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e . SUBJECI‘ Audit of Zrmbabwe Trust Under Natural Resources Management
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o Attached are frve copies of a mxssron-contracted ﬁnancral audrt report of Zimbabwe Trust

- Under Natural Resources Management Project No. 690-0251 -13. The accounting firm of

L B Ernst & Young, South Afnca performed the audit.

~ In December 1989 USAID/Zlmbabwe s:gned a grant agreement with Zlmbabwe Trust-a

~ Non-Governmental Organization - for $1,816,000 under the Natural Resources Management
-Project No. 690-0251-13. Additional fundmg was authorized to a total of $2,706,000 over
the life of the project. “The project is scheduled to end in September 1994, The purpose
of the: grant was to provide financial .assistance to Zimbabwe Trust for community

development work in support of the pro;ect. ‘The pro;ect s goal is to increase income and
- * enhance the ‘capability to meet basic human needs through sustainable utilization and
e conservatxon of natural ecosystems. The audit covered expenditures totalling $555,601 for

E ;‘;the penod September 1989 through September 1991.




The objectives of the audit were to:

- audit the auditee’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 accordance 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
obtammg reasonable assurance as to whether the Fund Accountability Statement is
free of material misstatement and report on any identified material instances of

- noncomphance

The ‘auditors issuéd an adverse opinion on the Fund Accountability Statement because of

. the significant amount of questioned costs totaling $146,071 (ineligible costs of $116,947 and
. unsupported costs of $29,124). The amount of questioned costs represents about 26 percent
.- of the audited amount. Further, the auditors identified material internal control structure
- weaknesses. These included unsxgm-d employment contracts, insufficient review of quarterly
. claims, missing documcntauon to support transactions, inadequate review of Bulawayo bank
reconciliations and inadequate safeguardmg of fi nancxal records. The report on compliance
- odid not rdermfy any. matcnal non comphance xssues : |

e ) The draft audit report was submmed to the auditee and USAID/Zlmbabwe for comments,

and their comments (Appendrx Tand Appendix IT) were incorporated in the final report by
. Emst & Young We agreed with Emnst & Young's response to the auditee comments as

o - summanzed in the report .o pages 8 to 15, We are including the following

- recommendanons in the Office of the Inspcctor General audit rccommendatlon follow-up

ng_m_m_nﬂgﬁg_n_&._l ' We recommend that USAID/Zimbabwe determine the
‘ .allowablhty and recover, as appropnate, the following questioned costs from
5‘Zimbabwe Trust° " ~

1 inehgxble costs or $116 947; and

j: 1.2 unsupponed'costs of $29,124.




Recommendation No. 2: We recommend that USAID/Zimbabwe obtain from
- Zimbabwe Trust a correction of internal control structure procedures to ensure that:

21

C 23

2.4

- empl(_jyment contracts are signed by employees;
| adequate. review of quarterly claims are performed; -

docuinents are retained to support transactions;

" adequate Bulawayo bahk lfeconci!iatipns are done; and

financial recortis ‘are properly safeguarded.

' \We consxder Recommendatlon Nos 1 and 2 unresolved. Recommendanon No. 1 will be

- resolved upon receipt of a final determination of the allowability of the questioned costs.

Recommendatxon No. 2 will be resolved upon receipt of a plan for corrective action. Please
'respond to this report within 30 days mdxcatmg actrons planned or already taken'to

) xmplement the recommendatlons

. Thank you for the cooperanon extended to Ernst & Young and Regional Inspector General
i .jfor Audxt representanves durmg the audxt. L

Attachments. a/s
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NTRODUCTION

1.1 BACKGROUND

On December 5, 1989 USAID/Zimbabwe signed a grant agreement with
Zimbabwe Trust totalling USS$1,816,000 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 amount of USS$2,706,000
over the 1ife of the project funding period September 15, 1989 through
Septemher 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 was 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 Natural Resources Management project consists of assistance, within
the framework of the Southern African Development Coordination
Conference (SADCC), to facilitate 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 disseminate knowledge of community management of
wildlife resources among SADCC member states. The goal of the Project
is to increase income and enhance capability 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 SﬁDCC 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 head 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. :
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1.2

AUDIT .OBJECTIVES AND SCOPE

Ernst & Young 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
assuraice account whether the Fund Accountability Statement is
free of material misstatement and report on any identified
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 period 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 costs on new vehicles for which spare
parts were provided_.by -USAID

- Abnormal fluctuations in salary costs
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_ Office and staff accommodation ci rents
- Private use of USAID vehicles
- Field allowances and lack of supporfing 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

J. capability to properly identify and account for expenditures in

' accordance with SAS 55. However, this was limited due to the
substantive nature of our audit approach, mentioned above.
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. A detailed test of payments and costs submitted to or in the

process of submission to USAID, presented in the Fund
Accountability Statement. This test included an examination of
original supporting docurantation 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-122 (Cost Principles for Non-profit
Organizations) and other relevant documents.

Reconciliation of claims submitted to USAID to determine if the
financial submissions were accurate and supported by the
accounting records. .

Reconciliation of claims submitted to USAID to MACS reports
supplied by USAID.

Examined bank accounts ard 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 analytical reviews 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.

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 b, the appropriate professional bodies. These include
general statements on quality control. Representatives of other
practice areas participate in inter-office reviews.




el T T
L e T

MISSION-CONTRACTED AUDIT OF ZIMBABWE TRUST

UNDER NATURAL RESOURCES MANAGEMENT
PROJECT NUMBER_: 690-0951-13

1.4 BRIEF_SUMMARY OF AUDIT RESULTS

1.4.1 FUND ACCOUNTABILITY STATEMENT

Our audit tests revealed that of the $555 601, in total costs
claimed by the Trust $116 947 were questioned costs and $29 124

\ were unsupported costs. A summary of questioned costs is as
Y
a follows :

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

rate 50 107

- Administrative costs of Bulawayo office staff
' (for a detailed explanation see section 6.2.6) 25 603

- Expenditure greater than budget for operating
costs

12 879
- Vehicle maintenance costs on Trust vehicles
used on NRM project prior to receiving USAID
vehicles are unallowable 7 528
- Local air travel incurred in the planning and
design phase of the NRM project 11 466
- Al other costs ' 9 364
$116 947
A summary of unsupported costs is as follows :
' - Indirect management costs claimed in excess
of general ledger amounts 7 810
- Relocation costs in excess of actual expenses
4 incurred in relocating an employee 5 280
)
- Depreciation claimed but not reflected in
general ledger and represents a notional
costs (see section 6.2.1) 9 654
= A1l other costs 6 380
' 529 124

For a detailed expléﬁation of questioned and unsupported costs,

see Exhibit 1 and notes thereto. The Fund Accountability
Statement is presented in section 2.
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1.4.2. INTERNAL CONTROL STRUCTUR

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
USAID

Cheque requisitions for all payments

Review and approval of expenditure return sheets

Retention of documentation to support transactions

Unsigned contracts of :mployment

Review of Bulawayo bank reconciliations

Safeguarding of financial records

1.4.3 COMPLIANCE WITH GXA GREEMENT AND RELATED 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
a%t?ority bestowed in Aid Handbook 13 page 4D-1 paragraph
1(a).

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

We did not consider the commingling of USAID 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, was -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 USAID’s assistant in establishing a second
non-resident account solely for the NRM project.

Not obtaining written approval from USAID 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 USAID 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 their
employment contracts.

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

Certain Z$ foreign exchange gains arose due to timing
differences between the dates on which expenditure were
incurred and USAID 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
Tgust had received all its project funding from USAID in
advance.

This was not the case with most of the project costs being
financed by the Trust and subsequently being reimbursed by
USAID. 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 a’'notional foreign exchange gain.

For a detailed explanation see section 4 and Exhibit 1.
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1.4.4 PROVISIONAL OVERHEAD RATE

The delivery order required Ernst & Young to audit the actual
overhead rate applicable to the grant for the Trusts’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.

\{E

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

- The delivery 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
given to us and therefore we were not in a position to
audit these costs.

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

1.4.5 ANCIAL MANAGEMENT CAPABILITIES

Our review of the financial management capabilities of project
personnel indicated that they are capable and competent to manage
and account for USAID 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 accounting
records are held in Buiawayo 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
fn 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
allowance as indirect costs to the NRM Project (as per AID
Handbook 13 page 4D-2).
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We are pleased to note that the scope for the audit ordered by
the Grantor includes the actual overhead 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 respectfully that this independent audit of the
Grantee’s organisation should have been conducted during the
Grantee’s normal annual audit and not at the time it was actually
carried out (see AID Handbook 13 Page No. 4D-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 knowledge, 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.

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 this paragraph - it is significant 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
Statement detail $116,947 of questioned costs, and $29,124
unsupsorted costs. Apart from the obvious relevance of the
observations above concerning questioned costs in the context of
OMB Circular A-122, these are dealt with at length below.

The reportable weaknesses identified in the evaluation of the
internal control structure are noted and are accepted as a
constructive criticism of the Grantee’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 projects, not
only those of the Grantor).

He are most concerned to note that the auditor’s "evaluation of
the Trust’s compliance with the Grant Agreement and related
provision identified a material instance of non-compliarce
relating to claiming management overheads, which were not
provided for in the Grant". '
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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
material 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 are groundless. The
Grantee is obliged to take this matter most seriously because,
inter alia, it could provide grounds for termination and
suspension of the NRM Project in terms of page 4D-2b of
Attachment 3 of the Agreement. The Grantee has sought legal
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 tair and reasonable basis to support the contention
that a "material instance of non-compliance relating to the
claiming of management overheads" has taken place.

We refer you to page 5, para 2 of Attachment 2 - "Program
Description" which states that "Funding is also provided for
technical support for the development of land-use plans,
including procurement 6f 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
required, 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 vehiclas, radios and housing in the districts ....
The proposed housing will also .act as 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
both 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 will 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,
including 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 inputs necessary to establish, 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 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 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
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
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 extant of the project
without any alteration to -either personnel or budget
requirements. The Grantece 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 case, arrangements existed for it to apply
for an increase in the amounts budgeted.

-11-
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This 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
“two target communal lands."

At the time of signing the Agreement, and on subsequent
occasions, the Grantee was informed that any Jjustifiable
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 sheuld 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
basis upon which any such inputs are to be supplied and the
evolving institution building process dictates the extent and
pace at which such inputs are delivered. This process has
effectively determined additional requirements wnich 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 [c]).

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
the 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 light of such tacit acceptance, we find the
charge of non-compliance with the Grant Agreement 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
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 1like 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. 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 <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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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 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 counsel and, accordingly, the Grantee
challenges the claim that any administrative, secretarial, and
accounting staff 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 from its Board of Trustees for any
such contribution on the basis that it was never part of the
Agreement. The Grantee believes that the indirect and overhead
charges against the project are substantially less than cost and
welcomes the opportunity to reach agreement with the Grantor on
an appropriate negotiated overhead.

The indirect cost schedule for fiscal years ended May 31 1990
and 1991 in Zimbabwe are those indirect costs which have been
part of this non-federal audit.

We are pleased to note the Auditor’s delivery order includes a
requirement to audit an indirect cost schedule applicable for
the Grantee’s overheads for the 1990 and 1991 Financial years,
and to establish a provisional overhead rate to be used from
Ist 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 arrangements 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.
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1.6

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 4D-2 item 2(b) se
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.

We are pleased to note the Auditors’ conclusion that the Trust
}s "capable and competent to manage and account for USAID
unds."

e

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

SUMMARY OF USAID/ZIMBABWE TRUST

"USAID concurs in all the audit findings and has requested Zimtrust to
make the necessary corrections ov 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 overheéd
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".

Thank you for the time and effort devoted to completing this audit
report. We look forward to receiving the final report from RIG/Nairobi.
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FUND _ACCOUNTABILITY STATEMENT

2.1 INDEPENDENT AUDITOR’S REPORT

We have audited the Fund Accountability Statement of Zimbabwe Trust
under the Zimbabwe Component of the Natural Resources Management
Project No. 650-0251.13 for the period September 15, 1989 througn
September 30, 1991, The Fund Accountability Statement 1is the
responsibility of Zimbabwe Trust’s Management. Our responsibility is to
express an opinion of the Fund Accountability Statement based on our
audit. :

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 cubject to discipline by the appropriate professional
bodies. These include general statements on quality control.
Rep:esentatives of other practice areas participate in inter-office
reviews.

With the exception of the above, we conducted our audit in accordance
with generally accepted auditing the 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. An audit also includes examining, on a
test basis, evidence supporting the amounts and disclosures in the fund
accountability statement. An audit alsa includes assessing the
accounting principles wused and significant estimates made by
management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for
our opinion.

As discussed in the notes to the Fund Accountability Statement, the
statement was prepared on the basis of generally accepted accounting
principles.

With respect to incurred expenditures, the results of our audit
includes S116 947 in questioned costs and $29 124 in unsupported costs.

#2 C 8 O Clahery INnaeng Patnen
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In our opinion, because of the significance of questioned and
unsupported costs referred to in the preceding paragraph, the Fund
Accountability Statement does not fairly present, in conformity with
the basis of accounting described in note- 1, the revenues and costs
incurred for the period September 15, 1989 to September 30, 1991.

Financial information contained in this report may be privileged. The

restrictions of 18 USC 1905 should be considered before any information

is released to the public. This report is intended solely for the

information of Zimbabwe Trust and the Agency for International

Development but this is not intended to limit the distribution of the
- report if it is:a matter of public record.

Eg?r\ﬂ ~ 'rwwnxs

CHARTERED ACTYUNTANTS
JOHANNESBURG
FEBRUARY, 18 1992
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FUND ACCOUNTABILITY STATEMENT FOR THE PERIOD

SEPTEMBER 15, 1989 THROUGH SEPTEMBER 30, 1991

BUDGET

ACTUAL

CLAIMED

ACCEPTED

QUESTIONED

UNSUPPORTED

“ TOTAL REVENUE uss$

1 816 000

580. 982

580 982

1

EXPENDITURES

Project Management
Operating costs

Service

Small Enterprise Development
Wildlife Translation
District Council Inputs
Capital Costs

255 000
126 000
85 000
120 000
30 000
1 200 000

268 882

171 646

16 104
194

85 481
3 727

271 388
177 410
16 104
194

86 778
3 727

178 024
126 000
16 104

194

85 481
3 727

1

Exhibit 1
Exhibit 1

Exhibit 1

Exhibit 1
2

TOTAL EXPENDITURE US$

1 816 000

546 034

555 601

——

409 530
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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.

A11 amounts are shown in United States of America Dollars (USs$).
Revenue comprises the receipts from the quarterly claims
submitted to USAID to August 1991 and an advance of US$ 75 000
on September 26, 1991.

"Actual" expenditure in US$ was arrived at by converting the
Zimbabwe Dollars (IS) 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
$1 = 7§ 3.867, the exchange rate on September 26, 1991 when
USAID advanced US$ 75 000 to the Trust.

"Claimed" expenditure in US$ 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 US$ 1
= 7§ 3.867 the exchange rate on September 26, 1992 when USAID
advanced USS 75 000 to the ‘vrust. :

2. CAPITAL_COSTS

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

. e 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
p selecting payments greater that a pre-determined 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 taree
NRM project designated bank accounts. In additionh detailed analytical
reviews were performed on the major costs categories and variances were
examined and vouched to original documentation to identify costs as
allowable, questioned or unsupported.
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2.5

The sample profile was as follows :

Costs Claimed Sample Selected Coverage Not reviewed

ZS 1 514 859 1 290 839 85% 223 820
Original

Documents 326 045 55%

Corrobative

analytical review| 464 794 30%

US$ 555 601 473 480 85% 82 121
Original

Documents 302 993 55%
Corrobative

analytical review| 170 487 30%

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

SUMMARY AUDRIT RESULTS

Our audit results are summarised as follows :

Costs Claimed Accepted Questioned Unsupported
Z$ 1 514 659 1 135 454 303 631 75 574

USS 555 601 409 530 116 947 29 124

-20-
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. 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 6.2.6)

Expenditure greater than budget for
operating costs

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

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

A11 other costs

Three items account for the majority of
unsupported costs :

Indirect hanagement costs claimed in
excess of general ledger amounts

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

Depreciation claimed but not reflected
in general ledger and represents a
notional costs (see section 6.2.1)

A1l other costs

For a detailed explihat}on of questioned and
unsupported costs, see Exhibit 1 and notes.

50 107

25 603

12 879

7 528

11 466

$116 947

7 810

5 280

$ 29 124
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. Recommendation No 1

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

Trust Comments

2.1

2.3

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
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
Statas. 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 4D-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 outlined in the first section above, we
submit the Auditor is bound to report that the Fund
Accountabiiity Statement is, in fact, free of material
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.

-22-
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. 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 aware, following a meeting
on the 20th December 1989 between the Grantor and the
Grantee where the Grantee sought clarification on aspects
of the Agreement, the Grantor agreed to effect payments
under the Grant in US Dollars into the Grantee’s non-
resident bank account.

This payment procedure, together with other matters 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 international 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 $2 427.99, and questioned
cost of $14 824.08, 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 $11 466 cost is
‘unallowable under the agreement as the cost was incurred
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.
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INTERNAL CONTR0OL STRUCTURE

3.1 INDEPENDENT AUDITOR’S REPORT OM INTERNAL CONTROL STRUCTURE

We have audited the Fund Accountability 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 policies and procedures. The objectives of an internal
control structure are to provide management with reasonable, but not
absolute, assurance that the assets are safeguarded against loss from
unauthorised use or disposition, and that transactions are executed in
accordance with management’s authorization 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 1limitations in any
internal control structure, errors or irregularities may nevertheless
occur and not be detected.

Also, projection of any evaluation of the structure to future periods
is subject to the risk that procedures may become inadequate because of
changes in conditions or that the effectiveness of the design and
operation of policies and procedures may deteriorate.

-24-
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For the purpose of this report, we have classified the significant
internal control structure policies and procedures as they relate to
the Natural Resources Management Project in the following categories :

Control Environment

Management Philosophy and Operating Style
Organisational Structure

Methods of Assigning Authority and Responsibility
Management Contrel Methods

Personnel Policies and Practices

Accounting Systems'and Control Pro;edures

Cash Disbursements and Bank Reconciliations
Procurement Policies

Maintenance of Inventory System

For all of the internal control structure categories 1isted above, we
obtained an understanding 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 established by the American Institute of Certified Public
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 with the assertions of
management in the Fund Accountability Statement.
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The following reportable conditions were observed :
Unsigned contracts of employment

Insufficient review of fluctuations in quarterly claims submitted
to USAID

Missing documentation to support transactions
Inadequate review of Bulawayo bank reconciliations
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.

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.

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
is not intended to limit the distribution of the report if it is a
matter of public record.

<§§inn¥ \

CHARTERED ACCOUNTANTS
JOHANNESBURG
FEBRUARY 18, 1992
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3.2 INTRODUCTION

3.2.1 DEFINITION

The American Institute of Certified Public 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 actions of management. The accounting system consists 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
3.3 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 improve the financial
reporting. This is evidenced 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 ORGANTSATIONAL 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.

METHODS 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
descriptions 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

A1l 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 Grantee 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 while they "have not complied with the
. Government Auditing Standards, Genera! 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 4D-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
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 grant".

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

Ernst & Ygung 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. :

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 are relevant to local auditing standards and comply
with the requirements 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.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 period. 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 were 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 insufficient
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.Owing to severe pressure of work, these analytical
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 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 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, 1ittle 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, accelerate 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
acknowledges that this does display some inconsistency, 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 1lines. These discussions
constitute a variation of the Agreement and it s
inappropriate to include, under questioned costs,
expenditure greater than budget for operating costs,
amounting to $12 879. The budget lines have been discussed
at some length and have never been a matter of concern to
either party, particularly as these chdnges in the make-up
of such budget Tines represent an improvement in the
accuracy of the Grantee’s financial reporting.




MISSION-C c UDIT OF ZIMBABWE TRUST

UNDER_NATURAL RESOURCES MANAGEMENT
PROJECT NUMBER : 690-0251-13

Under the terms of the Agreement, Aid Handbook 13, para 4
states that "the Grantee shall immediately request approval

. from the grant officer when there is reason to believe that
within fhe 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 where
“the Grantee plans to transfer funds budgeted for indircct
costs to zbsorb increasés in direct costs or vice versa."
The Grantze fully adhered to the terms of the Grant
Agreement by advising the grantor that it was reallocating
certain budget lines. The G~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 improve
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 larg: transactions occurring in one
quarter. .
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3.3.5

-Recommendation No. 3

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

Trust Comments

The Grantee agrees that it would be fitting for written
explanations, where appropriate, to be sutmitted 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 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.

PERSONNEL. POLICIES AﬁD PRACTICES
indings

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 considered to be an important
part of the personnel policies. This is evidenced by the
financial manager being-sent to the Trust’s, London Office, to
receive training on the computerisation 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 USAID grant. We reviewed 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 reconciled on a monthly basis and
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 provisions applicable to the Grant. This is
fully dealt with in section 4.2.2 dealing with
compliance with agreement terms and applicable laws and
reguliations.
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.3.4.1.2 PROCUREMENT POLICIES

3.4.1.3

Findings

A11 major purchases (items costing more than Z$1000 per
item) are co-ordinated through the Project Manager.
Three competitive quotes are required for purchases
over Z$1000 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 US$10 000
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 $10 000 shall be
subject to prior approval by an appropriate official
within the grantee’s organization". This requirement and
other requirements for contracts greater than US$ 10 000
were complied with.

MAINTENANCE OF INVENTORY SYSTEM

Findjnjs

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. -
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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 1ot perform
compliance testing to see if the procedures operated as
plarned 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).

3.4.2 CHEQUE REQUISITIONS

Findings

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. §

A11 payments should be processed with a cheque requisition with
details of the payment, allocation and authorization.

" Trust_Comments

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 camprising the Director,
the CAMPFIRE Manager, a CAMPFIRI 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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-3.4.1.1 Co-mingling of funds has been dealt with above.

3.4.1.2 During meetings between senior officers of the Grantee
and the Grantor in October 1991, a matter which had
caused considerable delays and an immense amount of
unnecessary work within the Trust was discussed - viz -
that any purchase above $10 000 required a PIL (Project
Implementation Letter) to be issued by the Grantor
before the purchase could be 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 with communities at grass-roots
leveldand Jjeopardising the credibility of staff on the
ground.

Accordingly, community participation is fundamental to
this project and full participation through consultation
is very time consuming, considering that project
beneficiaries have to reach a consensus (despite
differing vested interests within their 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 Campfire Manager within the
Trust management structure, for adopting a procedure for
procuring and not at a rate at which they could be
absorbed by the community. This fundamental problem was
so serious that the 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.Grant Agreement.
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3.4.3

We respectfully draw attention to the fact that Trust
staff are fully engaged in the implementation of
CAMPFIRE initiatives throughout Zimbabwe, as well as
other projects not related to CAMPFIRE, and 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 resulted in serious capacity
difficulties and created backlogs in other vital areas
of the Grantee’s work. We feel, accordingly, that the
overhead charges levied thus far are fully justified.

The Grantee acknowledges that the purchase requisition
system, which operates well at the Harare office, did
not operate in the Bulawayo office. This system 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 authorization and payment
(prior approval is required for purchases in excess of
$100).

Recommendation No. 5

The Grant2e agrees with recommendation no. 5, that the Harare
system which has been operating successfully for several years
should be implemented at the Bulawayo office for management
control purposes.

MISSING DOCUMENTATION
Findings

During our payments test it was discovered that supporting
documentation was not available for certain payments. These costs
totalling $3 372 (Exhibit 1 notes 2.1 - 2.3, 2.13 - 2.19) have
been shown as unsupported on Exhibit 1. In order to maintain the
accounting systems and control procedures, supporting
documentation should be available for all payments.

Recommendation No. 6

Supporting documentation should be attached to the cheque
requisition and fiTed -in numerical sequence. Returned paid
cheques should be separately filed in numerical sequences.
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-Trust Comments

4

.3

Apropos missing supporting documents for certain
payments, the Grantee is confident that existing
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 in Harare where each invoice is attached to the
expenditure return sheet which 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 documents
after the-audit, but he presumed, quite reasonably, that
it was unnecessary, as the external audit was complete.

Should there be any unsupported cheque payments we can
only  assume that the supporting document has been
misfiled or lost subsequent to the date of the relevant
external audit. The Grantee suggests that the Auditor
verifies with KPMG Peat Marwick that their audit did not
uncover any payment having been made without supporting
documents.

A1l documents reported missing during the second
external audit have been either located or replaced with
duplicates, except for a till slip amounting to 2$105.38
issued 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 acknowledge the validity of
these two .claims, after conferring with KPMG Peat
Marwick, the costs shall be met by the Trust fund and
refunded.
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We acknowledge, however, that the following amounts were
claimed twice in error :-

i) Tax payments made in respect of J. Moyo ($212.42),
M. Sparrow ($39.89) and S. Ndlovu ($300.30) in
March 1990, and further payments for J. Moyo for
June ($199.79) and July ($263.56) 1990. These
payments were made twice because the Bulawayo
office unwittingly 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 invoice. 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.

ii) Postage ($22.90) and bank charges ($10.69) - these
shall be repaid to the Grantor through deductions
against future expenditure claims.

Apropos the payment of $660 to J. Moyo, described as "a
cost claimed but not incurred", the critical question
concerns the duties, not that the amount was claimed,
but not incurred. Our records show that during January,
1990, he was engaged in the NRM project but working out
of Harare and was officially seconded to the project, to
work out of Bulawayo, the following month. It follows
then, that this is a cost incurred by the Trust on the
project in accordance with the Grant Agreement.

Ernst & Young Comments

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 missing documentation. Copies of original
documentation do not provide sufficient audit evidence
as required under generally accepted auditing standards
and therefore costs without original documentation are
still treated 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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3.4.4- EXPENDITURE RETURN SHEETS (ERS) AND CASH RECONCILIATION SHEETS
(CRS) '

Eind%ngs

ERS and CRS are submitted on a monthly basis from the Bulawayo
office to the Head Office in Harare. These documents summarise
the expenses incurred by Bulawayo and are required to be reviewed
and approved before posting to the general ledger.

Our tests indicated that not all ERS’s and CRS’'s were signed as
authorised by the accounting department in Harare. As mentioned
above, supporting documentation was also not always available
which could result from not receiving the documentation from
Bulawayo. The Bulawayo office is similar to a one man business
and lacks segregation of duties between initiatio. and
authorization of transactions. As a result of this the review and
approval of the ERS’s and CRS’s is a crucial control procedures
to ensure that expenses are valid, authorised, correctly valued
and allocated correctly.

Recommendation No. 7

ERS’s and CRS’s should be reviewed and authorised by the
Financial Manager prior to posting to the general ledger. In
addition this review should not only be evidenced by a signature
but should document queries and answers when they arise.

Trust Comments

3.4.4  The Grantee is most surprised and concerned to discover
that not all Expenditure Return Sheets (ERS) and Cash
Reconciliation Sheets (CRS) were signad as authorised by
the Financial Manager. The Trust’s procedures are that
ERS are compiled in the Bulawayo Office by an
administrative secretary. They are 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
processed. 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 ware submitted
without supporting documents, they were disallowed.
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The value of any such unsupported claims was then added
back to the CRS until such time as supporting documents
were submitted. This provided the necessary control to
ensure that the unsupported documents were submitted.

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

3.4.5 BANK RECONCILIATIONS

Findings

Bank reconciliations are prepared monthly and reviewed by the
Honorary Treasurer who signs the reconciliations. Our review of
bank reconciliations did not identify any unusual or long
outstanding reconciling items. However it was noted that the

Bulawayo reconciliations were seldom reviewed. As mentioned
above, the lack of segregation of duties in Bulawayo riakes this
an important control procedure.

Recommendation No. §

The Honorary Treasurer should review all bank reconciliations for
unusual and/or long outstanding items and sign the reconciliation
as evidence of review.

Trust Comments

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
selective 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
uss4,000. ~ -




SSION-CONTRAC UDIT OF ZIMBABWE TRUST
DER NATURAL RESOURCES MANAGEMENT
PROJECT NUMBER : 690-0251-13

We agree with recommendation no.8 and shall request the
Hon. Treasurer to travel to Bulawayo more frequently to
review NRM Project matters.

3.4.6 SAFEGUARDING OF FINANCIAL RECORDS

Finding

A11 finarcial records are currently stored in one room and are
not protected from fire A loss of these records could severely
Jjeopardise the Trust’s operations.

Recommendation No. 9

Books of prime entry (general ledgers, cashbooks, journals) and
other crucial documents (example legal contracts) should be

stored in a secure area each evening. A small fireproof safe
would be sufficient to protect the records.

Trust Comments

3.4.7 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 store back-up
computer records.
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COMPLIANCE WITH AGREEMENT TERMS AND APPLICABLE LAWS AND REGULATIONS
4.1 INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE

We have audited the Fund Accountability Statement of Zimbabwe Trust
under the Zimbabwe Component of the Natural Resources Management
Project No. 690-0251.13 for the period September 15, 1989 through to
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.

Compliance with agreement terms and laws and regulations applicable to
Zimbabwe Trust is the responsibility of Zimbabwe Trust’s management.
As part of obtaining reasonable assurance about whether the Fund
Accountability Statement is free of material misstatement, we performed
tests of Zimbabwe Trust’s compliance with certain provisions, Grant
Agreement terms and laws and regulations. However, our objective was
not to provide an opinion on overall compliance with such provisions.

Material instances of noncompliance are failures to follow requirements

or violations of agreement terms and laws and regulations that cause us

to conclude that the aggregation of misstatements resulting from those

gailures or violations is material to the Fund Accountability
tatement.

The result of our tests indicate that, with respect to the items
tested, Zimbabwe Trust complied, in all material respect, with the
provisions referred to in the third paragraph. With respect to items

. not tested, nothing came to our attention that caused us to believe
that Zimbabwe Trust had not complied, in all material respects, with
these provisions.

Other minor matters of non compllance were noted and are included in
the subsequent pages.
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4.2 FINDINGS AND RECOMMENDATIONS

4.2.1 OVERHEADS

Findings

A portion of the costs of the Campfire Manager, Financial
Manager, Assistant Accountant and Institutional Development
Manager have been allocated to the NRM Project and claimed from
USAID. These amounts have been treated as questioned ($50 107)
and unsupported ($7 810) in Exhibit 1, notes 1.11 and 2.12. These
amounts have been allocated judgementally by apportioning the
total cost of each staff member by the time estimated to be spent
on the NRM Project over the total time worked in each quarter.

The Grant Agreement did not specifically identify these costs as
unallowable costs although the grant officer has indicated that
the "Grant did not provide for a negctiated or provisional
overhead rate* in a letter dated November 4, 1991 after the
period covered by our audit report.

Aid Handbook 13 page 4D-1 paragraph 1(a) states that "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 are attached".

According to the grantee’s representations OMB Circular A-122 was
not attached to the Grant Agreement when it was signed on
December S, 1989 and therefore does not form part of the Grant
Agreement.

As a result of the above the claiming of the above costs is not
considered to be material non-compliance with the Grant Agreement
because the grant did not classify these costs as unallowable.

The claiming of these costs is considered to be immaterial non-
compliance because the grant officer has indicated that they are
unallowable in terms of the authority bestowed in Aid Handbook
13 page 4D-1 paragraph 1(a). .

In order for these costs to be considered for reimbursement by
USAID, a grant amendment will be required.
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.Recommendation No 10

The Trust should request a grant amendment and submit an indirect
cost proposal, to USAID, for negotiation and approval. Guidance
.can be obtained by reference to OMB Circular No. A-122, cost
principles for non-profit organizations.

Trust Comments

CCMPLIANCE WITH AGREEMENT TERMS AND APPLICABLE LAWS AND
RERULATIONS

4.1

The general observation that the independent 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." 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 conclude that the
aggregation of mis-statements is material to the Fund
Accountability Statement. The independent auditor’s
reluctance to give "an opinion 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 reflecticn

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 applxed only within the
terms of the Grant Agreement.
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4.2.1

b)

As far as the findings on indirect or overhead costs are
concerned, $50,107 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
Agreement. 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 impiementation 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.

The Grantor is in the process of a project design
review, the focus of which is to investigate constraints
on implementation, which may have been brought about by
weaknesses in the projact design. This review will have
a bearing on the appropriate level of indirect costs and
the overhead rate to be agreed.
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4.2.2

. The Grantee submits that "reference to OMB Circular No.A-122" is

not relevant to the Grant Agreement except in terms of AID
Handbook 13, App 4D page 4D-1 and the 1ist on page 4D-7 which
covers mandatory standard provisions for Non-US, Nongovernmental
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 sndirect 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 Taws and regulations that
have a bearing on the Grant and the Trust. We are not solicitors,
but nevertheless have a duty to be 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 reflect field allowances on the
employee’s P6 forms as required by the Zimbabwe Income Tax Act.

JRUST 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 in a
separate bank account and shall make all disbursements for goods
and services from this account."

The Trust is presently commingling 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 non-compliance. The
commingling of funds did not cause us fo conclude that the
aggregation of misstatements, resulting from the commingling, was
material to the Fund Accountability Statement.
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A1l USAID receipts are deposited in a "non-resident" bank
account. A Non-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 centralised
functions such as salaries are paid out of the Trust’s main
account and debited to the various projects. As a result of the
above the Fund Accountability Statement balance could not be

"reconciled to the bank balances.

Reconmendation No. 11

a) The Trust 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 alsc convert to monthly reporting
to USAID to avoid undue strains on its cashflow and minimise
foreign currency fluctuations.

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.

Trust Comments

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 material non-
compliance” and that this was not "material to the Fund
Accountability-Statement."
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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 seer
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 quarterly
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 & Younq 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 from one basis to another and the Trust continued
to utiiise the standard documentation for the Payment-Period
Advance method.

The fact USAID agreed to pay amounts into the Trust’s non-
resident account dees not imply that USAID also agreed to
the Trust commingling USAID funds.
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4.2.3 INTERNATIONAL AIR TRAVEL

Findings

. The standard provision on Air Travel and Transportation states

. that "the 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

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

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

Trust Comments

. 4.2.3 The verbal approval given by the Grantor qualifies

' 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
cooperation that existed, and continues to exist in
relations between the two parties, it was deemed
unnecessary.

‘ ‘ In October, 1991 the Grant Agreement was reviewed with
. e the Grantor and the matter 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.

. 5. EINANC ANAGEMENT CAPABILITY

5.1 INTRODUCTION

USAID requested that we review the job descriptions and qualifications
of all financial management personnel hired under the NRM project to
determine whether the financial personnel have the ability to manage
and account for USAID funds.
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5.2

5.3

NDINGS

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 established 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.

CONCLUSION

The financial 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 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
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6.2 FINDINGS 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 maJor1ty of USAID
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.

Period 28 Fuel Dep Maint
Claimed

9/89 - 2/90 -

3/90 - 5/90 6 086 (2 709) 3 377

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 - 5/9i 39 193 . 39 193 N5

6/91 - 8/91 20 139 20 139 N6

ZS 129 949 (5093) (23 546) 101 310

N N2
US'S 45519 (2 169) (9 654) 33 696
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N1

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

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 bullbars, stone guards and
bumpers to recently acquired USAID vehicles by Fonr

x Four Systems : January 1991
February 1991

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
Bulawayo as spares for the Toyota Hiluxs’
supplied by USAID.

This includes :

- Spare tyres for USAID vehicles. (The average
cost works out to Z$ 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 soild.

- 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

S 61 134

Uss 20 333
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60% of total vehicle cost vouched and 89% found to be allowable and
11% treated as a questioned cost (see Exhibit 1 note 3.5)

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
o this all maintenance costs, even though supported by third party
e R documentation, up to November 1990 have been treated as questioned
¢ BB costs, totalling Z$ 18 540 (USS 7 528).

Recommendation No 13

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.

v Trust Comments
‘ 5.  FINANCIAL MANAGEMENT CAPABILITY

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

6. MISSION CONCERNS

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

6.2.1 High Vehic]e 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 against expenditure in 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 13 page 4D-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 " A
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Given that the project vehicles procured through the Grantor
were not supplied for some eighteen months, it is
unreasonable to suggest that' this is not "an actual cost
Jdncurred" 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 against
expenditure on other projects. A more appropriate accounting
entry would have provided for a ledger credit to be entered
to those projects against which the vehicle had been written
of f. 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 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: Bullbars, 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 vehicles. It is unclear 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.

NS: The spares for the grantee’s vehicle were ordered

.following advice from a vehicle repair agency, which

subsequently discovered that some of the parts crdered were
not required. The Grantee ordered only those parts which were
indicated as additional spares. A1l such repairs had to be
carried out using imported parts because of acute shortages
in the country. It is clear that an under-estimatien 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 .period between the date the cost was
reimbursed and the ‘date upon which 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 thase 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 vehjcles are questioned. The Grantee
ordered the vehicles, prior to the commencement of the
project, on the understanding that the Grantor could 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 pursuit of its
objectives and obligations under the Grant Agreement,
deployed its own vehicles tc 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
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

S project which explicitly includes provision for staff being
"provided with necessary iogistical support and facilities”
and " vehicles."

T+ 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.
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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 supplied 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
reasoriable.

Ernst_& Young Comments

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 unallowable and
the grant officer is given the authority to decide which
costs are allowable in terms of AID Handhook 13 page 4D-1
paragraph 1(a). Private use of USAID vehicles can not be
considered necessary to the grant under any circumstancas.

6.2.2 FLUCTUATIONS IN SALARY COSTS
Findings
gegjod Z$ Claimed Indirect Balance

9/89
3/90
6/90
9/90
12/90
3/91
6/91

Management

Cost
29 277 - 29277 N1
59 224 (30 335) 28 889 (1.3%) NI
61 670 (30 335) 31335  8.5% N2
33 366 - 33366 6.5% N3
106 558 (33 112) _ 73 446 120.1% N4
128 995 (43 621) 85 374 16.2% N5
104 748 (23 580) 81 168 (4.9%) N6

Z$(160 983) C N7

USS(57 917)

|




ol -C0 UDIT OF ZIMBABWE TRU
MR UNDER N OUR AGEMEN

PROJECT NUMBER : 690-0251-13

N1 The firsy period covers 6 months with a weighted
average of 1.93 employees on an average salary of
LS 2666pm. The second period covers 3 months
with 4 employees for the period at an average
salary of 2$2407pm.

Lo N2 Increase due to hiring of a "general hand" and a
- salary increase for J.Moyo.

N3 Increase due to payments to Mr M. Jones which
have been treated as questioned and unsupported
(see section 6.2.7)
N4 The increase of Z$40 080 is primarily attribu-
table to the following factors :
- Christmas bonuses for 5 existing employees 9 200
representing * 50% of their average
monthly salary.
- Hiring of 3 new project staff members in
December 1990.
.. V. Ncube - Women’s Officer
M. Manala - Training & Information Officer
T. Dube - Tsholotsho Area Manager
Average monthly salary of Z$§ 2300 x 3
months x 3 employees
. Hiring of 3 new project staff 20 700
| members in January 1991
L ", " . B. Fowlds - Technical & Resources
X ) ' ~ Officer
o N. Zondo - Hwange Area Manager
\‘; i J. Muzumba - Binga Area Manager
N\ Average monthly salary of 2$ 2150 x 2
e months x 3 employees 12 900
NS Increase due to 11 staff members being employed Z$ 42 800
for a full 3 months at an average salary of azsszasas
Z$ 2587pm after salary increases in April 1991.
,4; N N6 Decrease due to the retrenchment of 1 admini-
: strative staff member in xlune 1991.
‘  ”‘V‘ : N7 The claiming of indirect management costs is
y ) fully explained in Exhibit, 1 note 1.11 and

2.12.
| -60- k
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6.2.3 OFFICE AND STAFF _ACCOMMODATION OR RENTS
Findings :

The Bulawayo office was originally rented from a Ms Walker at Z$
1000 pm. The Trust considered these premises unsuitable for
their requirements and purchased their own premises with non-
grant funds. The Trust wanted to charge the Grant with a rental
on their property based on the fact that the Bulawayo office was
solely estabiished for the NRM project. USAID was not prepared
to reimburse the Trust for any rental on a property owned by the
Trust.

A relocation allowance of Z$12 000 paid to Mr A. Sparrow to
relocate to Bulawayo was also questioned by USAID. We concur
with this because only actual costs incurred in relocating Mr
Sparrow are allowable in terms of the Grant Agreement and OMB
Circular A 122. We have treated this as a questioned cost (see
Exhibit 1 note 4.1).

RIVATE USE OF USAID VEHICLES
ndings

Our audit work on the vehicle log sheets (district councils and
other) showed that the log sheets were correctly prepared and
indicated "Official Business" or "Other authorised” use. Certain
of the USAID vehicles received by the Trust were allocated to
the District Councils in terms of the NRM project. The only
costs which the Trust claims from USAID on these vehicles are
insurance and licence costs. The logs for the District Councils
did not show any private use although it is believed to be
taking place. On further enquiry it was pointed out that NRM
project staff were supposed to have been provided with houses in
the target areas in terms of the Grant Agreement. Due to
problems with securing land from the District Councils and lack
of adequate cost effective contractors no houses have been
built. As a result NRM project staff perform their duties from
a base in Bulawayo. This results in high vehicle mileage. Field .
staff use USAID vehicles when visiting the areas and return to
the Bulawayo office where they also perform NRM project
activities. Staff frequently arrive back in Bulawayo after
normal working hours and as result of poor transport facilities
they use the USAID vehicles to get home. The distances between
the Bulawayo office and their homes are insignificant when
compared to the distance travelled from the Bulawayo office to
the areas. We could not quantify a value for private vehicle
use. Employees are not paying for this private use. The cost of
such a calculation would not justify the benefit.
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Recommendation No, 14

The. Trust should introduce stricter controls over private use of
USAID vehicles. Of particular importance would be procedures to
minimise private use such as locking up the vehicles on the
Bulawayo premises at night.

If USAID vehicles are used for private purposes the log books
should record such private use. On a monthly basis employees
should be cherged for such use at a USAID rate per kilometre.

District Councils must regularly be informed that USAID vehicles
are not to be used for private purposes.

Trust C

6.2.2 Fluctuations in Salary Costs : Most of thigse fluctuations
arose from staff being recruited as and when required.
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.

6.2.3 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 the Trust was obliged to secure other, more
permanent premises.

The Grantee’s Trustees have a responsibility to husband
the Trust’s resources. After noting the difficulty in
securing long-term rented office space, as well as the
rapidly escalating costs 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 constant rental over
the period of the project could then be used for the
benefit of beneficiary communities.
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The Grantee considers it reasonable to charge the project
a rental equivalent to the opportunity cost of capital
(the interest forgone), on the capital invested 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
Bulawz o. 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 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.

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
Tocking up the project vehicles over the weekend would
result in their being without transport over that period.
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The Grantee has a policy on motor vehicles which
recognisas 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
vehicle, 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 rfund fully justifies 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.l4 creates an internal
management problem by denying only NRM Project staff this
facility. Accordingly, while the Grantee would readily
adhere to a Grantor directive to lTock 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 get to and from work.

The computerisation of the Trust accounts includes 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 kilometres per
litre, fuel usage, maintenance costs and monitor 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 this
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. 6.2.5 FIELD ALLOWANCES

Findings

USAID raised the matter that field allowances were being
paid to NRM project staff and that the money was used to
buy rural residents drinks and food and that no supporting
vouchers were presented to substantiate this expenditure.
We discussed this with Trust personnel who stated that the
field allowance served two purposes :

- The first Z$ 100 pm was to be spent on rural
residents and that they did not require staff
members to substantiate this expenditure. The reason
for not requesting vouchers is because the amounts
are very insignificant and obtaining vouchers in the
target areas is not always possible.

- Any amounts paid over Z$ 100 pm represented a
structuring of the employee’s salary package to make
it more tax efficient.

The field allowance is specified in each employee’s
contract of employment and is an important item in
attracting and retaining good calibre staff.

We have treated the first Z$100pm as unsupported due to
lack of vouchers (Exhibit 1 note 2.13 to 2.19).

Amounts above Z$ 100pm have been treated as allowable
salary costs on a substance over form basis.

Our audit work also indicated that the Trust was not
deducting Pay As You Earn (PAYE) on the monthly field
allowances nor reflecting the amount on the employees’ P6
forms (form employer submits to the tax authorities
show;ng all remuneration paid to an employee during a tax
year).

Recommendation No

The Trust should redraft contracts of employment to
reflect a gross salary broken dewn into its constituent
parts. Example :

Basic 2 000
Field Allowance 350
Travel A11ow§ncev 200

Gross salary Z$ or US$ 2 550
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The above is purely for 1illustrative purposes and no
employees receive travel allowances.

The Trust should work with the USAID Regional Legal
Advisor to structure the wording of employment contracts
so that gross salaries are allowable costs in terms of the
grant and to minimise the adverse tax consequence for NRM
project staff.

Trust Comments

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 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.

This advice was subsequently confirmed by the
Inspector of Taxes. 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 had discovered that
our Financial Manager had not disclosed 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 tne Trust for
a number of years and these allowances have been
fully disclosed in the P6 submissions of previous
years and most of the 1990/1991 year. The Trust
shall ensure that full disclosure is made in future
and that the error indicated above is corrected.

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 fcr by the staff concerned as
funds received. Such documentation provides the
required supporting vouchers.
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The Grantee’s staff policy, several years ago,
required that all such expenses in the field had to
be accounted for by mneans 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
requirements 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 hetween them and
their tax inspector. In our opinion, the unsupported
costs reportad are allowable under the Grant
Agreement as they are consistent with the Grantee’s
personnel policies.

6.2.6 AD ) CR
TEAS_AND_REFRESHMENTS

Findings

USAID expressed concern that the Trust was claiming the
above costs being incurred in the Bulawayo office. USAID
contends that the costs are unallowable in terms of a
Trust letter, dated June 23, 1989 sent to USAID.

The Trust letter concerned the Trust’s "contribution in
kind" and included "agency support services" totalling US$
65 000 for the entire period of the Grant.

Agency support services include secretarial,
administrative, accounting, reporting, office consumables,
vehicle running costs, sqbsistence, etc.

We have treated the costs of teas and refreshments (office
consumables) and salary costs of Ms S Ndlovu & Ms M.
Sparrow (administrative, secretarial and accounting) as
questioned (see Exhibit 1 note 1.10, 1.17 and 1.18).

The costs dealt ;ith in 6.2.6 only refer to the Bulawayo
office which is solely dedicated to the NRM project.
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We draw your attention to the following :

The Grant Agreement dated December 5, 1989,
attachment 2 page 15, specifically states that
"funds are provided for Zimtrust project staft,
including a project supervisor, project managers,
and a facilitator for women’s activities". Our
interpretation of this is that funds are provided
for all staff employed by the Trust who work on the
NRM project in a full-time capacity.

The Grant Agreement does not refer to the Trust
having to contribute in kind or to the Trust’s
Tetter dated 23 June, 1989 which is some five months
prior to signing of the Grant Agreement. Whether
the Trust’s letter dated 23 June 1989 forms part ¢f
a lfgal contract between the Trust and USAID is
unclear.

The Trust’s letter dated June 23, 1989 was written
prior to the Trust determining the necessity of a
separate office 1in Bulawayo solely for the
implementation of the NRM project. As a result of
this it appears that the Trust’s "contribution in
kind" could have only referred to the Harare and UK
administrative and secretarial costs etc.

Recommendation No. 16

The Trust in conjunction with USAID should reach an
agreement as to the allowability of administrative,
secretarial, accounting, veporting, office consumables,
subsistence, vehicles running costs, etc, incurred in the
‘Bulawayo office.

Trust Comments

6.2.6

Administrative, Secretarial, and Accounting Staff
Costs, Teas and Refreshments: the contention that
"the costs incurred in the Bulawayo office are
unallowable in terms of a Trust letter dated June
23rd 1989 sent to USAID" is without substance. The
Tetter does not constitute a variation to the Grant
Agreement because it predates the Agreement, ard
representations and assertions made prior to the
Agreement do not form part of it

-68-
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This is the view of the Grantee’s legal counsel and,
accordingly, the Grantee challenges the claim that
any administrative, secretarial, and accounting
staff costs 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 directly 1in the course of project
implementation. In many cases, teas and 1light
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 (516,105.88 and Ms
Sparrow ($9,496.81) Exhibit 1, Notes 17 and 18,
constitute amounts paid to Ms Ndiovu 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, subsequently as Office and Accounts
Administrator. Ms Ndlovu’s contract was terminated
in 1991. Both these salary costs were incurred
directly in the Bulawayo office as a result of work
exclusively on the NRM Project, and are clearly part
of the reasonable, allowable and allocable project
costs.

The Grantee concurs with this recommendation.

6.2.7 CONSULTANT FEES AMD COSTS
Eindings

USAID expressed concern over amounts paid to Department of
Nature Parks and Wild1life Management (DNPWLM) employees as
consulting fees indicated as questioned and unsupported in
our report. USAID considered these costs as unallowable
because they represented "saiary supplements”




SION-CONTRACTED AUDIT OF ZIMBABWE TRUST
ER_NATUR URCES MANAGEMENT
PROJECT NUMBER : 690-0251-13

We have treated these ccsts as questioned (see Exhibit 1
note 1.15, 1.16 and 2.3).

We draw your atteqtion to the following :

- The Grant Agreement dated December 5, 1989
specifically mentioned that “"when additional
expertise is required, the project manager will
locate and hire non-local and/or local short term
assistance"”.

The Trust has indicated that DNPWLM employees were
contracted to provide conservation expertise
necessary for the education and training aspects of
the Trust’s responsibilities under the Grant.

0MB circular A-122 on "Professional Services Costs"
states that consultant services are allowable if
numerous relevant factors are considered. One of the
relevant factors concerns the "adequacy of the
contractual agreemznt for the service (example :
description of the services, estimate of time
required, rate of compensation, and termination
provision)". The circular does not state whether a
written or verbal contract is required.

eco dation No. 17

The Trust and USAID should clarify the procedures to be
adhered to regarding the contracting of consultants,
particularly employees of organisations involved in the
NRM project, and negotiate the questioned costs (see
Exhibit 1 note 1.15, 1.16).

- Trust Comments

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
states 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.
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It is noted that the Grantor was concerned that
these costs represented “"salary supplements" and
were therefore unallowable, and for 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 work over weekends and outside normal
office hours. Three consultancy fee payments were
made, each one for a specific project 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 services for the NRM
Project in future. As far as the salary supplement
is concerned, we note that the Public Service
Commission does allow civil servants to earn
consultancy fees outside normal working hours.

With reference to the questioned amount of
251,291,76 (Exhibit 1.3), thic cost was incurred by
the project, being air fairs for Dr B. Child, a
DNPWLM  employee and the national Campfire
Coordinator, who undertook certain activities
(attendance at meetings and workshops) which were
directly related to and required for project
implementation, and were considerad by management to
be essential inputs.

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 measurers for
such eventualities, which we have adhered to.

6.2.8 INVEREST EARNED ON BANK ACCOUNT

Findings

USAID queried whether any interest had been earned by the
Trust on funds advanced by USAID. A1l USAID advances, have
to be denominated in US $ and deposited into the Trusts

Non Resident bank account.
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We examined the Non Resident bank statements for the
period and no interest was earned by the Trust which was
confirmed by the bank. As mentioned in our report on
compliance with agreement terms and applicable laws and
regulations (see sectiun 4.2.2) the Trust has commingled
USAID funds with other non-USAID funds.

It should be mentioned that if the USAID advances were
deposited in an interest bearing account interest would be
earned by the Trust.

Recommendatijon No. 18

Recommendation number 11 should be implemented. Interest
earned on the NRM designated current accounts should be
remitted to USAID on a regular basis or set-off against
expenditures claimed from USAID.

Trust Comments

6.2.8 Interest on Banks : we refer you to our letter of
27th December 1989 where it was agreed, as confirmed
in the Grantor’s letter of the 7th March 1990, that
all payments were to be made in US Dollars, and
banked in our non-resident account. The Reserve Bank
of Zimbabwe does not 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 againrst the NRM Project.

The Grantee submits that the NRM Project would
benefit if interest was paid on the 'amounts received
and, accordingly, proposas that future US dollar
payments are made to its Head Office account at
Barclays Bank Plc, Slough International Branch,
Epsom UK which is an interest bearing account and
will ensure that 'NRM Project funds are not
commingled .with other project funds.
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USAID expressed concern about the application of Trust or
US Government regulations or policies on personnel. Of
particular concern was nepotism involving husbands’ and
wives’ working together. We have reviewed the Trust
personnel policies which do not prevent both a husband and
wife working for the Trust.

The standard provision on "Regulations Governing
Eniployees" which is applicable to the Grant only addresses
grantee employees who are not citizens of the co-operating
country and does not address nepotism.

Mrs M Sparrow, the wife of Mr A Sparrow, is employed in an
administrative post in the Bulawayo office on the NRM
proge?g. The circumstances surrounding her employment are
as follows :

Ms § Ndlovu was originally employed to perform the
administrative functions but it became apparent that she
was not performing as expected and a replacement was
required. Mrs Sparrow had previously worked for the Trust
in Harare and her competency to perform the administrative
functions was already known by the Trust’s management. The
Trust’s management then offered Mrs Sparrow the post at &
competitive remuneration. The employment procedures
detailed in section 3.3.5 were consequently not followed,
for good reason.

We are unaware of any US Government Laws or regulations
that may impact on the Trusts’ personnel policies.

It should be stated that nothing came to our attention
that caused us to question the integrity and honesty of
Trust personnel. In addition suitably qualified personnel
are difficult to find.

Recommendation No 19

The Trust should document the reasori for employing staff,
their competence and that their remuneration is
competitive in the employee’s personal file.
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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 find 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 twelve 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
Bulawayo office at present.

FOREIGN CURRENCY GAINS
Eindings

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

These gains do not affect our report because it is
denominated in US$ and expenditure has been calculated at
the average exchange rates used on the quarterly claims.
The gains are only in Z$ and resulted from a continual
devaluation of the Z$ over the period of the Grant with the
biggest gzin arising after thz large devaluation of the Z$
in late 1991.

Period uss Y4 s 8
Claimed Claimed Banked 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 S0 153 773 389 200 392 251 3 051
Dec 90-Feb 91 60 082 163 158 180 17 404
Mar 91-May 91 69 357 202 800 208 5 422
Jun 91-Aug 91 67 687 233 404 331

Sep 91 Advance 75 006 290 700 290

Z$ 143 315
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These gains would have teen 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 incur Z$x expenditure on
a date which would equate to US$x on the date incurred.
When the Trust was reimbursed for US$x they received Z$y
resulting in a notional foreign exchange gain.

Trust Comments

6.2.10 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 dollars, which when re-
converted to US dellars, equal the amounts
actually expended by the Grantee in US dollars.

CONCLUSTON

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

Trust Comments

As will be noted from the foregoing and the 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
arant Agreement. These questioned and unsupported managenient costs
are significantly less material than the total contained in the
fourth draft of the report, as they represent 3.1% of the total
costs claimed. We acknowledge that these costs have been claimed in
;r¥?r and we intend to repay them to the Grantor; they comprise the
ollowing:-
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QUESTIONED COSTS

" Speciss College
Sherwood Export
Imported Spares .
Local air travel . $14 824.08

Balance brought forward $14 824.08

UNSUPPORTED COSTS

Haddon and Sly

The Chronicle

J. Moyo (cost claimed twice)
J. Moyo (cost claimed twice)
J. Moyo (cost claimed twice)
M. Sparrow (cost claimed twice)
S. Ndlovu (cost claimed twice)
Postage

Bank charges

Furniture and Equipment
District Council Inputs

MUY AAANAN N

2.1
2.4
2.5
c.6
2.7
2.8
2.9
2.1
2.1
4.2
5.1

$ 2 427.99

TOTAL QUESTIONED AND UNSUPPORTED COSTS $17 252.07

A1l costs queried in this fourth draft report as either questioned
or unsupported management costs are Tlisted together with
appropriate explanations in the Grantee’s response to Exhibit 1 on
the following four pages.




EXHIBIT 1
QUESTIONEND AND UNSUPPORTED COSTS

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 STPTEMSER 30, 1991

=

AMOUNT RECOMMENDED TO BE
CLAIMED | ACCEPTED | QUESTIONED | NOTE | UNSUPPORTED NOTE
PROJECT MANAGEMENT 271 3881 178 024 80 473 1 12 891 2
OPERATING COSTS 177 410 | 126 000 36 474 3 14 936
SERVICE 16 104 16 104 - -

SMALL ENTERPRISE 194 194 - -
DEVELOPMENT

WILDLIFE
TRANSLOCATIGN

DISTRICT COUNCIL 86 778 | 85 481 - 1 297 5
I 1neuTS
| cap1TaL cosTs 37271 3727 - .

TOTAL EXPENDITURE
Uss | 555 601] 409530 ) 116947 | 29 124

NOTE

CLAIMED = Aggregation of costs per claims submitted to USAID plus costs incurred
in September 1991 per the general ledger converted to US$ at US§ 1 =
Z$ 3.867 the exchange rate on September 26, 1992 when USAID advanced
US$ 75 000 to the Trust.




NOTES TO EXHIBIT 1

1. QUESTIONED PROJECT MANAGEMENT COSTS

DETAILS AMOUNT Z$ | AMOUNT USS$ REASON WHY COST QUESTIONED

Davis Granite 155.10 68.24 { Gravel for Bulawayo office drivewéy considered unnecessary to the grant

Lynne Russel 68.00 29.92 | Cheque payment 821 621 made payable to L Russel whea invoice was from Top
Flvte Employment Consultants .

L Keyser 100.00 39.51 | Repairs to borchole on Bulawayo property owned by Trust considered capital
improvement

Biddulphs Removals 125.00 47.50 | Fumiture removal for Mr M Jones a DNPWLM employee

Speciss Culege 50.00 19.00 | Payment for a course attended by Mr P Sibanda involved on the National Council
for the Disabled Persons project

Appex Garden Cent 203.50 77.33 | Gravel and stone for drivewzy on Trust property in Bulawayo considered capital
- . improvement to Trust property.

The Cattieman 68.30 17.62 | Entertainment costs are unaflowable.

Banff Lodge 164.55 46.07 | Accommodation and meals for L Rilioy not an NRM project member.

Truckit Transportation 670.00 254.60 | Traasport cost relating to stone. river sard and pit sand for Bulawayo driveway
mentioned in 6 sbove.

Teas and refreshments 1115.80 410.34 | Office consumables. See secticn 6.2.6

Indirect management costs . 139 274.51 50 106.60 | These costs represent an allocation of the Campfire Manager, Financial Manager,
’ Assistant Accountant and Institutional Devclopment Manager costs for the time
spent on the NRM project. These overheads are unallowable because the grant
doces not provide for a negotiated overhead rate. It is recommended that a grant
amendment should be requested by the Trust, to enable USAID to seimburse
these costs.

Lions Den 460.00 188.60 | Invoice indicates that the Forestry Commission is the debtor and not the Trust.

Oftice machine repairs : 3 500.00 1 330.00 § Repairs to Mr A Sparrow’s private computer unallowable under the grant.

Kitchen equipment 2 606.96 1 147.06 | Kitchen equipment is not necessary to the grant.

140 361.72 53 782.39




NOTES TO EXHIBIT 1

1. QUESTIONED FROJECT MANAGEMENT COSTS (CONTINUED)

DETAILS

DATE

AMOUNT Z$

AMOUNT US$

E25

REASON WHY COST QUESTIONED

B/f

148 561.72

53 782.39

M Jones

Feb 90

1 125.00

4235.00

Con.ultant fee. See section 6.2.7

. M Jones

Sep 90

1 500.00

592.65

Consultant fee. See section 6.2.7

.. Mrs M Sparrow

o

26 056.50

9 496.81

Bulawayo administrative costs. See section 6.2.6

Ms S Ndlovu

30 032.60

16 105.88

Bulawayo administrative costs. Sce section 6.2.6

207 275.82

80 472.73




NOTES TO EXHIBIT 1

2. UNSUPPORTED PROJECT MANAGEMENT COSTS
l DETAILS DATE AMOUN_T_ZS AMOUNT U; REASON WHY COST UNSUPPORTED
f.  Haddon & Sly Mar 90 " 105.38 46.37 | No supporting documents for cheque 821609
ﬂ 2.  The Chronicle Sep 90 84.60 33.43 " " 826990
3. M Jones Nov 90 3 000.00 1 185.30 . ' 869553 Consultant fee. Sce section 6.2.7
4. ] Mayo Salary Jan 90 1 500.00 660.00 1 Cost claimed bat not incurred.
5. ) Muayo Salary Mar 90 482.78 212.42 | Withholding tax duplicated and claimed twice.
6. J Mayo Salary Jun 90 487.30 199.79 | Amounts paid in excess of contract of employment.
7. 1 Mayo Salary Jul 90 642.83 263.56 - .
8. M Sparraw Sulary Mar 90 90.65 39.89 . .
9. S Ndlovu Salary Mar 90 682.50 300.30 . .
10. Postage QtrS 60.27 22.90 | Amounts claimed in excess of general ledger amount.
11. Bank charges Q3 - _26.08 10.69 . . i
12.  adirect costs Qird 21 708.14 7 809.93 - . i
] cif 28 870.58 10 784.58 E




NOTES TO Exmnrr 1

2. UNSUPPORTED PROJECT MANAGEMENT COSTS

DETAILS AMOUNT AMOUNT US$ REASON WHY COST UNSUPPORTED
28 870.58 10 784.58

J Moyo 1 600.00 555.80 | Ficld allowance, no vouchers. See section 6.2.5

J Muzamba ’ "~ 900.00 276.00 | Ficld allowance, no vouchers. See section 6.2.5

T Dube "900.00 276.00 | Field allo@u, no vouchers. See section 6.2.5

N Zondo 990.00 276.00 { Field allowance, no vouchers. See section 6.2.5

V Neubé 900.00 276.00 | Field allowance, no vouchers. See section 6.2.5

M Manala 900.00 276.00 | Field allowance, no vouchers. See section 6.2.5

B Fowlds 600.00 171.00 } Field allowznce, no vouchers. See section 6.2.5

35 570.2" 12 891.38




NOTES TO EXHIBIT 1

3.

QUESTIONED OPERATING COSTS

DETAILS

AMOUNT Z$

AMOUNT Us$

REASON WHY COST QUESTIONED

Barons Motor Spares

127.04

52.09

Could not identify if the cparcs purchased were for vehicles used on NRM
project.

Budget Tours

1 291.76

70.38

Airfure for Mr B Child not an NRM staff member. See section 6.2.7

Sherwood Ex pbn

3 188.30

1307.20

Motor vehicle radio and tape decks purchased for Landcruiser, considered
unnecessary (o grant.

Amity

1 144.10

434.76

Repairs to Forestry Commission Landcruiser

Imported spares

6 974.47

2 032.36

Z$12 934.51 of spares were imported to repair 2 Trust vehicle that was involved
in an accident while working on the NRM project.  Of these spares, Z$5 960.34
was used in repairing the vehicle. Z$5 960.34 were recovered from the insurance
company and credited to motor vehicle maintenance. The balance was transferred
to Bulawayo and claimed from USAID. This is considered unnecessary to the
grant and only resulted from importing too many spares.

i
|
E
|

Oftice furniture

1 855.93

705.25

Office fumiture purchased for Mr M Jones a DNPWLM employee.

Local zir travel

26 057.99

11 465.52

These costs relate to the NRM project design and planning. They involved
National Packs and Trust employees visiting the four arcas that were incorporated
ir. the NRM projeci. These costs were initially charged to the Campfire project
and then transferred to t:2 . XM project after the grant agreement had been
signed. We have questic. ~* .aese costs because the grant agreement does not
cover costs incuired in planning and designing the NRM project.

Vehicle maintenance

18 540.00

7 521.98

Maintenance costs incurred on Trust vehicles, prior to receiving USAID vehicles,
are unallowable in terms of the grant agreement.

Expeaditure greater than
budget

37 175.56

12 879.44

Accepted costs before this item where $12 879 greater than budgeied. This
reduces accepted caos’s to bucgeted $126 000.

96 335.15

36 474.98




NOTES TO EXHIBIT

4. UNSUPPORTED OPERATING COSTS

DETAILS

AMOUNT 2§

AMOUNT US$

REASON WHY COST UNSUPPORTED

Staft accommodation

12 000.00

5 280.00

No supporting documents and relocation costs are only allowable to the extent of

Furniture and equipment

8.00

2.06

the employee’s actual expenses in relocating (in terrmis of OMB Circular A-122).

Cost claimed in excess of general ledger amount.

Depreciation

23 545.717

9 653.77

Depreciation claimed but not in general ledger. The grant only covers
reimbursements of actual ceosts incurred and not notional costs, such as
depreciation. :

35 553.717

14 935.83




NOTES TO EXHIBIT &

5. UNSUPPORTED DISTRICT COUNCIL INPUTS

' : DETAILS DATE | AMOUNT Z§ | AMOUNT US$ REASON WHY COST UNSUPPORTED
1.  District Council inputs Qir 6 4 449.50 1 296.58 | Amourts claimed in excess of general ledger amounts.
4 449.50 1296.58

B
.




EXHIBIT 2

RECONCILIATION OF FUND ACCOUNTABILITY
STATEMENT TO CLAIMED AMOUNTS

A B C = A-B D E
ACTUAL | CLAIMED C = D+E | UNDERCLAIMS | OVERCLAIMS

PER F.A.S. COSTS DIFFERENCE | INCLUDED IN | INCLUDED IN
' ACCEPTED UNSUPPORTED

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

" Operating Costs 171 6461 177 410 (5 764) 3 892 (9 656)
" Service 16 104 16 104 - -

Small Enterprise 194 194 - -
Development

Wildlife
Translocation

District Council 85 481 86 778 (1 287) ‘ (1 297)
Inputs

e

" Capital costs 3 727 3 727 . -

TOTAL 546 034 | 555 601 (9 567) (18 797)
EXPENDITURE :

Actual costs recorded in the general ledger 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
1US$ = 3,867 I$ the exchange rate on September 26, 1991 when USAID
advanced USS75 000 to the Trust.

Aggregation of costs per claims submitted to USAID plus costs incurred
ig September 1991 per the general ledger converted to US$ as in (A)
above. : :
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For Attention: Brian Hawksworth and Jeremv Wood

ERNST AND YOUNG gth July 1992
Chartered Accountants (SA)

Ernst & Young House

4 Pritchard Street

PO Box 2322

Johannesburg 2000

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

Dear Sirs,

We, the Zimbabwe Trust ("the Grantee"), 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 preparing this
response, but you will appreciate the difficulties we have had in
absorbing and resmonding 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 re-reading each draft,
line by line, in order to discover what new changes have been made.
In additlon, we have serious difficulty in allowing certain
fundamental criticisms made in your report. Consequently, we have
obtained professional advice which confirms our position, and this has
added further to the time taken in preparing our response.

. Your reporc refers to SAS 55, SAS 62, and SAS 63. We refer you to our
fax of the 31st March 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
costs claimed by the Graintee are adequately supported in accordance
with the Grant Agreement and are allowable, allocable and reasonable,
is recognised and fully supported.by the Grantee. The detailed
examination by the auditors of payments and costs submitted to the
Grantor in the Fund Accountability Statement have been assesced to
determine whether ecach amount is allowable, questioned or unsupported.

Board of Trustees: Sir Glyn Jones GCMG MBE (Chaimman), Sir Henry McDowell KBE (Vice-Chairman), Prol. M.J. Robins (iHon. 1reasurer),
. Mr. AM.L Salmon, Dr. L.T. Chitsike, Mr. C.G.C. Rawlins OBE DFC, Mr. R.J. Dewar CBE CMG, Ms. A.O. Pocknell.

Director: Mr, KA. Madders, General Secretary: Mr. RH.T. Monro, Hon. Treasurer (Zimbabwe): Mr. M. Muddcrs%‘)
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We note that this deterwmination 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 Grant is made to Zimtrust on condition
that the funds will be administered in acccrdance 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,' which have been agreed by your
organization." In this regard, we note that AID Handbook 13, App 4D
page 4D-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 are attac ". The asterisk after the word applicable, is a note
to serve merely as a reminder to the compiler of hcw to complete the
agreement and constitutes the one and only reference to OMB Circular
A-122 in all the documentatiorn which comprises the Agreement. It is
clear from the Agreement that "the 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 OMB Circular
A-122. We have always worked on the basis that the check-list on page
4D-7, headed "Required rs Applicable Standard Provisions For Non-US.
Non-governmental Grantees" (comprising an extract from Aid Handbook
13) contains the "applicable cost principlaz” relevant to the Grant.
This extract also expressly states tiiat %“only those standard
provisions which have been checked off ars included within the Grant".
Clearly, no basis exists for any representations in the report to be
nmade referencing a specific document entitled OMB Circular A-122 (Cost
Principles for Non-profit Organisations) to the extent that that
specific document or portions of it do not comprise part of the
Agreement documentation "attached". If what is "attachad" does
comprise the whole of OMB Circular A-122 then there should be no
confusion. However, we are concerned that by your referencing 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
~eircular that presently comprise part of the Agreement, then those
variations will necessarxily 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 report after having re-examined carefully any
conclusions which are based on references to parts of the
abovementinned circular which do not presently comprise part of the
agrecement. Obviously, it is totally understandable that assertions of
"a material instance of non-compliance" can be made when you are
working from a different rule book.

Secondly, may we suggest that you list the documents referred t6 as
Yother relevan: documents" in order that the terms of reference upon




which the report is based is clear to both parties.

our comments for inclusion in any final report compiled for submission
to USAID (the Grantor) are based on the terms and conditions of the
Agreement, as (defined by Attachments 1, 2 and 3) and are presented
below. They have.heen made in accordance with the numbering system
adopted in the latest draft.

1.  INTRODUCTION

. 1.1 With reference to your comment that the original accounting
records are held in Bulawayo and Harare, it should ke 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 4D-2).

We are pleased to note that the scope of the audit ordered by the
Grantor includes the actual overhead 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 includgr 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 reswectfully that this independent audit of the
Grantee's organisation should have been conducted during the
Grantee's normal annual audit and not at the time it was actually
carried out (see AID Handbook 13 Page No. 4D-2 para 2b). Under
the terms of the Agreement it would appear that this audit should
have taken place only 2fter 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 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.

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 avallable 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 period!

L.4.1. We note “hat the results of the audit .of the Fund4
"Accountal  .ity Statement detail $11¢,947 of questioned costs,;
and $29,124 unsupported costs. Apart from the obvious relevance
of the observations above ‘concerning questioned 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

1.4.3

internal control structure are noted and are accepted as a

. constructive criticism of the Grantee'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 projects, not
only those of the Grantor).

We are most concerned to note that the auditor's "evaluation
of the Trust's compliance with the Grant Agreement and related
provision identified a material instance of non-compiiance .
relating to claiming management overheads, which were not
provided for in the Grant".

The Grantee finds it necessary to place on récord that it
cannot concur with the auditor's allegation that it "identified
a material instance of non-comnliance relating to the claiming
of management overheads". The Grantee diljqgently 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 belleves are groundless. The
Grantee is obliged to take this matter most seriously because,
inter alia, it could provide grounds for :-termination and
suspension of the NRM Projeet in terms of page 4D-2b of
Attachment 3 of the Agreement. The Grantee has sought legal
advice on the matter, and this advice confirms our opinion that
the legal basis for the Auditor's allegation is, at best,
questionable. The terps and conditions of the Grant Agreement
provide no fair and xreasonabie basis to support the contention
that "a material instance of non-compliance relating to the
claiming of management overheads" has taken place.

We refer you to page 5, para 2 of Attachment 2 - "Program
Description" which states that "Fu v
technical support for the development of land-use plans,
including procurement of aerial photoyraphs, maps, transport
and other inputs." Moreover, para ..l.2 stipulates that there
will be "at -least 2 full-time Project Managers"...who will
"facilitate the planning and decision-making processes", while
the 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 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 a551stance, thereby allowing
both 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.
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Page 8, para 2.1.4 states "Zimbabwe 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 trips, among other activities." Page 14, para 1,
Zimtrust's responsibilities under this agreement states
explicitly that Zimtrust will be responsjble for vi
advice on management conducting training and assisting in
administration".... providing " o

ecess establish, monitor, and operate the
project....Work will be c¢arried out under the direction of the
Director of the Trust, the Gene ecreta

e
Proqgramme Director..... Fupds are provided fo mtrust projec
staff.......Staff will be provided with necessary logistical

support and facilities consistent 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 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 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 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
aliowable 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 alteration to either personnzl 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 case, 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 Description which antxclpates that the
"facilitator for women's activities" will work in the "two

target communal lands".
At the time of signing the agreement, and on subsequent
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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

, 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 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(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." 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. The Grantor's respomnse of 22nd
February 1991 states that these costs can be alluwed, provided
that such expenditures axre verifiable and distinguishable 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 of non-
compliance with the Grant Agreement 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

A\
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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
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. 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 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. /

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 staff costs incurred in the Bulawayo office or
elsewhere are unallowable under the terms of the Grant
Agreement. The Grantee beiieves that this is an issue which the
non-federal audit should resolve. It should be noted that the
Grantee did not seek approval from its Board of Trustees for
any such contribution on the basis that it was never part of
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’}o; 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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We are pleased to note the Auditor's delivery order includes
a requirement to audit an indirect cost schedule applicable 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
arrangements 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 4D-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 USAID
funds."

1.4.6 The Mission concerns raised and documented in this report are

2.
2‘1.

noted and dealt with in the appropriate sections below.
FUND ACCOUNTABILITY STATEMENT

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" 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 4D-2 para 2 which states "The

(A
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Grantee shall maintain books, records, documents, and other
evidence } cordance wij t e's usual accounti

e o icient s i c s e "
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 standzrds", 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.

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.

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 aware, following representations made at the
meeting 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 zs a result did not constitute
non-compliance with the Grant Agreement and subsequent
variations. As you know, Reserve Bank rules prevent the Grantee
from establishing 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. :

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 of 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.l
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. INTERNAL CONTROL STRUCTURE

- 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 Grantee was not shown this report, but was
informed that the Grantor was fully satisfied with its
conclusions.

)

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 4D-2 para 2 which states

"The Grantee shall maintain books, records, documents, and other

evidence mmww

q "

: We submit that the purpose behind the investigation referred to
e 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 wusual accounting
procedures to sufficiently substantiate charges to the arant."
We view the reportable conditions in this context, butk,
rievertheless, have provided explanations and responses in the
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 are relevant to local auditing standards and
comply with the requirements 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
not as specific as those applicable to the section 319 standard.

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,

A2
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are invariably sjigned 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 *%erms and conditions of their employment and,
accordingly, this has not led to a "situation where emplcyees
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 siagned.

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. y
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. Owing to severe.
pressure of work, these analytical reports are of necessity
verbal, and therefore records are not kept for audit purposes,

greement.

As will have been noted, from verbal discussions between the
Grantee and the Grantor concerning such variances, items such
2s 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 be imported. 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 exampla, 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, accelerate significantly and
the concomitant fluctuations .occur.

"Misallocations", with perhéps a few understandable exceptions,

are probably better described as differences of opinion on
appropriate budget lines (Project Management or Operating

G
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- 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 of all such
lines. These discussions constitute a variatian of the
Agreement and it is inappropriate to include, under questioned '
costs, expenditure qgreater than budget for operating costs,

- amounting to $12.879. The budget lines have been discussed at

A0 some length and have never been a matter of concern to either
party, particularly as these changes in the make-up of such
budget lines represent an improvement in the accuracy of the
Grantee's <financial reporting. Under the terx: of the
Agreement, Aid Handbook 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 ccst and be reallocated as an accepted cost.

Recommendation No 3

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 of the previous quarterly claim to be a more appropriate
- - level to trigger any written 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
e Bulawayo comprising 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.

3.4.1.1 Co-mingling of funds has been dealt with above.

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

d
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considerable delays and an immense amount of unnecessary
work within the Trust was discussed -~ viz - that any
purchase above $1v,000 required a PIL (Projact
Implementation Letter) to be issued by the Grantor before
the purchase could be 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 with
communities at grass-roots 1level and Jjeopardizing 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 interests within
their 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 determined by the budgats and PILs,
and not at a rate at which they could bea 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 Grant Agreement.

We respectfully draw attantion 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, togetiner with

~ the matter outlined above, has resulted in serious capacity

difficulties and created critical backlogs in other vital areas

‘of the Grantee's work. We feel, accordingly, that the overhead

charges levied thus far are fully justified.

The Grantee acknowledges that the purchase requisition systen,
which operates well at the Harare office, did not operate in
the Bulawayo office. This system 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
authorization and payment (prior approval is required for




purchases in excess of $100).

Recommendation No.S

The Grantee agrees with recommendation no. 5, that the Harare
system which has been operating successful for several years
should be implemented at the Bulawayo office for management
control purpascaes.

Apropos missing supporting documents for certain payments, the
Grantee is confident that existing management control systems
do not allow any payment, by cheque or by cash, to be made
without supporting vouchers. The T"unsupported project
management costs" are all costs incurred by the Bulawayo office
Tor expenses which were inspected ard approved by thie Financial
Manager. Each month the invoices for expenditure incurred by
the Bulawayo Office are submitted to the Financial Manager in
Harare where each invoice is attached to the expenditure.return
sheet which 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 documents after the
audit, but he presumed, quite reasonably, that it was
unnecessary, as the external audit was complete.

Should therc be any unsupported cheque payments we can only
assume that the supporting accument has been misfiled or lost
subsequent to the date of the relevant external audit. The

- Grantee suggests that the Auditor verifies with KPMG Peat
Marwick that 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 2$105.38 issued by Haddon and Sly
in March 1990 for groceries used during a training course and
an office subscription cash slip amounting to 2$84.60 issued
by The Chronicle newspaper. Should the Grantor refuse to
acknowledge the validity of these two claims, after conferring
with KPMG Peat Marwick, the costs shall be met by the Trust
fund and refunded. .

We aﬁknbwledge, however, that the following amounts were

claimed twice in error:-

H
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i) Tax payments made in respect of J. Moyo ($212.42), M.
Sparrow ($39.89) and S. Ndlowvu ($300.30) in March
y1990, and further payments for J. Moyo 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 invoice. 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.

ii) Postage ($22.90) and bank charges ($10.69) - these
shall be repaid to the Grantor through deductions
against 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 not 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. _

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 are that ERS are compiled in

the Bulawayo Office by an administrative secretary. They are
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
processed. 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 wera submitted without supporting documents, they were
disallowed. The value of any such unsupported claims was then
added back to the CRS until such time as supporting documents
were submitted. This provided the necessary control to ensure
that the unsupported documents were submitted.

Recommendation No.7

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

- 1s designed to maintain an independent overview of the Trust's

transactions on a selective 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 US$4,000.

Recommendation No.8

We agree with recommendation no. 8, and shall request the Hon.
Treasurer to travel to Bulawayo more frequently to review 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 store back-up computer records.

COMPLIANCE WITH AGREEMENT TERMS AND APPLICABLE LAWS AND
REGULATIONS

The general observation that the indupendent auditor "performed

‘tests of Zimbabwe Trust’s compliance with

certain provigions
Grant Agreement terms and laws and requlations" 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." This, as we
understand it, is the purpose of the audit, viz to cdetermine
material instances of non-compliance that cause the independent
auditor to conclude that the aggregation of mis-statements is
material to the Fund Accountability Statement. The independent
auditor's reluctance to give "an opinion 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 cn 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 requlations!" As stated above, it is
required that these tests be applied opnly within the terms of
the Grant Agreement. o ,

As far as the findings on indirect or overhead costs are
concerned, $50,107 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 unallowable because "the Grant Agreement did rot
provide for a negotiated or provisionai overhead rate." The
Grantee has nonetheless submitted a paper in response to the
Grantor's request for a proposal to amenda the Grant to cover
overheads of Trust personnel indirectly involved with the
management, administration, accounting and reporting under the
Grant Agreement. The finalisation of <%!ils 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 cests 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 certain other costs which are
currently regarded as indirect.

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

Recommendation No 10.

The Grantee submits that "reference to OMB Circular No.A-122"
is not relevant to the Grant Agreement except in terms of AID
Handbook 13, App 4D page 4D-1 and the list on page 4D-7 which
covers mandatory standard provisions for Non-US,
Nongovernmental 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.

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

\
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Recommendation No.ll

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 seen from the fax sent
to the auditors (and forwarded to the Grantor) on the 1l1lth
of February 1992, thn Grantee operated under the Payment-
Cost Reimpursement meth<d in the first, second, third,
sixth and seventh quarterly 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 no
noncompliance could have applied during these 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).

i

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.

4.2.3 The verbal approval given by the Grantor qualifies 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 cooperation that existed, and

continues to exist in relations between the two parties, it was

deemed unnecessary. In October, 1991 the Grant Agreement was

reviewed with the Grantor and the matter of international

g travel was raised, with the result that the Administrative

y : Manager was specifically charged by the Director t.o ensure that

' the procedures required by the Grantor under the terms of the
Agreement are applied in future.

Recommendation No.12

The Grantee accepts the recommendation.

3

. 5. FINANCIAL MANAGEMENT CAPABILITY
We agree with the Auditor's conclusion that financial personnel
of the Trust are capable and competent to manage and account for
USAID funds.
6. MISSION CONCERNS

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

\(5%7
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6.2.1. High Vehicle Maintenance Costs:

N1l:The mis-allocated vehiclie 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
against expenditure in 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 13 page 4D-2 para 2 which states "The Grantee
shall maintain books, records, docouments, and other evidence

ccordance with the Grantee's usu ccounti ocedures
to sufficiently substantiate charges to the grant." Given that
the project vehicles 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 against expenditure on other projects. A more
appropriate accounting entry would have provided for a ledger
credit to be entexred to those projects against which the
vehicle had been 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 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.Bu11.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 vehicles. It is unclear 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 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 parts 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

oy
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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 undex:
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.

No,13

ec

It is noted that 89% of these vehicle maintenance costs have
been found to be allowable, and 11% (2$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 vshicle 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
proiect which explicitly includes provision for staff being
“provided with necessary logistical support and
facilities."...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. 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 supplied vehicles
arrived. It is thus reasonable to conclude that the payments
made for maintenance, depreciation and spares were made by th;//
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Grantor on the grounds that they were allowable, allocable and
reasonable.

Fluctuations in Salary Costs: Most of these fluctuations arose
from staff being recruited as and when required. 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."”

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's resources. After noting the difficulty in securing
long-term rented office space, as well as the rapidly
escalating costs 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 constant rental over the period of the project could
then be used for the benefit of beneficiary communities.

The Grantee considers it reasonable to charge the project a
rental equivalaent to the opportunity cost of capital (the
interest forgone), on the capital invested 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 1linguistic 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
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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.

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 vehicle, and any vehicle may be
withdrawn, at any time and without notice, to be reallocated
for prcject 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 such a charge.
We refer to Attachment 2 page 15, the penultimate paragraph,
which states that "sStaff will be provided with necessary
logistical support and facilities consistent with Zimtrust
personnel policies". .

Recommendation No.14.

Given that the Grantee's staff on projects other than the NRM
Projects are allowed limited private use of project vehicles,
recommendation no.14 creates an internal management problem by
denying only: NRM Project staff this facility. Accordingly,
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
~get 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 kilometras per 1litre, 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. :

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 disclos«id these allowances on the P6é 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.15.

The Grantee has no objection to redrafting the contracts of
employment as recommended. However, the first 2$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 provides the required supporting
vouchers. The Grantee's staff policy, several years ago,
raquired 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
‘Wwere 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.

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
lecter does not constitute a variation to the Grant Agreement
kecause it predates the 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 counsel and,
accordingly, the Grantee challenges the claim that any
administrative, secretarial, and accounting staff costs
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 directly 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-enterxprise development in the project area and to Ms
Sparrow over a period of 21 months for part-time services,
firstly as a bookkeeper, subsequently as Office and Accounts
Administrator. Ms Ndlovu's contract was terminated in 1991.
Both these salary costs were incurred diraectly 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 concurs with this recommendation.

Consultant fees and Costs: In the case of the DNPWIM 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 supplements" and were therefore
unallowable, and ffor 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 payments were made, each one for a specific
project 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 services for the NRM Project in future. As far as the
salary supplement is concerned, we note that the Public Service
Commission does allow civil servants to earn consultancy fees
outside normal working hours.

With reference to the questioned amount of 2$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
Coordinator, who undertook certain activities (attendance at
‘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
measures for such eventualities, which we have adhered to.

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 not 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
interest was paid on the amounts received and, accordingly,
proposes that future US dollar payments are made to its Head
Office account at Barclays Bank Plc, Slough International
Branch, Epsom, UK which is an interest bearing 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- from employing husbands and wives,
- particularly as this is consistent 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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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.

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

6.3 CONCLUSION

As will be noted from the foregoing and the 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 thay represent
3.1% of the 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:-

QUESTIONED COSTS

SPBCiss COllege ® ® ¢ 9O 80 9026 sO e 000 LA L I * $ 19 * oo
Sherwood EXPOTEt ccceccoscsvccnasssccscesd 1 307.20
Imported spares ® © O OO OO 0O OS OO PO O SEe Se e $ 2 032 L] 36
LOCal air travel ® ® 6 0 ¢ 0 0000 OO SO I O S . L ] .sll 555052 $14 824008

UNSUPPORTED COSTS

Haddon and SlY ccecevescecsccccrcsoansned 46.37
The chronicle O..........l..’........l‘.s 33‘43
J. Moyo (cost claimed twice)..ceeeereceec.$ 212.42
J. Moyo (cost claimed twice)....c.c0....$ 199.79
J. Moyo (cost claimed twice)..cceeeeeeece$ 263.56
M. Sparrow (cort claimed twice).........$ 39.89
S. Ndlovu (cost claimed twice)..cceeeeee$ 300.30
Postaga l‘l..’...‘.00..‘......'.-.’..l...'s 22090
Bank Charges cccccecececcsccncscccccccesd 10.69
Furniture and Equipment ....ccceceeceees$ 2.06
District Council INputs ..ccccecececacss$ 1 296,58 5_2_521;22
TOTAL QUESTIONED AND UNSUPPORTED COSTS:ccvecccccesesS17 252.07

HNMHSRMOUOOQJO UM
=Oo

MaNNNDNDNNDDNDON

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.

W




NOTES TO EXHIBIT 1.

1. QUESTIONED PROJECT MANAGEMENT COSTS

|_DETAILS

AMOUNT 28

RESPONSES TO AUDITOR'S QUERIES

1. Davis Granite

155,10

General office expense rather than capital
{mprovement - maintenance of driveway
following heavy vehicle use.

2. Lynne Russel

68,00

L. Russell is & partner in Top Flyte
Employment Consultants.

3. L. Keyser

100,00

Maintenance; Repair to borehole was a
legitimate cost incuried thru' daily usage
thereof by project staff.

8iddulphs Remnval

125,00

Furniture removal of NRM Project equipment,
conveyeu to National Parks {n error, re-
routed by M. Jones, 8 Parks employee,

Speciss College

50,00

Admin. error. NCOPZ to be fnvofced for this
amount .

Apex .Garden Centre

203,50

General office expense rather than capital
improvement - maintenance of driveway
following heavy vehicle use.

7. The Cattleman

68,30

Not sn entertairment cost. This cost nes
incurred os part of a staff treining
exercise., See para. 6.2.6

Banff Lodge

164,55

These costs were Incurred on NRH Project
business. L.Rihoy is NRM Project Monitoring
Officer,

9. Truckit
Transportation

670,00

General office expense rather than capftal
improvement - maint¢nance of driveway
following heavy vehicle use.

10. Teas and
refreshments

1 115,80

See our Para. 6.2.6

"11. Indirect
Management Costs

139 274,51

See our Pare. 4.2.1

12. Lions Den

460,00

This transport cost was incurred by NRMP as
part of a field exercise conducted Jointly
with Forestry Commission. Error by supplier.

13. Office machine
repairs

3 500,00

Me Sparrow's private computer was being used
for NRMP, in absence of AID computers
supplied 18 months after order. Motherbosrd
was dameged by an electricsl storm and had to
be replaced - consistent with 2T personnel

145 954,76




NOTES TO EXHIBIT 1.
1. QUESTIONED PROJECT MANAGEMENT COSTS (continued)

DETAILS

DATE

AMOUNT 18

RESPONSES TO AUD!TOR'S QUERIES

b/f -

145 956,76

14, Kitchen equipment

Mar 90

2 606,96

Purchase of refrigerator, kitchen cupboard,
for exclusive use of NRM project offfce, for
consunables used for planning & training at
NRMP office.

1 125,00

See our para. 6.2.7

1 500,00

See our para. 6.2.7

26 050,50

Selary, legitimate administrative cost.
See our para, 6.2.6

30 032,60

Salary, legitimate administrative cost.
See our para. 6.2.6

207 269,82




2. UNSUPPORTED PROJECT MANAGEMENT COSTS

DETAILS

AMOUNT 23

RESPONSES TO AUDITOR'S QUERIES

1. Haddon and Sly

105,38

Groceries, for training purposes. Till slip

external auditors.

misplaced either by administrator who has
left the Trust, or by other staff or by
Cannot get duplicate.

2.4, The Chronicle

84,60

Newspaper subscription for NRM Project

office. Cash slip could have been lost during
previous audit, cannot supply duplicate.

3. N.Jones

3 000,00

Consultancy services: see our para 6.2.7

4.J. Moyo

1 500,00

NRM Project.

J. Moyo started working or the NRM Project in
Dec. 89, and was formslly transferred in Feb.
90. This cost was therefore incurred by the

5.dJ.Moyo

482,78

clerical error on PAYE-recovery from Tax

dept.

6. J. Moyo sslary

487,30

clerical error

7. J. Moyo salary

642,83

clerical error

8. M. Sparrow-salary

90,63

clerical error

9. S. Ndlovu salary

632,50

clerical error

l 10. Pastage

60,27

clerical error

J 11. Bank chlrges

26,08

clerical error

" 12. Indirect costs

708,19

see our pars. 4.2.1

" 13. 3. Moyo

600.00

field allowences
kept in sslaries

shown on payslips,
file

records

" 146. J. Muzambe

900.00

field allowances
kept In sataries

shown on payslips,
file

records

15. 7. Oube

900.00

field allowences
kept in salaries

shown on payslips,
file

records

16.N. Zondo

909.00

tield allowances
“kept in salaries

shown on payslips,
file

records

17.V. Neube

900.00

field allowances
kept in salaries

shown on paysiips,
file

records

18.L. Menala

$00.00

field allowences
kept in salaries

shown on ﬁaysllps,
file

records

“ 19.8.Foulds

600.00

field allowances
keot in salaries

shown on payslips,
file

records

ﬂ Total

35 570.58

’




3. QUESTIONED OPERATING COSTS

DETAILS DATE - AMOUNT 28 RESPONSES TO AUDITOR'S QUERIES

1. Barons Motor Jul 90 127,04 | Car battery purchased for project, see
Spares attached voucher.

.2. Budget Tours Sep 91 1 291,76 | Airfares for Or B. Child, National Campfire
Coordinator, cost incurred by project, see
our paras. 6.2.7.

3. Sherwood Export 3 188,30 | Allocated to NRMP in error.

4. Amity 1 144,10 | NRMP staff member damaged a Forestry
Commission Landcruiser in Tsholotsho while
on project business involving the two
agencies.

lmported spares 6 974,47 | 2812 934,51 of spares imported, of which $5
960,34 used to repair Trust vehicle. The
balance are to be used for NRMP vehicles.
None of the spares was avaflable from NRMP
stocks.

Office furniture 1 855,93 | Office furniture was purchased for NRMP snd
is part of NRMP inventory. M. Jones

. : occupies office containing this furniture;
it is s NRM project cost.

Local air travel 26 057.99 | These costs were incur.sd during planmning
and design phase. Zim" ~;st allocated these
costs to NRMP because .ley wers all
specific to the project.

8. Vehicle meintenance 18 540.00 | Allowable cost under Agreement - defecto
variation

9.Expenditure grester . Altowsble expense under the Agreement-

than budget 37 175.56 | budget lines interchangesble by express
prior sgreement

96 355.15




UNSUPPORTED OPERATING COSTS

DETAILS DATE AMOUNT 23 RESPONSES TO AUDITOR'S QUERIES

1.Staff Accommedation otrt 12 000.00 | This sum was répaid in Jan 91. see our
. para. 6.2.3

"S. Furniture and Qer 7 8.00 | Clericatl error
equipment

6. Depreciation Qtr 3 23 545,77 | This was claimed against NRMP for usage of
Trust vehicte in absence of USAID vehicles.
Entry was journalised, but not entered in
Genersl Ledger, fn accordance with Trust
practice.

35 553,77

UNSUPPORTED DISTRICT COUNCIL INPUTS
—

DETAILS ] DATE AMOUNT 2$ RESPONSES TO AUDITOR'S QUERIES

1. District Council Qtr 6 4 449,50 clerical error
Inputs

& 449,50
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.':"-l’ ERNST& YOUNG & Chartered Accountants 'SA) ¥ Telephone (011) 498-1000
. Ernst & Young House Telefax  (011) 498-1110
4 Pritchard Street Docex 130
PO Box 2322

Johannesburg 2000

BMH/edp/1479
20 July 1992

Keith Madders Esq.
Zimbabwe Trust

The 01d Lodge
Christchurch Road
Epsom, Surrey KT19 8NE

ENGLAND
Dear Keith
MISSION CONTRACTED AUDIT OF ZIMBABWE TRUST UNIER NATURAL RESOURCES

MANAGEMiNT PROJECT NO. 690-0251-13, ZIMBABWE TRUST COMMENTS

Your comments dated 8 July 1992 refer.

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

You have requested copies of SAS 55, 62 and 63. This matter was
discussed with Julian Sturgéon and he considered it unnecessary 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 Tetters referred to on page 6, dated 26 January 1291 and
22 February 1992 and any other correspondence between the Trust and
USAID.

\\

®ACS 'O'F!aheny (Manraging Partner)
A full list of Partners is available from this office,




Paragraph 2.1 questions the 1legal implications of US Government
Auditing Standards for the Trust. These standards do not affect the
Trust 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 ail such
lines". We are unaware of this agreement, it is contrary to what USAID
told us and therefore costs in excess of'budget Tines 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 missing documentation. Copies of 6rigina1 documentation do pot
provide sufficient audit evidence as required under generally accepted
auditing standards and therefore costs without original documentation
are still treated 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. '




UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT
MISSION TO ZIMBABWE

s UNITED STATES MAIL

Agency for International Development
Harare (ID)
Washington DC 20521-2180
US.A

INTERNATIONAL MAIL

1 Pascoe Avenue
P.O. Box 6988 ‘ iil[li'
Harare, Zimbabwe

April 30, 1992

Mr. Brian Hawksworth
Ernst § Young

4 Pritchard Street
Johannesburg 2000

Subject: Zimtrust Audit Report

Dear Mr. Hawksworth:
Following are USAID's comments to the Zimtrust audit report:

"UYSAID 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;

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
Ziimtrus:, to improve their monitoring and management systems
and better define each parties' roles and responsibilities via a
grant amendment."

Phones 720630/720739/720757
Country Code 263, City Code 4
Telex No. 24428 ZW
Fax No. 722418
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Thank you for the time and effort devoted to completing this
audit roport. We look forward to receiving the final report
from RIy/Nairobi. .

Sincerely,

' Ted D. Morse
Director




Paragraph 4.1 questions the applicable Taws and regulations that have
a bearing on the Grant and the Trust. We are not solicitors, but
nevertheless Have a duty to be aware of certain laws. This is
demonstrated in paragraph §.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 opinion. 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 USAID 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 unallowable and the grant officer is given the authority to decide -

which costs are allowable in terms of AID Handbook 13 page 4D-1
paragraph 1(a). Private use of USAID vehicles can not be considered
~Recessary to the grant under any circumstances.

Enclosed find the amended report for your consideration. Please forward
your comments to us at your earliest convenience. '

-

Yours sincerely

.0

Brian M. Hawksworth




American Ambassador to Zimbabwe
Mission Director, Zimbabwe
RCO/USAID/Swaziland

AJAID
AA/AFR
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AFR/CONT
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FA/MCS
REDSO/RFMC
REDSO/Library
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AIG/A
D/AIG/A
IG/A/PPO
IGILC
IG/RM/C&R
AIG/I

RIG/I/N
IG/A/PSA
IG/A/FA

RIG/AEUR/W

RIG/A/Vienna
RIG/A/Cairo
RIG/A/Dakar
RAO/Manila
RIG/A/Singapore

RIG/A/Tegucigalpa
IG/RM/GS (Unbound)
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