of the Grantor to negotiate and
,agree a provisional..rate for the period to the end of the grant
which shall include an appropriate allowance for UK costs
incurred on the NRM project. In this regard, the Grantee has sent
a copy of the last audited financial statement to the Grantor.

We submit res'oectfully that this independent audit of the
Grantee's orgardsation shorJld have been conducted during the
Grantee's normal annual aucHt and not at the time it was actually
carried out (see AID Handbook 13 Page No. 40-2 para 2b). Under
the terms of the Agreement it would appear that this audit should
have taken place only ~fter a review of the Grantee's audit
report, which, to the best of our knowledge, has not yet been
conducted. However, we fUlly acknowledge that tha Grantee
willingly complied with the Grantor's request to conduct this
audit and that such compliance constitutes a variation of the
terms of the Agreemen~.

1.3 We have not yet, received a copy of the MACS,reRor~~ referred toin this paragraph which was requested in' our' 1'a'st' communication -
are these reports available to the Grantee?

You will be interested to note that the date is missing in the
second line of this paragraph - it is significant in that it
appears, as the paragraph stands, as though the report covers
only a two day per~od!

~.4.1. We note ·~~t the results of the audit. of the Fund~

'Accountar.ity Statement detail $11e,947 of questioned costs;
and $29,124 unsupported costs:' Apart from the obvious relevance
of the observation~ above 'concerning ques~ioned costs in the
context of OMB Circular A-122, these are dealt with at length
below.
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1.4.2. The reportable weaknesses identified in the evaluation of the
internal control structure are noted and are accepted as a
conseructiva criticism of the Gr~ntee's financial reporting
procedures for management and control. These criticisms have
resulted in changes to Trust procedures (in respect of its
financial 'control and project reporting on all project~, not
only tho~e of the Grantor).

1.4.3 We are m,j~t concerned to note that the auditor's "evaluation
of the Trust's compliance with the Grant Agreeme:lt and rel.a-ted
provision identified a mOlterial instance of non-compa:lance
relating to claiming management overheads, which were not
provided for in the Grant".

The Grantee finds it necessary to place on trecord that it
cannot CC,1cur with the auditor I s allegation that. it "identified
a material instance of non-co:r.~)liance rela tirllg to the claiming
of management overhei'lds ll • The Gra~tee dilj-gently compIles with
all terms of any agreement to which it is a party, and cannot
allow the good name it has earned over che past 12 years to be
tarnished by allegations that it be~eves are groundless. The
Grantee is obliged to take this mat~er most seriously because,
inter alia, it could provide grounds for' termination and
suspension of the NRM Proj eet in terms of page 4D-2b of
Attachment 3 of the Agreemene. The Grantee has sought legal
advice on the matter, and 1*l1s advice confirms our opinion that
the legal basis for the Auditor's allegation is, at best,
questionable. The te~ and conditions of the Grant Agreement
provide no fair and reasonable basis to support the contention
that "a material instance of non-compliance relating to the
claiming of management ovel~heads" has t~ken place.

We refer you to page 5, pera 2 of Attachment 2 - "Program
Description ll which st~tes that "Ji'unding is also provided for
technical support for the development of land-use plans,
including procurement of aerial photoJraphs, maps, transport
.Ami other inputs." Moreover, para ~.1.2 stipUlates that there
will be "at . least 2 full-time Project Managers" •••who will
"facilitate the planning and decision-making processes", while
tha next paragraph states that "when additional expertise is'
required. the project manager will locate and hire non-local
short-term assistance". Para 4 on page 6 states that "Funds are·
provided for Zimtrust project staff •••• This staff will be
provided with vehicles, radios and housing in the districts
••• The proposed housing will also act as accommodations ~
visiting Harare-based project staff from zimtrust and CASS."

We SUbmit that it is only reaso~able to conclude from the above
that the Program Description clearly anticipated that the
Grantee's staff would be provided with vehicles, and also 'the
need to hire non-local short-term assistance, thereby allowing
both part-time and/or fUIl~time management. inputs from Harare
(or elsewhere) and further, that provision was expressly made
for visits from "Harare-based project staff from Zimbabwe
Trust," for which accommodation was to be provided.
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At the time of signing the agreement,

Page a, para 2.1. 4 states "llibabwe Trust will provide training
to local institutions in the necessary skills for planning and
implementing projet activities. Zimbabwe Trust staff will
coordinate with other institutions Training will be
conducted through several mechanisms, including informal
discussions, presentations, workshops, seminars, conferences
and field' tripsf among oth'er activities." Page 14, para 1,
zimtrust's responsibilities under this agreement states
explicltly that Zimtrust will be responsible for "providing
advice on management, £S2D51ucting training and assisting in
administration" •••• providing "the professional human resourCe
inputs necessary to establish, monitor, and operate the
project•••• Work will be ~~rried out under the direction of the
Director of the Trust. tt~~ General Secretary and the CAMPFIRE
Programme Dire~••••• fY.nds are provided for Zimtrust project
staff ••••••• staff will be provided with necessary logistical
support and facilities c.onsistent with Zimtrust personnel
policies".

An understanding of the primary objective of developing local
institutional capacity through adaptive management, and the
thousands of training days this entails, inevitably leads to
an appreciation of th.e mall-power needs for mounting such
training. There is no reasonable basis for the Auditors to
assert that this man-J~ower input is to be snpplied without
recourse to the management capacity of the Grantee. The
references in the preceding paragraph emphasise the Grantee's
management inputs which have been properly supplied to the
project at cost and, inevitably, must comprise an overhead
charge. Such charge is consistent with the Trust's accounting
policies on all other proj ects/p1rograms. We find no basis under
the terms and conditions of Attachment 3 to assert that these
overhead charges cannot be defined as reasonable, allocable and
allowable and therefore should not be defined as questioned
costs under the Agreement.

It may be appropriate to draw attention ,to the fact that the
original plan and project budget, as detailed, was developed
with a view to implementing the project in only two Districts.
The Trust was persuaded, subsequently, to extend the scope of
its implementation to include an additional two Districts. This
significant amendment to the scope of the project was made,
just prior'to the formalization ot the agreement, resulting in
a considerable incre.ase in the geographic extent of the project
without. any alteration to either personn3l or budget
requirements. The Grantee was in a position to agree such
changes because it believed that it had sufficient budget to
procure the necessary management capacity, and should this have
proved not to be the caS4!, arrangements existed for it to apply
for an increase in the amounts bUdgetad. This change in the
scope of the project is evidenced by the reference on page 7
of the Program Descript~on' which anticipates that the
"facilitator for women I s activities" will work in the "~
target gommunal lands" •
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occasions, the Grantee was informed that any justifiable
increases in bUdgets or personnel could be agreed between th~

Grantee and Grantor as and when the need became apparent, and
this would be encompassed in a Revision of the Financial Plans.
The eleventh hour extension in the scope of the proj ect
explains ~he addition to the initial staff requirement for the
management of the proj ect (ie. more than at least two full-time
proi ect managers) , as well as additional management
requirements in the form of a SUbstantially increased zimtrust
management involvement. It should be noted that the speed at
which training and other inputs are supplied to communities
should be determined by the communities themselves and not by
the Grantor. There is no point in supplying inputs unless the
communities, after establishing consensus amongst themselves,
determine the basis upon which any such inputs are to be
supplied and the evolving institution building process dictates
the extend and pace at which such inputs are delivered. This
process has effectively determined additional requirements
which have been discussed with USAID personnel. This is not
disputed by USAID and, in terms of the agreement, any such
changes may be viewed formally as variations under the
agreement. We draw your attention to AID Handbook 13, page 40­
2A para 4(b) which states that "The Grantee shall immediately
request'approval from the grant officer when there is reason
to believe that within the next 30 calendar days a revision of
the approved grant bUdget will be necessary". However, as there
is no formal requirement for the Grantee to present such a
request in writing and, as no "costs in excess of the ~ount
obligated under the grant" have been incurred, there is no
requirement for the grant officer to notify approval in writing
(para 4[C]).

The Fund Accountability statement in 1.4.1. and the evaluation
in 1.4.3. identifies "a material instance non-compliance
relating to claiming management overheads. II We dispute this on
the grounds detailed in the relevant sections above. Moreover,
even though we were 1'1ot obliged, under the terms of the
agreement, to obtain prior approval in writing, we draw
attention to a letter from our Financial Manager dated the 26th
January, 1991, which was written tollowing discussions on this
matter, and requested the Grantor's prior approval of indirect
management and overhead costs. The Grantor's response of 22nd
February 1991'states that these costs can be allu~ed, provided
that such expenditures are verifiable and distinquishable as
costs incurred in carrying out the grant and subject to the
availability of funds. As these conditions were met, the
Grantee's overhead costs aUdited, a rate for such overheads
established, and financial claims, which included these
overheads, were paid, the Grantee proceeded on the reasonable
assumption that this was acceptable to the Grantor. In the
light of such tacit acceptance, we find the' charge ot non­
compliance with the Grant ~gr~ement wholly unacceptable.

Some confusion has arisen, in the offices of both the Grantor
and Grantee, concerning the overhead claims of the Trust. In
this regard, the Trust has claimed only a portion of its actual



overheads incurred on the project, and only those relating to
the Zimbabwe offices, not those of the UK and USA offices. The
status of any UK and USA claims, as the Grantee understood it,
is one of the purposes of the non-federal audit.

The allegation of non-compliance is a most serious matter, 'and
we are obliged to treat it as such. At a recent meeting of
representati~es of the auditors, the Grantor and the Grantee
in Johannesburg, the matter of overheacis was discussed at
length, and the parties agreed that this could be settled
amicably through negotiation, particUlarly as the Grantor
accepted the principle of £inancing the Grantee's overheads for
the projecto In this regard, the Grantee would like to record
its appreciation of the spirit of mut'.,;al co-operation that
exists between the two parties, and to record that it is the
Grantee's intention to continue in this manner. The spirit of
amicable co-operation which exists between the two parties
notwithstanding, the Grantee cannot allow such unqualified
assertions to stand on record when it is convinced that grounds
for such assertions do not in fact exist. The importance of
this written submission to your fourth draft report, therefore,
is to inform you that we seriously contest the legal basis for
your opinion, and ask you to reconsider. For your information,
we enclose a letter from the Trust's lawyers which formally
records the basis upon which we challenge your alleqations.

Other allegations of non-compliance, which were not considered
material, are also challenged. These are dealt with in the
appropriate paragraphs below, where they are reported in some
detail.

7

1.4.4. The Grantee emphasises the fact that it has not claimed any UK
or, USA office expenses, because of confusion that has arisen
as a result of the General secretary's letter of the 23rd of
June, 1989, following a workshop where the Grantee estimated
a contribution in kind amounting to $120,000. This letter
predates the Agreement and does not constitute a variation to
the Grant Agreement, 'and representations and assertions made
prior to the Agreement do not form part of it. This is the view
of the Grantee's legal council and, accordingly, the Grantee
challenges the claim that any administrative, secretarial, and
accounting statf costs incurred in the Bulawayo' office or
elsewhere are unallowable under the terms of the Grant
Agreement. The Grantee believes that this is an issue which the
non-federal audit should resolve. It should be noted that the
Grantee did not seek approval trom its Board ot Trustees for
any such contribution on the basis that it was never part ot
the Agreement. The Grantee believes that the indirect and
overhead charges against the project are substantially les than
cost and welcomes the oportunity to reach agreement with the
Grantor on an appropriate negotiated overhead'. .

The indirect cost sChedule~fo~ fiscal years ended May 31 1990
and 1991 in Zimbabwe are those indirect costs which have been
part of this non-federal audit •
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1.4.6 The Mission concerns raised and documented in this report are
'.:: noted and dealt with in the appropriate sections below.
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We are pleased to note the Auditor's delivery order includes
a requ1.rament to audit an indirect cost schedule appl icable for
the Grantee's overheads for the 1990 and 1991 financial years,
and to establish a provisional overhead rate to be used from
1st of June, 1991 to the end of the Grant. Whilst we remain of
the opinion that we are within our rights in claiming our
overheads, we intend to co-operate fully in this matter, and,
in order to enable an audit of the overhead'rate claimed, we
have contracted our auditors in Zimbabwe, KPMG Peat Marwick,
to prepare the required schedule and reassess the existing
basis for allocating overheads to projects. This report will
be forwarded to the Auditor as soon as it is complete. Similar
ar.rangements are being made in the UK. The demands on the Trust
management in carrying out its project obligations are such
that the Trust does not have sufficient resources to carry out
this task itself, and for this reason we have contracted out
the work.

In order to minimise the disruptions and extra work load caused
by additional audits we request that, in future, the Grantor
adheres to the terms of AID Handbook 13, page 40-2 item 2(b)
so that should an independent audit be required, such audit is
conducted during the Grantee's normal annual audit. In this
regard we take the opportunity to place on record that the
Grantee's annual audit for the year ended 31st of May 1992 is
due to commence shortly. As far as any UK audit is concerned,
it would be appropriate for the Grantor to obtain confirmation
and justification, of costs from Arthur Andersen & Co. in the
UK rather than require original documents to be forwarded to
Auditors either in South Africa or elsewhere. We propose this
because we are obliged, under the terms of Grant Agreements
with other Governmental agencies, to retain original
documentation for inspection.

1.4.5 We are pleased to note the Auditors' conclusion that the Trust
is "capable and competent to manage and account for USAIO
funds."

2. FUND ACCOUNTABILIT'~ STATEMENT

2.1. The first sentence in the third paragraph is ambiguous. It is not
clear whether the independent ~uditor has conducted this audit
in accordance "with generally accepted aUditing standards" or in
accordance "with generally accepted auditing standards, issued
by the Comptroller General of the united States". Whichever
interpretation is intended, we note that the audit has been
conducted, and the report produced to accord,with Government
AUditing Standards, issued by the Comptroller General of the
United States. This paragraph ..·is repeated verbatim under the
"Internal Control Structure" ·in ,the third section on page 21 and
under "Compliance with Agreement Terms and Applicable Laws and
Regulations" under the fourth section on page 34. We draw
attention to Aid Handbook 13 page 40-2 para 2 Which states "The
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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."
We fail to comprehend the relevance of conducting the audit in
accordance with Government AUditing Standards, issued by the
Comptroller General of the United states, and seek an explanation
as to how, and in what way, we are bound to its terms.

The "generally' accepted· auditing standGrds", irrespective of
their source, require that an independent Auditor obtains
"reasonable assurance about whether the Fund Accountability
statement is free of material mis-statement", and, in the light
of our submission concerning overheads as outlined in the first
section above, we submit that the Auditor is bound to report that

. the Fund Accountability statement is, in fact, free of material
mis-statement.

2.3. The notes to the Fund Accountability statement cover only those
funds that have been. expended directly by the Trust in Zimbabwe
and, accordingly, the'statement excludes any reference to the
proj ect' s UK management overheads as well as the significant
number of capital items procured directly by the Grantor and
debited to project expenditure.

2.4. The Grantee challenges the claim that it has co-mingled USAID
funds as reported in the Auditor's report on non-compliance. As
the Auditors are ~ware, following representations made at the
meetinq on the 20th December 1989, a variation of the Grant
Agreement was agreed requiring the Grantor to make us dollar
payments into the Grantee' s non-resident bank account. This
variation is recorded in the letter of the 27th December 1989.
No restriction was placed on how this bank account was operated,
and any commingling that arose ~s a result did not constitute
non-compliance with the Grant Agreement and SUbsequent
variations. As you know, Reserve Bank rules prevent the Grantee
from establisbing a second Non-resident account, and the Grantor
is aware, or should be aware, of this stipulation. Furthermore,
in an attempt to ensure that the NRM Project benefitted from any
interest which may have accrued as a result of payments received
in advance of expenditures, the Grantee requested a further
variation to the Agreement.requiring Grant payments to be made
.into the Grantee's UK dollar account. This would have had the
advantage of obviating any problem of commingling of funds, as
no restrictions exist on the number of accounts held by the
Grantee in the UK, but the proposal was not agreed by the
Grantor.

2.5. The summary audit results are dealt with in the appropriate
sections below. The Grantee acknowledges unsupported costs
amounting of $2,427.99, and questioned costs of $.14,824.08, the
bulk of which comprises $11,466 for local air travel incurred in
the planning and design phase.. o~· the NRM project are unallowable
under the agreement on the grounds that the cost was incurred
prior to 15th September 1989. These acknOWledged costs are listed
in the conclusion (para 6.3) below.
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Recommendation No.1

3.3.3 The Grantee was concerned to note that unsigned contracts
existed. This is regarded as a serious management oversight
which has since been corrected. As noted in the auditor's
report, however, these contracts are SUbject to annual review,

It should be noted that prior to the signing of the Agreement the
Grantor contracted a firm of accountants to investigate and
report on the Grantee's accounting systems and control
procedures. The Grantee was not shown this report, but was
informed that the Grantor was fully satisfied with its
conclusions.

In the light of the above the Grantee cannot accept this
recommendation in its present form as it relates to both
questioned and unsupported costs, which are disputed.

INTERNAL CONTROL STRUCTURE

We note that the Auditors have found it necessary to state
expressly that while they "have not complied with the Government
AUditing Standards, General Standard, requiring (their)
participation in an External Quality Control Review Program" they
have, nevertheless, "conducted (their) audit in accordance with
Government AUditing Standards, issued by the Comptroller General
of the United States." Again we draw attention to the terms of
the Agreement viz Aid Handbook 13 page 40-2 para 2 which states
"The Grantee shall maintain books, records, documents, and other
evidence in accordance with the Grantee I s usual accounting
procedures to SUfficiently substantiate charges to the grant."
We submit thal:the purpose behind the investigation referred to
above was to establish, to the Grantor's satisfaction, the
acceptability of the Grantee's accounting and control systems.
It is thus inappropriate to introduce the requirement of a new
standard which does not comply with Aid Handbook 13, that "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 arant."

3.• 1.

3.

We view the reportable conditions in this context, bu~,
nevertheless, have provided explanations and responses in 1;h,e
appropriate sections below.

3.2. Further to the above, the Grantee notes that the basis of the
independent audit of the internal control structure is defined
in accordance with "the American Institute of Certified Public
Accountants Codification of AUditing Standards, section 319."
Whilst the findings and recommendations on this basis are
positive, their relevance to an audit under terms of the
Agreement is questioned because the aUditors do not detail which
parts of section 319 ara relevant to local aUditing standards and
comply with the reqllirements of Aid Handbook 13. We question the
merit and relevance of confining the audit to the narrow dictates
of this US standard because, by definition, local standards are
nat as specific as those applicable to the section 319 standard.
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are invariably si.gned upon formal appointment, and are updated
after a 'three month probationary period. These unsigned
contracts ware contracts that were due for renewal. As the
terms for renewal are essentially the same as those signed by
those same employees upon appointment, they were fUlly aware
of the terms and conditions of their employment and,
according1y, this has not led to a "situation where employees
are unaware of their responsibilities and authority".

Recommendation No 2.

We agree with this recommendation although it should be noted
that all employment contracts have since been reviewed,
discussed with 'each member of project staff and sianed.

3.3.4 The Grantee notes the comment concerning insufficient analysis
of fluctuating quarterly claims but does not concur with the
view that this reflects a lack of analysis of these claims.
Such claims are 'analyzed periodically by the C~PFIRE Manager,
the Financial Manager, the General Secre'tary and the Director.
While the Grantee acknowledges that explanations of such
variances may not be recorded in writinq, variances are
explained by either the NRM Project Manager, the CAMP'FIRE
Manager, or both, to the Financial Manager who in turn, reports
any significant variances to the General Secretary and the
Director for internal control purposes. Owing to severe.
pressure of work, those analytical reports are of necessity
verbal, and therefor~ records are not kept for audit purposes,
nor are they required under the terms of the Aqreement.

As will have been noted, from verbal discussions between the
Grantee and the Grantor concerning such variances, items such
as the rate at which tyres are used constitute unavoidable cost
variances, and our own investigations confirmed that these
arose from the proper use of the vehicles. As these tyres are
not available locally they cannot be supplied on demand but
have to ~e imported. They must, the~efore, be purch~sed well
in advance of their beinq required in the field to ensure that
project staff are properly equipped and able to meet their
planned field responsibilities on schedule. Accordinqly, as
such items are purchased periodically" fluctuations are only
to be expected.

Many fluctuations arise as a =esult of known projoct activities
which are part of the prQject plan. For exampla, for the period
December to February, little or no trainin9 takes place because
this is the rainy season. Not only are roads frequently
impassable, but project beneficiaries are all fully involved
in ploughing, planting and CUltivating their crops. At the end
of the season the area is accessible by road and project
activities, particularly trc.ining, accelerate significantly and
the ~oncomitant fluctuatiops.occur.

"Misallocations", with perhaps a few understandable exceptions,
are probably better described as differences of opinion on
appropriate bUdget lines (Project Management or operatinq
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Co-mingling of funds has been dealt with above.

During meetings between senior officers of the Grantee and
t.he Grantor in October 1991, a matter which had caused

.....

.'

costs). When Mr Julian sturgeon took over the responsibilities
of CAMPFIRE Manager from Mr Simon Metcalfe, the basis for"
compiling several such expenses was altered. The Grantee fUlly
acknowledges that this does display some inconsistency, but it
should be noted that the Grantor stated, at the commencerent
of the Agreement, and on subsequent occasions, that it was not
concerned with the allocations of expenditure to particular
bUdget lines, but rather with the total amount o~ all such
lines. These discussions constitute a variati~n of the
Agreement and it is inappropriate to include, under questioned
costs. expenditure greater than budget for operating costs.
amounting to S12.879. The budget lines have been discussed at
some length and have never been a ~atter of concern to either
party, particularly as these changes in the make-up of suct.
budget lines represent an improvement in the accuracy of the
Grantee's financial reporting. Under the tern\~ of. the
Agreement, Aid Handhook 13, para 4 states that "the Grantee
shall immediately request approval from the grant officer when
there is reason to believe that within the next 30 calendar
days a revision of the approved Grant bUdget will be necessary
for any of the following reasons" and under 4(b)1 "to change
the scope or the objectives of the project and/or revise the
funding allocated among project objectives" and under 4(b)4
whare "the Grantee plans to transfer funds bUdgeted for
indirect costs to absorb increases in direct costs or vice
versa." The Grantee fully adhered to the terms of the Grant
Agreement by advising the Grantor that it was reallocating
certain bUdget lines. The Grantor accepted the reasons for such
changes and no further action was taken as there is no
requirement to present the same in writing to the Grantor.
Accordingly, we SUbmit that the amount of $12,879 be withdrawn
as a questioned cost and be reallocated as an accepted cost.

~Qmmendation N2-1

The Grantee agrees that it would be fitting for written
explanations, where appropriate, to be submitted to the Grantor
to improve the information available to them, thereby reducing
the number of queries which may arise from each quarterly
report. However, in order to avoid unnecessary and additional
administrative work the Grantee considers a varian~e of 25% in
excess of the previous quarterly claim to be a more appropriate
level to trigger any w~itten explanation, given the high level
of inflation (45%) that currently exists.

3.3.5 For the record, it should be noted that numerous candidates for
the NRM project were interviewed by a Zimbabwe Trust team in
BUlawayo cOlllprising the Director, the CAMPFIRE Manager, a

- CAMPFIRE Association representative, the NRM project Manager
and a District Area Manager, and not only by the General
Secretary and a Department Head as reported. . ,

".
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considerable delays and an immense amount of unnecessary
work within the Trust was discussad - viz - that any
purchase above $l~,OOO required a PIL (project
Implementation Letter) to be issued by the Grantor before
tht:: purchase could bo authorised. In this regard, senior
Grantor officers' acknowledged that the Grantor appointed
NRM Project Supervisor had erred in imposing this
requirement on the Trust, as it was relevant only to host
government contracts.

We feel it incumbent upon ourselves to point out that this
matter created serious problems in the implementation of the
project, effectively suppressing the consultation process wit~

communities at grass-roots level and jeopardizing the
credibility of staff on the ground.

Given that community participation is fundamental to this
project, and that full participation through consultation is
very time consuming considering that project beneficiaries have
to reach a consensus (despite differing vested interes·ts within
t~eir community) as well as earn their livelihoods. Delays in
the provision of capital items must be studiously avoided if
the project's credibility is to be maintained. Therefore, it
is vital that capital procurement takes place in accordance
with the terms that the community has so painstakingly agreed•
The Campfire Manager found himself in a position in which he
was obliged to anticipate community needs and apply for a PIL
in advance in order to ensure delivery of capital inputs within
a reasonable time, a procedure which undermined community
participation in the determination of their own needs. This led
to criticism of the campfirs Manager within the Trust
management structure, for adopting a procedure for procuring
capital inputs at a rate dotermined by the bUdgets and PILs,
and not at a rate at which they could bt! absorbed by the
community. This fundamental problem was so serious that Trust's
Director undertook a thorough investigation of the matter, only
to discover that the PIL requirement imposed by the Grantor was
not part of the Gr~nt Agreement.

We respectfully draw att,gntion to the fact that Trust staff are
fully engaged in the implementation of a difficult and complex
nationwide project, and that existing capacity is insufficient
to cope with such bureaucratic confusion. The extra work load
arising from a second extensive external aUdit, together with
the matter outlined above, has ~esulted in serious capacity
difficulties and created critical backlogs in other vital areas
of the Grantee's work. We feel, accordingly, that the overhead
ch&rges levied thus far are fully justified.

3.4.2 The Grantee acknowledges that the purchase requisition system,
Which operates well at the Harare office, did not operate in
the BUlawayo office. This ayst'em has now been introduced to the
Bulawayo office and involves a purchase order book which
details the goods ordered, the price agreed and the delivery
date. These are forwarded to the Financial Manager for
authorizat.i.on and payment (prior approval is required for
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purchases in excess of $100).

Recommendation No.5

The Grantee agreQS with recommendation no.' 5, that the Harare
system which has been operating successful for several years
should be impleJllented at the Bulawayo office for management
control purpQsos.

3.4.3 Apropos missing supporting documents for certain payments, the
Grantee is con!id~nt that ~xisting management control systems
do not allow any payment, by cheque or by cash, to be made
without supporting vouchers. The "unsupported project
management costs" are all costs incurred by the Bulawayo office
for expenses which were inspected and approved by the Financial
Manager. Each month the invoices for expenditure incurred by
the Bulawayo Office are submitted to the Financial Manager in
Harare where each ihvoice is attached to the expenditure,return
sheet whioh Is then checked before it is approved, and the
total payments under the expenditure return sheet are
reconciled with the nominal ledger balance.

It is relevant to note that the missing supporting documents
have not only been the subjected of an internal audit (as
above), but they have also been subject to an external audit
by KPMG Peat Marwick. No queries arose during that audit.
because, presumably, no documents were missing. The Grantee
remains confident that all returned paid up cheques were
supported by appropriate documentation, and that either the
external aUditor failed to re-file the cheques in correct
numerical sequence or the vouchers have been lost by the
Grantee's staff. Perhaps the Financial Manager can be
criticised for not re-filing the supporting d(!cuments after the
aUdit, but he presumed, quite reasonably, that it was
unnecessary, as the external audit was complete.

Should there be any unsupported cheque pa~~ents we can only
assume that the supporting QGcument has been misfiled or lost
subsequent to the date of the relevant external aUdit. The
Grantee suggests that the AUditor verifies with KPMG Peat
Marwickthat their audit did not uncover any payment having
been made without supporting documents.

All documents reported missing during the second external audit
have been either located or replaced with duplicates, except
for a till slip amounting to ~$l05.38 lssued by Haddon and Sly
in March 1990 for groceries used during a training course and
an office subscription cash slip amounting to Z$84.60 issued
by The Chronicle newspaper. Should the Grantor refuse to
acknowledqethe validity of these two claims, a~ter conferring
with KPMG Peat Harwick, the costs shall be met by the Trust
fund and refunded. ,.' ,.,

We acknowledge, however, that thE! following amounts were
claimed twice in error:-



Recommendation No~

The Grantee aqrees with recommendation no.7. As stated above,
the ERS and eRS are alrea4v., reviewed and authorised by the
Financial Manager prior to" posting to the General Ledger but
queries have been dealt with verbally. The Grantee a;~ees that
all such queries should be documented, and in future a hand
written note will be required in support of a query.

15

Tax payments made in respect of J. Mayo ($212.42), M.
Sparrow ($39.89) i!nd S. Ndlovu ($300.30) in March
y1990, and further payments for J. Mayo for June
($199.79) and July ($263.56) 1990. These payments were
made twice because a new member of 'staff paid PAYE for
each employee despite the fact that this had been paid
already by the Harare Office. As the payments were
made, to the Department of' Taxes, they were not
vouchered against j,nvoice. These double payments were
later discovered by Trust staff and are being
recovered from the Department of Taxes and shall be
repaid to the Grantor in due course.

i)

ii) Postage ($22.90) and bank charges ($10.69) - these
shall be repaid to the Gra.ntor through deductions
again~t future expenditure claims.

Apropos the payment of $660 to J. MOYo, described as "a cost
claimed but not incurred", the critical question concerns the
date upon which this member of staff commenced full-time USAID
duties, not that the amount was claimed. but not incurred. Our
records show that during January, 1990, he was fully involved
in the USAID project but was riot seconded to the project on
full-time basis until the following month. It follows then,
that this is a cost incurred by the Trust on the project in
accordance with the Grant Agreement.

3.4.4 The Grantee is most surprised and concerned to discover that
not all ERS and CRS were signed as authorised by the Financial

.Manager. The Trust's procedures a=e that ERS are compiled in
tha Bulawayo Office by an administrative secretary. They ar~

checked and signed as correct by the Project Manager prior to
being sent to Harare. Upon arrival in Harare, the ERS are
checked by' the Accountant to ensure all claims are fully
documented prior to final approval and signature by the
Financial Manager. These procedures are designed to ensure that
only expenses with supporting documents are accepted and
proc~ssed. This procedural system has operated smoothly over
the past year and there have been no instances of unsupported
claims. However, we acknowledge that in the early stages of the
project, when new and untrained staff were in place in the
Bulawayo office, several such instances did occur, and where
expenses were submitted without supporting documents, they were
disallow~d. The value of any such unsupported claims was then
added ba~~ to the CRS until such time as supporting documents
were sUbmitted~ This provided the nec9ssary control to ensure
that the unsupported documents were submitted •
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Recommendation No.8

4... COMPLIANCE WITH AGREEMENT TERMS AND APPLICABLE LAWS AND
REGULATIONS

We agree with recommendation no. 8, and shall !~equest the Hon.
Treasurer to travel to BUlawayo more frequently to l:eview NRM
Project matters.

Recommendation No.9

We agree with recommendation no. 9 and acknowledge that a
fireproof safe would be appropriate in the circumstances. Such
a safe will be installed in due course and debited to the
project. In addition, special security arrangements have been
made to sto~e back-Up computer records.

3.4.7

3.4.5 The comments made on the BUlawayo account reconciliations are
noted. However, the post of Hon. Treasurer is an unpaid
voluntary position, and the use of the Hon. Treasurer's time
is designed to maintain an independent overview of the Trust's
transactions on a selectiva basis. Accordingly, the Hon.
Treasurer· expends his time primarily checking the bank
reconciliations of the main accounts 'of the Trust, where the
material assets are held. The BUlawayo bank account by
comparison, is small, and operates on an imprest system with
relatively low balances, equivalent to around U5$4,000.

4.1 The general observation that the indapendent aUditor "performed
'tests of Zimbabwe Trust's compliance with certain provisions,
Grant Agreement terms and laws and regulations" causes concern.
This concern arises because these "certain provisions" and
"laws and regulations" are not referenced to demonstrate
clearly that they do not fall outside the scope of the
Agreement. The Grantee is alarmed by the independent auditor's
statement that their "objective was not to provide an opinion
on overall compliance with such provisions. II This, as we
understand it, is the purpose of the aUdit, viz to cletermine
material instano'es of non-compliance that cause the independent
auditor to concl.ude that the aggregation of mis-st:atements is
mate~ial to the Fund Accountability Statement. The independent
auditor's reluct~nce to give "an opinion on overall compliance
with such provisions" presumably arises from their not knowing
what "certain prov'isions" and "laws and regulations" may apply.
As their specific task is to determine that the Fund
Accountability Statement is a true and fair reflection of the
costs incurred on the NRM project, and this necessitates such
qualificatio·n, we wonder how the Grantee is expected to proceed
with the implementation of the project and both understand and
~dhere to the terms and conditions of .these "certain
provisions" and "laws and regUlations! n As stated above, it 1s
required that these tests be applied~ within the terms of
the Grant Agreement.

4.2.1 As far as th.e findings on indirect or overhead costs are
concerned, $5:0,107 is treated as questioned and $7,810 is
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treated as unsupported by the Auditor. As stated above, the
Grantee does not concur with the auditor's view that these
costs are llnallowable because "the Grant Agreement did not
provide for a negotiated or provisional overhead rate." The
Grantee has nonetheless submitted a paper 'in response to .the
Grantor's ,request for a proposal toamenci the Grant to cover
overheads of Trust personnel indirectJ.}- involved with the
management, administration, accounting and reporting under the
Grant Agreement. The finalisation of ~J';11s JIIatter has been
delayed for the following reasons:

a) The suggested overhead format schedule submitted to the
Grantee by the Grantor cannot be easily transformed to
represent the Grantee's overheads, and require a review of
project accounting and implementation procedures, which is
currently in progress.

b) The Grantee recognises the need to restructure project
implementation procedures to promote institutional
development as opposed to infrastructural development. The
original project design, and the: accompanying bUdgets,
place unwarranted emphasis on infrastructural costs such as
game management fences and water points, Which, while
undoubtedly important, are not as important as
institutional developmen~. The Grantee believes the
relatively small budget allocation to training is a flaw in
the project design which will no doubt be confirmed by the
independent review Df the project. The rectification of
this will have a significant impact on the management

. overhead cost as well as certain other costs which are
currently regarded as indirect.

c) .The Grantor is in the process 'Of a project design review,
the focus of which is to investigate constraints on
implementation, which may ha7e been brought about by
weaknesses in the project design. This review will have a
bearing on the appropriate l~vel of indirect costs and the
overhead rate to be agreed.

Recommendation No 10.

ThQ Grantee submits that "reference to OMS Circular No.A-122"
is not relevant to the Grant Agreement except in terms of AID
H~ndbook 1~, App 40 page 40-1 and the list on page 40-7 which
covers mandatory standard provisions for Non-US,
Nonqovernmental Grantees. Accordingly, we submit that no Grant
amendment is required to recover the Grantee's overheads
claimed and paid to date. However, the Grantee will readily
enter into discussions with the Grantor for a Grant Amendment
to determine a mutually agreed overhead and. indirect cost
charge to apply for the duration of the project.

4.2.2 The Grantee is pleased to ~~ot~ that the independent auditor
"did not consider the co-minglinq of USAIO funds with other
funds to be an instance of material non-col.,pliance" and that
this was not "material to the Fund Accountability Statement."
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Recommendation No.1l

Recommendation No.12

The Grantee accepts the recommendation.

5. FINANCIAL MANAGEMENT CAPABILITY

We agree with the Auditor's conclusion that fina:i1cial personnel
of the Trust are capable and competent to manage and account for
USAID funds •

6. MISSION CONCERNS

The Mission cnncerns itemis.ed ..·below have been. the subject: of
numerous discussions with the Grantor.
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6.2.1. High Vehicle Maintenance costs:

N1:The mis-allocated vehicle fuel costs are noted. They are
presumed to have been allocated to maintenance instead of fuel
and, of course, do not comprise a questioned cost •

N2: Depreciation is not claimed in the ledger because, under the
Grantee's normal accounting policy, vehicles are written off
aqainst expenditure in the year of purchase. This is a normal
accountinq procedure for British NGOs and is quite admissible
under the Grant Agreement. In this regard, we draw attention
to Aid Handbook 13 page 40-2 para Z which states "The Grantee
shall maintain books, records, do~uments, and other evidence
in accordance with the Grantee's usual accounting procedures
to sUfficiently substantiate charges to the grant. " Given that
the proj ect vehicle s procured through the Grantor· were not
supplied for some eighteen months" it is unreasonable to
suggest that this is not "an actual cost incurred" because the
value of the Grantee's own vehicles which were used on the
project was reduced as a direct result. This reduction in the
value of several vehicles used exclusively on the project,
estimated at $9,653.77, is a real cost. The accounting
procedure adopted by the Grantee involved a journal entry to
reflect this charge, but such depreciation charges could not
be entered into the ledger because the vehicles had already
been written off aqainst expenditure on other projects. A more
appropriate ~ccounting entry would have provided for a ledger
credit to be entered to those projects against which the
vehicle had been written otf. We reject the independent
auditor's suggestion that this is a "nQtional cost" - the exact
cost will become apparent upon the sale of the Grantee's
vehicles used on the project.

N3 : This is an additional actual cost incurred following the use
of the Grantee's own vehicles on the project and is allowable
under the Agreement. Please explain the basis upon which the
determination has been made to support a claim that this cost
is unallowable in terms of the Grant Agreement.

N4: Bull.bars, stoneguards and bumpers have been fitted to
numerous vehicles including USAIO vehicles as a standard
procedure to improve safety for project staff and to protect
project vehicles. It is unclear whether these costs ar~ deemed
allowable or unallowable. Should they be deemed unallowable,
please explain the basis upon which the determination is made
to support the claim that this cost is questioned/unallowable
in terms of the Grant Agreement.

N5:The spares for the Grantee's vehicle were ordered following
advice from a vehicle repair agency, which SUbsequently
discovered that some of the ~arts ordered were not required.
The Grantee ordered only those parts which were indicated as
necessary by the agent. There was no intention to acquire
additional spares. All such repairs had to be carried out using
imported parts because of acute shortages in the country. It
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is clear that an under-estimation of required spares would
result in prolonged and costly loss of transport. The Grantor
was well aware, at the time the cost was reimbursed, that the
vehicle belonged to the Grantee. In our opinion, in terms of
the Grant Agreement, the Grantor has 'full authority. to
reimburse the Grantee for these and other costs included unde'l:.
this section. The eighteen month period between the date the
cost was reimbursed and the date upon which it is deemed to be
a questioned cost is unreasonably long.

N6:The tyres have been dealt with above, and the assembly of
the USAID supplied motorbikes are allowable costs under the
Agreement.

Recommendation No.13.

It is noted that 89% of these vehicle maintenance costs have
been found to be allowable, and 11% (Z$6,974) is treated as a
questioned cost. In note 3.5 of exhibit 1, other maintenance
costs of $7,527.98 incurred prior to the arrival of Grantor
supplied vehicles are questioned. The Grantee ordered the
vehicles, prior to the commencement of the project, on the
understanding that the Grantor could procure the vehicles
cheaper and more expeditiously than the Grantee. The Grantor,
however, took 18 months to deliver the vehicles, with the
result that the Grantee, in pursuit of its objectives and
obligations under the Grant Agreement, deployed its own
vehicles to ensure that staff employed under the project were
not unproductive until such time as the vehicles arrived. As
far as the accident involving a Grantee vehicle is concerned,
the project v~hicle maintenance account was credited with the
amount recovered from the insurance company, and only the net
cost ($2,032.36) was charged to vehicle maintenance. surplus
spares, if used on another project or resold, will be credited
to the NRM project vehicle maintenance account. It should be
noted that the insurance premiums paid on the vehicles used
exclusively on the NRM project were not debited to the account
although we believe reasonable grounds exist for so doing. The
Grantee challenges the recommendation on the basis that, inter
alia, under Attachment 2, the provision of transport facilities
is necessary for the Grantee to meet its obligations under the
project which explicitly includes provision for staff being
"provided with necessary logistical support and
facilities.n ••• and "vehicles." It may be appropriate to
postulate the inevitable consequence of the Grantee not having
supplied its own vehicles to the project, and the Grantor being
required to meet, under the terms of the Grant Agreement, the
salary costs and the BUlawayo office costs of the NRM project
staff who would have been unproductive for 18 months while
waiting for delivery of the Grantor procured. vehicles. The
Grantor was well aware of the need for, and the use of, the
Grantee's own vehicles. Thi~ is a de facto variation of the
Grant Agreement~ albeit temporary, that the Grantee's vehicles
could be used until such time as the Grantor supplied vehicles
arrived. It is thus reasonable to conclude that the payments
made for maintenance, depreciation and spares we~~ made by th~
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Grantor on the grounds that they were allowable, allocable and
reasonable~

6.2.2. Fluctuations in Salary Costs: Most of these fluctuations arose
from staff being recruited as and when reqt.1ired. They are a
result, therefore, of responsible recruitment where staff were
only recruited according to the demands of the project as they
arose. The significant fluctuation (120.1\) arises in period
N4, when new staff members were hired exclusively for the
project in terms of its adaptive management requirements, and
staff bonuses were paid to all staff "consistent with zimtrust
personnel policies."

6.2.~ Office and Staff Accommodation and Rents: Whilst the report
notes that "the Trust considered these premises unsuitable for
their requirements and purchased their own premises with non­
grant funds," it does not take into consideration that the
landlord, Mrs Walker, could not offer security of tenure beyond
the first year, with the result that Trust was obliged to
secure other, more permanent premises.

The Grantee's Trustees have a responsibility to husband the
Trust I s resources. After. noting the difficulty in securing
long-term rented office space, as well as the rapidly
escalating c~sts of such space, the Trustees decided that it
was appropriate, under the circumstances, to purchase a house
using Trust resources to minimise office costs. Savings arising
from a ~onstant rental over the period of the project could
then be u&ed for the benefit of beneficiary communities •

The Grantee considers it reasonable to charge the project a
rental equivall'1nt to the opportunity cost of capital (the
interest forgone), on the capital invQsted in the building. We
understand that the Grantor has difficUlty in recognising this
because the cost cannot be substantiated with vouchers. In
order, both for the Grantor to meet its requirement and for the
Grantee to be seen to be husbanding its resources, it would
appear that the Grantee must either dispose of the property and
rent alternative office accommodation (at very high cost to the
project), or secure an interest-only mortgage loan against the
building (at cost) in order to demonstrate the real cost to the
Grantee of such accommodation. It would be most regrettable if
the Trustees found that they were obliged, under the Trustee
Act, to rent the property to a third party, or to dispose of
it altogether, and add the burden of significantly more
expensive office rental to the project cost. Accordingly the
Grantee seeks a variation to the Agreement which would resolve
this problem.

The $12,000 paid to Mr Sparrow was a relocation expense
required to persuade him to accept the position in BUlawayo.
As this involved considerable disruption to himself and his
family in Harare, it was' considered a reasonable expense
because of his relevant linguistic abilities and work
experience in the project area. The payment of a relocation ~

expense in the form of a one-off payment rather than the higher ,l\JP
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annual salary was considered to be a significant saving on the
incentive required to make the position suitably attractive.
This payment was a real cost incurred by the Grantee, and not
a notional cost. We submit that, in the circumstances, it is
consistent with Grantee personnel policies 'and is a reasonable
cost which would be incurred by an ordinarily prudent person
in the conduct of normal business and should not be treated as
a questioned·cost. .

6.2.4 Private use of USAID Vehicles: Motor vehicles are very
expensive to purchase and operate in Zimbabwe. Few, if any, of
the NRM Project staff have their own vehicles, and locking up
the.project vehicles over the weekend would result in their
being without transport over that period.

The Grantee has a policy on motor vehicles which recognises
staff's acute need for transport and the inadequate public
transport service available in Zimbabwe. It also recognises the
tax efficient way in which a staff incentive can be provided
at nominal cost 'to the Grantee. This policy is to make
available to staff any vehicle that is not being used for
project work in the evenings and over week-ends. No staff
member has a right to any veh.i.cle, and any vehicle may be
withdrawn, at any time and without notice, to be reallocated
for project work. This policy ensures that Trust work takes
priority over any private use of vehicles.

We agree with the assessment that the cost of quantifying
private use of the vehicles would not justify the benefit to
the project. In this regard, staff are entitled to use Trust
vehicles for private purposes during their leave, subject to
conditions described above, and in these circumstances a charge
is easily calculated and the benefit to the Trust Fund fully
justifies the cost of calculating and raising ~uch a charge.
We refer to Attachment 2 page 15, the ~enultimate paragraph,
which states that "Staff will be provided with necessary
logistical support and facilities co\,sistent with zimtrust
personnel policie~n.

Recommend4tiQn No.14.

Given that the Grantee's staff on projects other than the NRK
Projects are allowed limited private use of project vehicles,
recommendation no.14 creates an internal management problem by
denyinq only· NRM Projer:t staff this facility. Accordinqly,
while the Grantee would readily adhere to a Grantor directive
to lock up all vehicles at the BUlawayo office over weekends,
we anticipate that additional monthly payments will be required
to compensate any NRM Project staff members for the loss of
this facility. It should be understood that ,this policy was
implemented as a cost effective benefit, and that any such
compensation payment will ·-be··· comparatively expensive to the
project,. as staff would have ·to make use of taxi services to
qet to and from work.

The computerisation of the Trust accounts includes a software
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package that is being written to enable the Trust to manage its
fleet of vehicles including those used on·NRM Project. This
software calculates kilometres per litre, fuel usage,
maintenance costs and monitors the frequency of vehicle
servicing. This will ensure a tighter control of all vehicles.
It is anticipated that this particular software will be in use
by the end of the year.

6.2.5 Field Allowances: we acknowledge recommendation no.15 but draw
your attention to the fact that this matter was discussed with
the tax department of KPMG Peat Marwick, who advised that staff
members would not be liable for tax on these allowances
provided they could demonstrate that expenses equivalent to the
amount of the allowance had been incurred by the staff
concerned in pursuit of their' duties, over the' relevant
financial year. In this regard, we have letters on file to
staff members explaining this situation. We should also submit
that we were advised that the Grantee would not carry any
liability for.any personal tax due and payable by any staff
member in respect of these allowances.

Following our own investigation of the matter of personal
allowances the Grantee has discovered. that our Financial
Manager had not disclosf~ld these allowances on' the P6 for the
returns in the last few months of the 1990/1991 financial year •
However, similar allowances have been paid by the Trust for a
number of years and these allowances have been fully disclosed
in the P6 submissions of previous years and most of the 1990/91
year. The Trust shall ensure that full disclosure is made in
future and that the error indicated above is corrected•

Recommendation No.lS.

The Grantee has no objection to redrafting the contracts of
employment as recommended. However, the first Z$100 per month
for each employee which has been deemed unsupported by the
Auditors is challenged because such costs have been paid by the
Trust fund and signed for by the staff concerned as funds
received. Such documentation pro~ides the required supporting
vouchers. The Grantee's staff policy, several years ago,
r'lquired that all such expenses in the field. had to be
accounted for by means of vouchers. This, however, was not cost
effective because it took a great deal of management time to
collate and administer, particUlarly because staff were unable
to obtain receipts from many rural stores. As a result, the
Grantee's policy was modified and the requirement of receipts
for every item purchased in the field was dropped, and staff
were restricted to the allocated allowance. The question of
whether staff have supporting vouchers to demonstrate their
expenditure then became a matter between them and their tax
inspector. In our opinion, the unsupported costs reported are
allowable under the Grant Agreement as they are consistent with
the Grantee's personnel policies.

6.2.G Administrative, Secretarial, and Accounting Staff Costs, Teas
and Refreshments: The contention that "the costs incurred in
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the BUlawayo office are unallowable in terms of a Trust letter
dated June 23rd 1989 sent to USAID" is without substance. The
le'cter does not constitute a variation to the Grant Agreement
be,::::ause it predates the Agreement, and representations and
aSlsertions mnde prior to the Agreement do not form part of it.
This is .the view of the Grantee's legal counsel and,
accordingly, the Grantee challenges the claim that any
administrati~e, secretarial, and accounting staff cos~s

incurred in the Bulawayo office or elsewhere are unallowable
under the terms of the Grant Agreement.

On the issue of teas and refreshments, (Exhibit 1, Note 10) we
are of the opinion that such costs should be allowable for the
reason that they are incurred d.tl"ectly in the course of project
implementation. In many cases, teas and light lunches are
provided at planning meetings for staff and other participants.
such meetings are always day-long affairs and are part of staff
training workshops. In the interests of team-building and to
save time, lunches are provided. We regard this as a perfectly
legitimate expense which furthers the interests of the project
and is consistent with the Grantee's normal accounting and
personnel policies.

The salary costs of Ms Ndlovu ($16,105.88) and Ms Sparrow
($9,496.81) Exhibit 1, Notes 17 and 18, constitute amounts paid
to Ms Ndlovu over a period of 14 months for full time services
as Office Administrator and, subsequently, as marketing officer
for small-enterprise development in the project area and to Ms
Sparrow over a period of 21 months for part-time services,
firstly as a bookkeeper, subseq\,ently as Office and Accounts
Administrator. Ms Ndlovu's contract was terminated in 1991.
Both these salary co~ts were incurred directly in the BUlawayo
office as a result of work exclusively on the NRM Project, and
are clearly a part of the reasonable, allowable and allocable
project costs •

Recommendation No.16.

The Grantee con~~rs with this recommendation,

6.2.7 Consultant fees and Costs: In the case of the DNPWLM official,
we concur with the references made in the Auditor's report to
the Grant Agreement which state that "when additional expertise
is required, the project manager will locate and hire local or
non-local short-term assistance" and further that the official
was "contracted to provide conservation expertise necessary for
the education and training aspects of the Trust's
responsibilities under the Grant." We do not see the relevance
of OMB circular A-122 in this context.

It is noted that the Grantor WaS concerned that these costs
. represented "salary suppl.ements" and were therefore
unallowable, and ~or this reason, the costs are questioned. We
draw attention to the fact that the contract was agreed because
the official concerned had many departmental responsibilities
in addition to his NRM project functions, and was forced to
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work over weekends and outside normal office hours. Three
consultancy fee pa}~ents were made, each one for a specific
proj~ct related job carried out outside normal office hours,
or during leave periods. They related to the drawing up of
implementation plans which required inputs on resource
management. Such inputs are cost-effective and the Grantee
believes it is necessary to maintain ·the option of retaining
such servioes for'the NRM Projeot in future. As far as the
salary supplement is concerned, we note that the Public Servioe
Commission does allow oivil servants to earn consultancy fees
outside normal working hours. .

With reference to the questioned amount of Z$1,291,76 (Exhibit
1.3), this cost was incurred by the project, being air fares
for Dr B. Child, a DNPWLM employee and the national Campfire
Coordihator, who undertook certain activities (attendance at

o meetings and workshops) which were directly related to and
required for project implementation, and were considered by
management to be essential inputs.

Recommendation No.17.

We agree with recommendation no.17, that the Trust and USAID
should clarify procedures for the contracting of consultants,
although we submit that the Grant Agreement provides adequate
~easurBS for such eventualities, which we have adhered to.

6.2.8 Interest on Banks: we refer you our letter of 27th December
1989 where it was agreed that all payments were to be made in
us Dollars, and banked in our non-resident account. The Reserve
Bank of Zimbabwe does no~ pay interest on such accounts, with
the result that no interest was earned. In this regard it
should be noted that for the first, second, third, sixth and
seventh expenditure quarter periods, the Grantee, in effect,
funded the NRM Project from its own resources, thereby
SUffering an effective interest cost which has never been the
Subject of a claim against the NRM Project.

The Grantee sUbmits that the NRM Project would benefit if
inter~st was paid on the amounts received and, accordingly,
proposes that future US dollar payments ·are made to its Head
Office acoount at Barclays Bank Plc, Slough International
Branch, Epsom, UK Which is an interest bearinq account and will
ensure that NRM Project funds are not commingled with other
project funds.

The Grantor's concern of nepotism as a husband and wife are
both working in the BUlawayo office is not shared by the
Grantee. The wife of the project manager is efficient and a
cost-effective input which furthers the interests of the
project. We cannot find any reference in the Grant Agreement
which restricts the Grantee·" fr'om employing husbands and wives,
particularly as this is cons'istent with the Grantee's personnel
policies. Two other wives are employed by the Grantee and have
worked satisfactorily for the Grantee over the past twelve
years. It may be of interest to note that the Project Manager

\~
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427.99
252.07

YNSUPPOFXED COSTS

All costs queried in this fourth draft report as either
questioned or unsupported management costs are listed together
with appropriate explanations in the Grantee's response to
Exhibit 1 on the t~llowing tour pages.

.... ,J

Haddon and Sly •• '••••••••••••••••••••••• $ 46.37
The Chronicle •••••••••••••••••••••••••• $ 33.43
J. Moyo (cost claimed twice) •••••••••••• $ 212.42
J. Mayo (cost claimed twice) •••••••••••• $ 199.79
J. Mayo (cost claimed twice) •••••••••••• $ 263.56
M. Sparrow (co~t claimed twice) ••••••••• $ 39.89
S. Ndlovu (cost claimed twice) •••••••••• $ 300.,30
Postage ••• i •••••••••••••••••••••••••••• $ 22.90
Bank charges ••••••••••••••••••••••••••• $ 10.69
Furniture and Equipment •••••••••••••••• $ 2.06
District Council Inputs •••••••••••••••• $ 1 296.58 $ 2
TOTAL QUESTIONED AND UNSUPPORTED COSTS •••••••••••••• $17

As will be noted from the foregoing and thp- notes to Exhibit
1 below, our assessment is that $17,252.07 of the total costs
of $555,601 which were claimed by the Grantee comprise costs
which remain either questioned or unsupported management costs
under the Grant Agreement. These' questioned and unsupported
management costs are significantly less material than the total
contained in the fourth draft of the report, as they represent
3.1% of th~ total costs claimed. We acknowledge that these
costs have been claimed in error and we intend to repay them
to the Grantor; they comprise the following:-

OUESTIONED COSTS

has since left the employ of the Grantee with the result that
there are no husband and wife teams working in the Bulawayo
office at present.

6.2.10 The Grantee reters the Auditors to its fax of 11th February
1992 which. demonstrates that the foreign exchange gain detailed
in the schedule represents the Zimbabwe dollar value as at the
dates of payments, most of which were made in arrears. These
gains are notional as they are measured in Zimbabwe dolla~s

which, when re-converted to US dollars, equal the amounts
actually expended by the Grantee in us dollars •

1.5 Speciss College •••••••••••••••••••••••• $ 19.00
3.3 Sherwood ExPort •••••••••••••••••••••••• $ 1 307.20
3.5 Imported Spares •••••••••••••••••••••••• $ 2 032.36
3.7 Local air travel •••••••••••••••••••• ~ •• $11 465.52 $14 824.08

2.1
2.4
2.5
2.6
2.7
2.8
2.9
2.10
2.11
4.2
5.1

.,
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NOTES TO EXHIBIT 1.

1. QUESTIONED PROJECT MANAGEMENT COSTS

DETAILS DATE MOUNT ZS RESPONSES TO AUDITOR'S QUERIES

1. D.vls Granite Mar 90 155.10 General office expense rather th.n capital
i""rovement • meinttnance of drivew.y
following he.vY vehicle use.

2. Lynne Russel Mar 90 68,00 L. RUlsall Is a partner In Top Flyte
E""loyment Consultants.

3. L: Keyser Sep 90 100,00 Malntenanc.: Repelr to borehole wa. a
legltlmat. cost incurl'ed thru' dally usaga
thereof by croject staff.

4. Bicldulphs Remnval Dec 90 125,00 Furniture removal of NRM Project equipment,
convey~ to National P.rk. In error, re'
routed by H. Jon.s. a Parks efl¥)loyee.

5. Speci.1 College Jen91 50,00 Adaln. error. NCOPZ to be invoiced for this
IIlIOUnt.

6. Apex Garden Centre Feb 91 203,50 General office expense rather than clpltal
I""rovement • maintenance of drIveway
followIng heavY vehIcle use.

7~ The CattleRan Sap 91 68,30 Hot an entertaInment cast. Thl. cost H.S
Incurred .s part of ••taff traInIng
Ixerclse. S.. cara. 6.2.6

8. Banff Lodge Sap 91 164,55 These coats were Incurred on NAM Project
buIllneso. L.Alhoy is NRM ~rolect Monitoring
Officer.

9. Trucklt Jan 91 670,00 General off Ie. expense rath.r than clpltal
Tr8l1Sportation I""rov.."t • IIlIlntcnance of driveway

followIng heavy vehIcle USI.

10. TI.. and PerIod 1 115,80 Se. our Plra. 6.2.6
r.freshments

. 11. Indirect Period 139 274,51 S.. our 'Irl. ~.2.1
H.nag......,t Costs

12. Llona Den Aug 90 460,00 This tr8l1Sport cost was Incurnd by HRMP ••
part of a 1~eld .xercl.e conductGd JoIntly
wi th Forestry CClll1llisslon. Error by supplier.

13. Office machine Jan 91 3 500,00 H;' Sparrow" private cCIqlUter was being used
rl..lrs for NAMP, In .bsence of AID cClqlUters

supplied 18 montha after order. Mothlrboard
wa. damlged by an electrical stOnl end hed to
be replaced' conal stint with ZT personnel
DOL Ici ...

clf 145 954,76

,.'
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NOTES TO EXHIBIT 1.

1. QUESTXONED PROJECT MANAGEMENT COSTS (continued)

DETAILS DATE AMOO.!!!.J!.. RESPONSES TO AUDITOR'S QUERIES

b/f' 145 954.76

14. Kitchen equIpment HII' 90 2 606,96 Purchl•• of r,frlglrltor, kitchen cupbolrd,
for exclusive use of NRM project offIce, for
consU1llble. used for pllmlng r. tnlnlng It
NRHP officI•

15. H. Jonos Feb 90 1 125 00 S.e our Darl. 6.2.7

16. H. Jone. Sep 90 1 500,00 5•• our DII'lI. 6.2.7

17. H. Sparrow Dec 89 26 050,50 Sillry, legltlmete adminIstratIve cost.
to Sep S.e our par~. 6.2.6
91

18. S. Ndlovu Dec 89 30 032,60 Sillry, l.gltlmete admlnl.trltlv. co.t.
to Feb S•• our pari. 6.2.6
91

207 269,82

._1 ....
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DETAILS DATE AMOONT ZS RESPONSES TO AUDITOR'S QUERIES

1. Haddon and Sly Mar 90 105,38 Grocerle., for training purpose•• Till slip
~Isplaced ,Ither by admlnl.trltor who hI'
.left the Trust, or by other .taff or by
external audltorso Cannot get duplicate•.

2.4. Th, Chr""lcle Sep 90 84,60 Newspeper subscription for NRH Project
offiCI. Clsh slip could have been lost during
previous audit, cannot supply dupllclte.

3. H.Jones Nov 90 3 000 00 Consultancy services' see our Dara 6.2.7

4.J •.Hoyo Jan 90 1 500,00 J. Moyo started working or. the HRM Project In
Dec. 89, and was formally transferred In Feb.
90. This cost wa. therefore Incurred by the
NRM Project.

5.J.Hoyo Hlr 90 482,78 clerical error on PAYEorecovery from Tax
dept.

6. J. Hayo .~tary Jun 90 487,30 clerical err\lr "
7. J. Hovo sellry Jul 90 64283 clerical error "
8. H. Soarrov '.Ilary Mlr 90 90,65 clerical error "
9. S. Ndlow .lllrY Ha" 90 682,50 clerlcel 9rror •
10. Pastlg. Qtr 5 60,27 cl.rlcal error •
11. Bank chlro., Qt,. 3 26,08 cllrlcal Irror •
12. Indirect COlts Qtr 6 21 708.19 .1. our Dlrl. 4.2.1

13. ~. Mayo Jun 90 1 600.00 flild Illovancl. shown on ply,llps, records
Se" 91 kept In Slllries fi l~

14. J. Huzsft)e Jen 91 900.00 flild Illowenca, .hown on peysllps, records
Sep 91 klDt In sllarle, fll.

15. T. Dube Jan 91 900.00 filld" Illowanca. shown on ply.lIps, records
Sep 91 kept In sileril' fll.

16.M. Zondo Jen 91' 91W.00 flild allowances shown on ~ysl Ips, racords
Sea 91 kept In .allrl.. ffla

17.Y. Ncube Jan 91 900.00 flald ellowance. ~own on plysl Ips, records
Sea 91 keet In ••larl.. fll.

18.L. MaNllI Jen 91 900.00 field Illowanc., shown on pey,lIps, records
Sea 91 kept In .Illrl.. file

19.B.Fowlds Apr 91 600.00 field Illowlnca, shown on plyslfps, records
Seat 91 kent In .Illri.. file

Totel 35 570.58
.

,.'
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NOTES TO EXHIBIT 1.

J. QUESTIONED OPERATING COSTS

DETAII.S DATE AHClUMT ZS RESPONSES TO AUDITOR'S QUERIES

1. Berons Motor Jul 90 127,04 Clr batt.ry purchased for project, s.e
S~rI. Ittlched voucher.

,2. Budget Tour. S.p 91 1 291,76 Alrflr.. for Dr B. Child, Nltlonal Campffre
CoordlNltor, cost Incurred by project, ••e
our pan. 6.2.7.

3. Sherwood Export JLn 90 3 188.30 Alloclted to NRMP In .rror.

4. Amity Jln 91 1 144,10 NRMP stiff member damaged I Fore.try
commission Llndcrulser In Tsholotsho while
on project business fnvolvlng the two
egencles.

5. Ill'f.lOrted spares Apr 91 6 974,47 ZI12 934,51 of spares Ill'f.lOrted, of which $5
960,34 used to rtpllr Trust vehlcl•• The
ballnc. Ire to be used for HRMP vehlcl•••
Non. of the sparls w,. IVlllabl. from NRMP
stocks.

6. Office furnltur. Dec 90 1 855,93 OfUc. furnlturl WI. purchued for NRMP and
f. part of HRMP Inventory. H. Jones
occupl.. office cont.lnlng thl. furniture:
It f. a rIM Drolect co.t.

7. Locel III' .travel Qtr 1 26 057.99 Th..e coat. wen Incur ;'".<1 during plannIng
and d.slgn ph•••• ZIIJ·,.,.t .Uocated th...
co.ts to .RHP bec.use .~..ey w.r. II l
Il:lIClflc to the proJect.

a. Vehlcl. lllIlntenanc. H.,. 90 18 540.00 Allowabl. COlt Lndtr Agrcltllllllt - deflCto
Hov 90 variation

9.Expendltu,.e gr••t.,. ,.,.Iod Allowabl••xpense Lndtr the Agr..-ent-
than budget 37 175.56 budg.t lines Interchangelble by expr"l

DrIor IGl'ftlIItnt

96 355.15

.... ..
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NOTES TO EXHIBIT 1.

4. UNSUPPORTED OPERATING COSTS

DETAILS DATE AMOUNT ZS RESPONSES TO AUDITOR'S OUERIES

1.St.ff Accommodation Qtr1 12 000.00 Thl. lUi w•• rep.ld In Jan 91.... our
par.. 6.2.3

'5. Furniture and Qtr 7 8.00 ClerIcal error
eaulcment

6. DeprecIation Qtr 3 23 545,77 Thl. wa. cl.lmed agalnat NRHP for usage of
Trust vehIcle In absence of USAID vehIcle••
Entry wa. journallsed, but not entered In
General Ledger, In accordance wIth Trust
PrlIctlce.

35 553,77

5. UNSUPPORTED DISTRICT COUNCIL INPUTS

DETAILS DATE AMOUNT ZS RESPONSES TO AUDITOR'S OUERIES

1. Df.trfct Council Qtr 6 4 449,50 clerical error
lneut.

4 449,50

..' .0
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Your comments dated 8 July 1992 refer.

APPENDIX 3

• Telephone (011) -'9B·l000
Telelax (011) 49B-l"0
Docex 130

• Ch~rterl!d Accounlintfl I,SAI
Ernst & Young House
-' Pritchard Suellt
PO BOll 2322
JohannesburlJ 2000

BMH/edp/1479

20 July 1992

Keith Madders Esq.
Zimbabwe Trust
The Old Lodge
Christchurch Road
Epsom, Surrey KT19 SNE
ENGLAND

Dear Keith

MISSION. CONTRACTED AUDIT OF ZIMBABWE TRUST UNfPER NATURAL RESOURCES
MANAGEM\;KT pROJECT NO. 690-0251-13. ZIMBABWE T8l15T COMMENTS

• A C 8 O'Flaherty (Manallin~ Partner)
A full list of Partnf'1'5 is available from this office.

We have amended our draft report (in bold) to e:cc1ude any material non­
camp1iance wi th the Grant Agreement terms and app11cab1e 1aws and
regulations in section 4.1.

You have requested copies of SAS 55, 62 and 63. This matter was
discussed with Julian Sturgeon and he considered it unneceSS'1ry for
Ernst &Young to send you copies. If you would like copies they can be
obtained from the American Institute of Certified Public Accountants.
Copies of USAID MACS reports can be obtained from USAID although these
reports were only relevant tO,our audit work.

Certain correspondence referred to in your letter was not made
available to ourselves even though we had requested copies of all
correspondence between USAID and the Trust. Could you please forward
copies of the letters referred to on page 6, dated 26 January 1991 and
22 February 1992 and any other correspondence between 'the Trust and
USAID. ,.0 .'

i1J ERNST& YOUNG

';.'
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Paragraph 2.1 questions the legal implications of US Government
Auditing Standards for the Trust. These standards do not affect the
"Crust but govern how we, as auditors, must perform our audit work.

Paragraph 3.1 raises the significance of ·section 319" to the Trust.
Section 319 merely provides a description of the components of an
internal control structure which we have described in paragraph 3.2.1
of our report.

Paragraph 3.3.4 states that the Trust and USAID verbally agreed that
USAiD " was not considered with the allocations of expenditure to
particular budget lines, but rather with the total amount of all such
lines". We are unaware of this agreement, it is contrary to what USAID
told us and therefore costs in excess of budget lines are still treated
as questioned.

Paragraph 3.4.3 insinuates that Ernst &Young could be responsible for
losing original documentation. We reject this insinuation and state
that we did not lose or remove original documentation from the Trust's
premises. You go on to state that "duplicates" have been obtained for
certain .issing documentation. Copies of original documentation do ng1

provide sufficient audit evidence as required under generally accepted
auditing standards and therefore costs without original documentation
are still ~reated as. unsupported.

Apropos the $660 claimed from USAID as a salary for J. Moyo, indicated
as "a cost claimed but not incurred". The matter here is not whether
J. Moyo was employed by the Trust but that the Trust could not provide
evidence that a payment was actually made•

..'
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Following are USAID's comments to the Zimtrust audit report:
./

"USAID concurs in all the audit findings and has requested
Zimtrust to make the necessary corrections or adjustments to
their accounting records and management systems based on the
draft audit report. It should be noted in the report, however,
that USAID took exception to the Trust billing overhead type
costs for two reasons:

1. The grant did not provide for overhead and therefore
such costs could not be charged to the grant and;

z. The grantee had, during the project design phase,
indicated they would absorb such costs.

In fact, the original basis for the audit was to establish an
overhead rate which could be approved and included in a future
g~ant amendment.

The audit has focused on the need for USAID, as well as
Zi~trus~, to improve their monitoring and management systems
and better define each parties' roles and responsibilities via a
grant ameildment."

Zimtrust Audit Report

I,. : .

APPENDIX 2

U'.'lITED STATES MAIL
Alcncy ror International Devclopment

Hnrare (10)
WllShinlton DC 20S21·2180

U.S.A.

DEVELOPMENT
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Phuncs 72Q630n20739n207S7
Country Code 263. City C"dc 4

Tclc~ No. 24428 ZW
Fu No. 722418
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AGENCY FOR INTERNATIONAL
l\'lISSION TO ZI.MBABW'E

t'tf2ltI
~
~IIIII'

April 30, 1992

", .............
of ... ' ..

INTERNATIONAL MAIL
1 Pascoe Avcnue
P.O. BOll 6988

BOlarc. Zimbabwe

UNITED STATES

Mr. Brian Hawksworth
E.rns t & Young .
4 Pritchard Street
Johannesburg 2000

Subject:

Dear Mr. HawKsworth:

",
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Thank you for the time and effort devoted to completing this
audit l""port. \~e look forward to receiving the final report
from Rlli/Nairobi. /'

-:::

."

Sincerely,

cJd;/J;t:h~~
Ted D. Morse
Director

."

"'.' \1?
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Paragraph 4.1 questions the applicable laws and regulations that have
a bearing on the Grant and the Trust. We are not sol icitors, but. '

nevertheless have a duty to be aware of certain laws. This is
demonstrated in paragraph S.2.5 of our report where it was noted that
the Trust had failed to reflect field allowances on the employee's P6
forms as required by the Zimbabwe Income Tax Act.

Your response to recommendation number 11 that because the Trust
financed the project from its' own resources and subsequently claimed
the amounts from USAID it had converted from the Payment-Periodic
Advance method to the Payment - Cost Reimbursement method is

unjustified in our opini~n. The Trust's non-compliance with the Grant
does not convert the agreement from one basis to another and the' Trust
continued to utilise the standard documentation for the Payment-Period
Advance method.

The fact USAID agreed to pay amounts into the Trust's non-resident
account does not imply that USAIO also agreed to the Trust commingling
USAID funds.

Paragraph 6.2.1 deals with the vehicle maintenance costs, particularly
costs incurred on Trust vehicles prior to receiving USAID vehicles.
Without debating the merits of each agreement the costs have been
treated as questioned because the grant officer has indicated that they
are unallo~able and the grant officer is given the authority to decide'
which costs are allowable in terms of AID Handbook 13 page 40-1
paragraph 1(a). Private use of USAID vehicles can'n21 be considered
necessary to the grant under any circumstances.

Enclosed find the amended report for your consider~tion. Please forward
your comments to us at your earliest convenience.

,.'

,.'
Yours sincerely

~~~cJ)..J
Brian M. Hawksworth
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ATIACHMENT II

REPORT DISTRIBUTION

American Ambassador to Zimbabwe
Mission Director, Zimbabwe
RCOIUSAIDlSwaziland
AlAlD
ANAFR
AAlFA
ANOPS
AFRlSAlZSSM
AFR/CONT
XAlPR
LEG
GC
FNFM
POUCDIE/DI
FA/MCS
REDSO/RFMC
REDSO/Llbrary
IG
AlG/A
D/AlG/A
IG/AIPPO
IG/LC
IGIRMIC&R
AlGII
RIGIIIN
IG/NPSA
IG/AIFA
RIG/NEUR/W
RIG/A/Vienna
RIG/NCairo
RIG/NDakar
RAOlManila
RIGINSingapore
RIG/Nregucigalpa
IG/RM/GS (Unbound)

1
5
1
2
2
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
2
1
5
1
1
1
1
1
1
1
1
1
1
1
1


