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SUBJECT: Audit of Lesotho Ministry of Agriculture, Cooperatives
and Marketing Local Currency Expenditures Under
USAID/Lesotho Agricultural Policy Support Program
Project No. 632-0224, Audit Report No. 3-632-93-17-N

Attached are five copies of an Agency-contracted tinancial audit report of Local
Currency Expenditures Under USAID/Lesotho Agricultural Policy Support Program
Project No. 632-0224. The accounting firm of Price Waterhouse Meyernel in South
Africa performed the audit.

A.LD. authorized the Lesotho Agricultural Policy Support Program Project No. 632-
0224 on June 14, 1988 to assist the Government of Lesotho to make more productive
and efficient use of Lesotho’s domestic resources in crop agriculture and in livestock
through a process of policy reform and implementation. Under the Agricultural
Policy Support Program, the Government of Lesotho was to provide the local
currency equivalent o U.S. dollar disbursements and deposit it into a special account
to finance project activities mutually agreed upon in writing by the Government of
Lesotho and USAID/Lesotho.

This report covers project expenditures totalling Lesotho Maloti 1,418,322 ($541,344)
for the period June 14, 1988 through March 31, 1991.

The objectives of the audit 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 grant agreement;
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° consider the auditee’s internal control structure in order to determine the auditing
procedures for the purpose of expressing an opinion on the Fund Accountability
Statement and to report on significant internal control deficiencies and material
weaknesses; and

® test the auditee’s compliance with the terms of the grant agreement, as part of
obtaining reasonable assurance as to whether the Fund Accountability Statement is
free of material misstatement, and report on any identitfied material instances of
noncompliance.

Price Waterhouse Meyernel reported that the Fund Accountability Statement fairly
presented (he local currency revenues and expenses for the period June 14, 1988 through
March 31, 1991 under USAID/Lesotho Agricultural Policy Support Program Project No. 632-
0224, except for ineligible costs of $934 and unsupported costs of $1,521. The report on
internal control structure identified reportable non-material weaknesses. Further, the report
on compliance noted two non-material instances of non-compliance.

The draft report was submitted to USAID/Lesotho and the auditee for comment and their
comments (Appendix I and Appendix I, respectively) were taken into consideration in the
preparation of the final report by Price Waterhouse Meyernel.

We are including the following -ecommendations in the Oftice of the Inspector General
audit recommendation follow-up system.

Recommendation No. 1: We recommend that USAID/Lesotho determine the
allowability of the following questioned costs and request the Government of Lesotho
Ministry of Agriculture, Cooperatives and Marketing to make deposits to the special
account for amounts determined to be unallowable:

1.1 ineligible costs of Lesotho Maloti 2,447 ($934); and

1.2 unsupported costs of Lesotho Maloti 3,985 ($1,521).

(39}



Recommendation_No. 2: We recommend that USAID/Lesotho obtain from the

Government of Lesotho, Ministry of Agriculture, Cooperatives and Marketing a plan
of action for correction of internal control structure weaknesses and compliance
procedures to ensure that:

2.5

the project accounting system is capable of properly accounting for and
reporting transactions;

there are adequate and appropriate controls over bank account
reconciliations;

fixed assets are properly recorded in the fixed assets register;
accurate quarterly reports are submitted to USAID/Lesotho; and

a cash book is maintained for the special local currency account.

We consider Recommendation Nos. 1 and 2 unresolved. Recommendation No. 1 will be
resolved upon receipt of a final determination of the allowability of the questioned costs.
The recommendation will be closed when the Mission takes action appropriate to its tinal
determination. Recommendation No. 2 will be resolved upon receipt of a plan for corrective
action. The recommendation will be closed when the Mission provides evidence that the
corrective action has been implemented. Please respond to this report within 30 days
indicating actions planned or already taken to implement the recommendations.

Thank you for the cooperation extended to Price Waterhouse Meyernel and Regional
Inspector General for Audit representatives during the audit.

Attachments: a/s.
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Background continued

As of March 31, 1991 a total of $1.7-million had been disbursed by
USAID/Lesotho to the Government of Lesotho and the equivalent in local currency
of Lesotho Maloti (M)4,480,700 was deposited in the special account at the
Central Bank of Lesotho. The total deposits and interest accrued in the special
account at the Central Bank of Lesotho amounted to $2,005,995 (M5,255,707)
and local curreacy disbursements from the special account amounted to
$541,344 (M1,418,322) for the period from June 14, 1988 through March 31,
1991. The local currency disbursements are incurred by the Lesotho Ministry of
Agriculture, Cooperatives and Marketing, which maintains official and original
accounting records together with supporting documentation of project
expenditure.

The audit sample profile selected for detailed testing is included in Section 2.3.2
The most important terms of the grant agreement with respect to this audit
include:

L the Government of Lesotho shall establish, in the Central Bank of Lesotho,
a special local currency account for the deposit of local currency in an
amount equivalent to the US Dollar dishursements to be provided under
the grant

o no funds shall be released from the special local currency account until
criteria and procedures for approving allocations to projects or activities
determined to be eligible recipients of local currency financing have been
mutually agreed in writing by the parties

L] the grantee shall maintain and cause recipients of funds from the special
local currency account to maintain, in accordance with generally accepted
accounting principles and practices consistently applied, books and records
relating to the special local currency account

. local currency deposited in the special loczal currency account shall not be
used for police training or military or para military purposes

N\
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Background continued

L accounting records must be adequate to show the receipt of goods and
services acquired under the grant agreement, the nature and extent of
solicitations of prospective suppliers of goods and services acquired, the
hasis of awards of contracts and orders, and the overall progress of the
program towards completion. Such records and supporting documents
should be retained for three years after the date of the last disbursement
by USAID/Lesotho the agreement and the grant will be exempt from any
taxation, duties or fees imposed under the laws in effect in Lesotho

L goods and services financed with local currency should not be used to
assist a foreign aid project associated with a country not included in Code
935 of the A.l.D Geographic code book.

1.2 AUDIT OBJECTIVES AND SCOPE

1.2.1 Audit Objectives and Scope

Audit Objectives

Price Waterhouse was contracted under the Indefinite Quantity Contract
(645-0C00-1-00-1-53-00) to perform an agency-contracted audit of the
local currency component of the Lesotho Agricuitural Policy Support
Pregram Project No. 632-0224 in accordance with generally accepted
auditing standards and the US Comptroller General's "Government
Auditing _Standards" (1988 Revision). The principal objective was to
determine whether th2 local currency funds generated and the local
currency costs claimed by the auditee are adequately supported in
accordance with the agreement and are allowable, allocable and
reasonable,
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Audit Objectives and Scope continued
The objectives of this engagement were to:
. audit the auditee’s Fund Accountaktility 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 assurance abaut
whether the Fund Accountability Statement is free of material
misstatement, and report on any identified material instances of
noncompliance.

Scope

The scope of the audit as established in the Price Waterhouse delivery
order included a review of the Fund Accountability Statement, compliance
with the provisions of the grant and applicable US laws and regulations
and the internal contro! structure of the auditee. The total local currency
generated amounted to $2,005,995 (M5,255,707) and the total local
currency disbursements amounted to of $541,344 (M1,41 8,322) for the
period from June 14, 1988 through March 31, 1991. The audit sample
profile selected for detailed testing is included in Section 2.3.2.
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Audit Objectives and Scope continued

Due to Mission and Government of Lesotho concerns Price Waterhouse
was also asked to perform:

L an examination of the financial management of two accounts - one
holding funds that earn interest at the Central Bank of Lesotho and
the second at the Lesotho Bank which disburses funds to specific
project activities

o an examination of a sample selection of local currency activities
where there had been significant financial activity. These activities
were identified during the audit as the following:

- Rangeland Adjudication Project

- National Abattoir and Feedlot Complex (NAFC) Revolving
Fund Project

- Grazing Fee Administration Project

- General Support Fund Project.

Scope limitation

Price Waterhouse does not have an external quality control review by an
unaffiliated audit organization as required by paragraph 46 of Chapter 3 of
Government _Auditing_Standards since no such quality control review
program is offered by professional organizations in South Africa. We
believe that the effect of this departure from the financial audit
requirements of Government Auditing Standards is not material because
we participate in the Price Waterhouse Worldwide internal quality control
program which requires the Price Waterhouse Johannesburg office to be
subjected, every three years, to an extensive quality control review by
partners and managers from other Price Waterhouse offices.
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1.2.2 Methodology

Price Waterhouse conducted the initial survey of the accounting records
on August 31, 1992 at which time the identification and selection of
transactions for detailed testing was completed. Price Waterhouse
subsequently prepared its audit workplan for approval by RIG/A/N, secured
approval and performed fieidwork from September 7, 1992 through
September 30, 1992. The fieldwork was performed in Maseru at all of the
project sites where there had been significant financial activity which
included visits to the head office of the Lesotho Ministry of Agriculture,
Cooperatives and Marketing, the Livestock and Crops Department and the
National Abattoir and Feedlot Complex.

The principal audit steps performed included:

L an examination of the terms and conditions of the Lesotho
Agricultural Policy Support Program grant agreement, amendments,
project implementation letters, applicabie standard provisions and
regulations, project evaluations and other project documents as
deemed necessary

L performance of detailed compliance, internal controls and errors
and irregularities (SAS 53 and 54) audit procedures to evaluate the
auditee’s compliance with grant and applicable provisions,
adequacy of accounting system and internal controls, and to obtain
reasonable assurance of detecting errors, irregularities and illegal
acts

° testing of revenue and cost transactions from the Fund
Accountability Statement to determine the extent of non-
compliance, unallowable or unallocable expenses and the
effectiveness of internal controls

] reconciliation of the quarterly financial reports submitted by the
Lesotho Agricultural Policy Support Program to USAID/Lesotho to
the accounting records, in order to determine whether the financial
submissions are accurate and supported by the accounting records
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Methodology continued

L reconciliation of the Central Bank of Lesotho’s records of
withdrawals from the special local currency account to deposits in
the activity bank accounts kept at the Lesotho Bank

L] a review of bank account and bank reconciliation procedures,
including selected testing of the reconciliations.

Report preparation was performed at our office in Johannesburg.

1.3  BRIEF SUMMARY OF AUDIT RESULTS

1.3.1 Fund Accountability Statement

Our audit test revealed that of the total of $360,597 local currency costs
included in the Fund Accountability Statement and selected for testing,
$2,455 were questionable costs ($934 were ineligible costs and $1,521
were unsupported costs, see Section 2.3.3).

1.3.2 Internal Control Structure

Our evaluation of the internal control structure identified certain reportable
conditions which are described in the Independent Auditor’s Report (See
Section 3.1) Areas requiring improvement include the accounting system
which was not capable of properly accounting for and recording
transactions, controls over bank reconciliations were weak and fixed
assets were not properly recorded in the fixed asset register. We
concluded that these reportable conditions were not material weaknesses.
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1.3.3 Compliance with Grant Agreement and Related Provisions

Our evaluation of compliance with grant agreement and related provisions
identified certain instances of non-compliance (See Section 4.1). These
include the submission of inaccurate quarterly financial status reports to
USAID/Lesotho and the failure to maintain a cash book for the special local
currency account.

SUMMARY OF MISSION COMMENTS

The USAID/Lesotho Mission agreed with the findings and recommendations inthe
report. Furthermore, the Mission requested Price Waterhouse to perform foliow
up work on the bank account reconciliations and the status of the accounting
records for the period from March 31, 1991 to December 31, 1992. The Mission
comments and the findings of our follow up work are set out in Appendix 1.

SUMMARY OF THE LESOTHO MINISTRY OF AGRICULTURE, COOPERATIVES
AND MARKETING COMMENTS

The Lesotho Ministry of Agriculture, Cooperatives and Marketing have indicated
that they have already taken action to recover taxes paid on interest earned on
grant funds. !n addition, the Lesotho Ministry of Agriculture, Cooperatives and
Marketing have agreed to implement all the other recommendations noted in this
report. (See Appendix 2}.
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independent auditors report continued

As described in the Notes following the Fund Accountability Statement (See page
12) the Fund Accountability Statement was prepared on the basis of cash
receipts and cash disbursements which is a comprehensive basis of accounting
other than generally accepted accounting principles.

In our opinion, except for the questioned costs of $2,455 (ineligible costs of
$934 and unsupported costs of $1,521), the Fund Accountability Statement
examined presents fairly in conformity with the basis of accounting described in
the Notes following the Fund Accountability Statement, the local currency
revenues and expenses for the Lesotho Agricultural Policy Support Program
Project No. 632-0224 for the period June 14, 1988 through March 31, 1991.

Financial information contained in this report may be privileged. The restriction
of 18 USC 1905 should be considered before any information is released to the
public. This report is intended solely for the use of the United States Agency for
International Development and the management of the Lesotho Ministry of
Agriculture, Cooperatives and Marketing but this is not intended to limit the
distribution of the report, if a matter of public record.

’Pt’-"-t (:'L"" 7’:4 v/~(~ et /L/J ?;’ [ IEN L

September 30, 1992
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FUND ACCOUNTABILITY STATEMENT “
LESOTHO MINISTRY OF AGRICULTURE, COOPERATIVES AND MARKETING
LOCAL CURRENCY EXPENDITURES FUND ACCOUNTABILITY STATEMENT

USAID/LESOTHO AGRICULTURAL POLICY SUPPORT PROGRAM
PROJECT NO. 632-0224

FOR THE PERIOD JUNE 14, 1988 THROUGH MARCH 31, 1991

TOTAL ACCEPTED INELIGIBLE UNSUPPORTED
$ $ $ $
CENTRAL BANK
ACCOUNT
Revenues
® Deposit 1,700,000 1,700,000
® |nterest 305,995 305,995
Expenditure
® Transfer to
activity bank
accounts (541,344) {(541,344)
Balance $ 1,464,651 1,464,651
ACTIVITY BANK
ACCOUNTS
Revenues
® Transfer from
Central Bank
Account 541,344 541,344
® |nterest 5,647 6,223 (576}
Expenditures
® General Support
Fund {5,720) (5,720)
® Rangeland
Adjudication (145,687) (144,237) {358) {1,092)
® Grazing Fee
Administration {62,113} {(51,684) (429)
® NAFC Revolving
Fund (157,077} {(157,077)
Balance $ 188,394 188,849 (934) (1,521}
TOTAL BALANCE $ 1,651,045 1,653,500 (934) {1,521)
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NOTES TO THE FUND ACCOUNTABILITY STATEMENT

The basis for revenue and expenditure are the activity cash books
maintained by the Lesotho Ministry of Agriculture, Cooperatives and
Marketing which report costs on the basis of cash receipts and cash
disbursements which is a comprehensive basis of accounting other than
generally accepted accounting principles.

Revenues and expenditures reported in the Fund Accountability Statement
cover the period June 14, 1988 through March 31, 1991 the scope of this
audit.

FINDINGS AND RECOMMENDATIONS

2.3.1

Introduction

The scope of this audit included only the local currency generated and
local currency disbursements from the special local currency account
under the Lesotho Agricultural Policy Support Program. The Lesotho
Ministry of Agricuiture, Cooperatives and Marketing which is responsible
for the daily management and implementation of the project keeps all the
official and original documentation and accounting records. Within the
Lesotho Ministry of Agriculture, Cooperatives and Marketing are the
following departments which are responsibie for the management,
accounting and implementation of the following project activities:

L] Head office of the Lesotho Ministry of Agriculture, Cooperatives
and Marketing

- Local currency special account at the Central Bank of
Lesotho
- General Support Fund
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] Livestock and Crops Department

- Rangeland Adjudication Project
- Grazing Fee Administration Project

L National Abattoir and Feedlot Complex
- NAFC Revolving Fund.

Conversion of local currency, Lesotho Maloti disbursements to US dollars
for the purpose of this report is based upon the average monthly
Dollar/Maloti exchange rate from June 14, 1388 through March 31, 1991
which was 16 to 2.62M. Conversion to Maloti of revenues generated by
Dollar disbursements from USAID/Lesotho was based on the exchange
rate at the date of such disbursement.

Sample Selection Criteria

The basis for our sample selection of local currency revenues and local
currency expenditures was as follows:

Revenues

] All (100%) of the local currency (Maloti) equivalents of dollars
disbursed by USAID/Lesotho to the Government of Lesotho were
traced to the deposit in the special local currency account at the
Central Bank of Lesotho

L] All (100%) of the disbursements (transfers) of local currency from
the special account at the Central Bank of Lesotho were traced to
the deposit in the activities bank account at the Lesotho Bank

L] All (100%) of the interest earned on local currency accounts was
traced to the bank statements.
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Expenditure

Our methodology for the selection of expenditures from the General
Support Fund Project, Rangeland Adjudication Project and Grazing
Fee Administration Project included the selection of all transactions
above a predetermined amount and a judgemental selection of
additional transactions based upon potential risk

Our methodology for the selection of expenditures from the
Nationa! Abattoir Feedlot Complex Revolving Fund, due to the
nature of the transactions (large volume and small vaiue) ircluded

the judgemental selection of a representative number of

transactions from the NAFC Revolving Fund.

The sample profile was as follows:

Sample Percentage Not
Total Selected Selected Reviewed
$ $ % $
Revenues
® deposits 1,700,000 1,700,000 100% -
® transfers 541,344 541,344 100% -
® interest 311,642 311,642 100% -
Expenditure
® Project 360,597 258,178 72% 102,419
costs
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2.3.3 Summary Audit Results
Our audit results are summarized as follows:
Total Accepted | Ineligible Unsupported
costs costs
$ $ $ $
Revenues
® deposits 1,700,000 1,700,000 - -
® interest 311,642 312,218 {576) -
Expenditure
® project (360,597) {358,718) (358) (1,521)
costs
Balance $1 1,651,045 |‘ 1,653,500 {934) {1,521)

7
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2.3.4 Questioned Costs Findings Breakdown
Description Cost Finding
No.
$ M

Interest Received
® taxation paid on interest

received 576 1,510 2.3.5
Rangeland Adjudication Project
® entertainment expense claimed

as subsistence 358 937 2.3.6
TOTAL $ 934 M 2,447

2.3.5 Taxation paid on interest earned
Finding

During the course of our audit we noted that taxes totalling $576
(M1,510) were paid on interest earned in the local currency accounts.
The grant agreement in paragraph 6.5(A) states that the agreement and
the grant will be exempt from taxation in effect in the territory of the
grantee. However, the grant agreasment does not refer to interest earned
on grant funds (See Section 4.3.2 regarding comments on the nature of
the special local currency account). It is our understanding that gran*
funds and interest earned on these funds are normally exempt from taxes
in Lesotho.

Recommendation No. 1

The Lesotho Ministry of Agriculture, Cooperatives and Marketing should
obtain tax exemption from the Lesotho Ministry of Finance on interest
earned on local currency accounts. In additicn, the Ministry of
Agriculture, Cooperatives and Marketing should also obtain, from the
Ministry of Finance, a reimbursement of taxes already paid on interest
earned.
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Entertainment expense claimed as subsistence

Finding

We noted that on April 17, 1990, a payment of $358 (M937) was made
for a cocktail party to mark the arrival of the first tranche of dollars
disbursed by USAID/Lesotho to the Government of Lesotho. This
entertainment expense was charged to subsistence costs in the
Rangeland Adjudication Project cash book. The Rangeland Adjudication
activity agreement makes no provision for any such entertainment
expenses. The subsistence cost budget in the agreement was intended
to cover subsistence costs incurred by Rangeland field operators.

Recommendation No. 2
The Lesotho Ministry of Agriculture, Cooperatives and Marketing should

reimburse the Rangeland Adjudication Project for the entertainment
expense of M937 ($358) incurred on behalf of the Ministry.

Unsupported costs
Finding

Our audit tests revealed the following transactions which were not
substantiated by adequate supporting documentation:

-
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Dste Check No | Descrip- Activity Amount Amount | Expla-
tion $ M nation
01/16/91 33401 | M Letsi Grazing Fee 429 1,125 1.
08/23/90 458 496 | P Mabhlelebe Rangeland 336 880 2.
Adjudication
08/23/90 458 497 | p Moeletsi Rangeland 336 880 2.
Adjudication
08/23/90 458 498 | T Mantutle Rangeland 420 1,100 2.
Adjudication
TOTAL 1,621 3,985
Explanation:

1. No supporting documentation for this transaction was available for our

inspection.

2. Subsistence was claimed for a field trip.

The subsistence claim form,

however, gave no adequate description of the purpose of the field trip

undertaken.

Recommendation No. 3

The Lesotho Ministry of Agricuiture, Cooperatives and Marketing should provide
adequate supporting documentation to substantiate the unsupported costs of

M3.985 ($1

,521).

¢ /)/\0
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INDEPENDENT AUDITOR’S REPORT (continued)

For the purpose of this report we have classified the significant internal control
structure policies as they relate to the Lesotho Ministry of Agriculture,
Cooperatives and Marketing in the following categories:

e Control Environment
- written accounting and control procedures
® Accounting System

- identification, classification and recording of transaction
- bank accounts and reconciliations

® Control Procedures

- authorization of transaction

- cash and check disbursement

- asset management

- personnel and payroll procedures.

For all of the internal control structure categories listed above, we obtained an
understanding of the design of relevant policies and procedures and whether or
not they have been placed in operation, and we assessed the 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 judgment, could
adversely affect the entity’s ability to record, process, summarize and report
financial data consistent with the assertions of management in the Fund
Accountability Statement.

N
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INDEPENDENT AUDITOR’S REPORT (continued)
The following reportable conditions were observed:

¢ the project accounting system was not capable of properly accounting for
and reporting transactions

® controls over bank account reconciliations were weak
fixed assets were not properly recorded in the fixed asset register

A material weakness is a reportable condition in which the design or operation
of the specific internal control structure elements do not reduce to a relatively
low level the risk that errors or irregularities in amounts that would be material
in relation to the financial statements 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 structure would not necessarily disclose all
matters in the internal control structure that might be reportable conditions and,
accordingly, would not necessarily disclose all reportable conditions that are also
considered to be material weaknesses as defined above. However, we believe
none of the reportable conditions described above is a material weakness.

We also noted other minor matters involving the internal control structure and
its operation that we have reported in a separate letter dated October 20, 1992
to the management of the Lesotho Ministry of Agriculture, Cooperatives and
Marketing.

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 the Lesotho Ministry of
Agriculture, Cooperatives and Marketing and the United States Agency for
International Development but this is not intended to limit the distribution of the
report, if a matter of public record.

?LL-.L ("- 1- /' A ‘/. oo (
! j

September 30, 1992
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3.2 INTRODUCTION
3.2.1 Definition

American Institute of Certified Public Accountants (AICPA) Codification
of Auditing Standards, section 319, defines an organization’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 organization's
resources.

3.2.2 Work performed

Our review of the internal control structure was directed towards those
elements which relate to the nature of project funding arrangements.
The review encompassed the following:

CONTROL ENVIRONMENT

® written accounting and control procedures

@’D
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ACCOUNTING SYSTEM

® identification, classification and recording of transactions
® bank accounts and reconciliations

CONTROL PROCEDURES

® authorization of transactions

® asset management

® check and cash disbursements
® personnel and payroll

FINDINGS AND RECOMMENDATIONS

* ACCOUNTING SYSTEM *

3.3.1 The Project Accounting System was not capable of Properly Accounting
for and Reporting Transactions

Finding

During the course of our audit it was noted that, apart from recording the
payee and amount paid in the cash book, no other books or records were
maintained to record and report on project activities. The payments cash
book has no description or analysis of the cost incurred or a classification
of the cost to an account for posting to a project ledger. The grant
agreement in paragraph 5.3(c) states "The grantee shail maintain in
accordance with generally accepted accounting principles and practice,
correctly applied books and records relating to the local currency
account”.
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Recommendation No. 4

The Lesotho Ministry of Agriculture, Cooperatives and Marketing should
implement an integrated accounting system which can account for,
record, process and report financial transactions by budget category for
each activity. This system can be done manually or by a commercial
accounting software package.

Controls over Bank Account Reconciliations were weak

Finding

During the course of our audit we noted the following weaknesses in
controls over bank reconciliations:

® bank reconciliations were not prepared on a regular basis.
Transactions recorded in the Rangeland Adjudication Project cashbook
were not reconciled to the bank statement for the months of January
1991, February 1991 and March 1991

® bank reconciliations were not accurately prepared. The General
Support Fund bank reconciliation for the month of January 1991 was
found to be inaccurate

® bank reconciliations were not regularly reviewed by a senior official.
There was no evidence that the LAPSP (Lesotho Agricultural Policy
Support Program) accountant reviewed the project cash books and
bank reconciliations on a regular basis. Such a review would identify
any unusual transactions and long outstanding reconciling items.
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Recommendation No. 5
To address the above weakness the LAPSP accountant should:

® ensure that bank reconciliations are prepared on a monthly basis for
all project bank accounts

® periodically review the accuracy of bank reconciliations and sign these
as evidence of such a review.

* CONTROL PROCEDURES *

Fixed Assets were not Properly Recorded in the Fixed Asset Register
Finding

Our audit tests revealed that fixed assets purchased out of grant funds
and used for project activities were not recorded in the fixed asset

register which is being maintained for the purpose of the project.

The following fixed assets were found not to be recorded in the fixed
asset register at the time of our audit:

Description Cost

$ M
HP Paint Jet Printer 1,677 | 4,395
Omnitec 1 Kra UPS 1,486 | 3,895
Okidata 391 Printer 1,143 | 2,995
Epson FX 1050 Printer 857 | 2,246
A-B-C- Printer Sharing Base 107 280
Homex2 496 | 1,300
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Generally accepted accounting practice requires that fixed assets be
recorded in adequate detail in the fixed asset register for identification
and control purposes. The LAPSP Project Accounting and Procedures
Handbook in Section C.2 sets out the fixed asset register requirements.

Recommendation No. 6

The LAPSP Accountant should ensure that all items of a capital nature
are recorded in adequate detail in the fixed asset register.
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Independent auditor’s report on compliance (continued)
The results of our test of compliance disclosed the following non-material
instances of non-compliance:

® quarterly status reports submitted to USAID/Lesotho were inaccurate
® failure to maintain a cash book for the special local currency account.

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 the Lesotho Ministry of
Agriculture, Cooperatives and Marketing and the United States Agency for
International Development but this is not intended to limit the distribution of the
report, if a matter of public record.

—_—

HM LU e o e H‘.‘}'“ o C

September 30, 1992
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INTRODUCTION

USAID requires all grantees regardless of the country or legal entity to comply
with the terms and conditions included in the grant agreement, attached
provisions and referenced procurement regulations. In general, such compliance
cannot be waived by mission or by AlD/Washington.

Steps performed in this audit to test compliance with the agreement and related
provisions included:

® 3 review of grant agreement provisions and related regulations to identify
those provisions and regulations which could have a material affect on the
financial statements

® audit procedures including detailed testing to evaluate compliance with these

provisions and reguiations.

FINDINGS AND RECOMMENDATIONS

4.3.1 Quarterly Financial Status Reports submitted to USAID/Lesotho were
inaccurate

Finding

We noted that the quarterly financial status reports which were
submitted to USAID/Lesotho were inaccurate. For example, we found
the following differences between the accounting records and the
quarterly financial status report for March 31, 1991:
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Activity Amount Amount Diference
Spent per Spent per
Cash book Status Report
Rangeland Adjudication 145,887 142,401 3,286
381,702 373,091 8,611
Grazing Fee Administration
52,113 31,827 20,286
136,536 83,387 53,149
NAFC Revolving Fund
157,077 132,816 24,261
411,543 347,978 63,565
LAPSP
Accountant/Administrator
990 990
2,593 2,593

Recommendation No. 7

The differences between the quarterly status report and the cash book should
For all future quarterly status
reports submitted to USAID/Lesotho, the LAPSP accountant should ensure
that they accurately report the summary of financial transactions recorded

be reconciled by the LAPSP Accountant.

in the accounting records of each activity.

4.3.2 Nature of special local currency accounts

Finding

We noted that the grant agreement did not specify that the local
currency accounts should be interest bearing or what was to happen to
interest earned on these accounts. Interest earned on the special {ocal
currency accounts from June 14, 1988 through March 31, 1991
amounted to $546,991 (M1,433,116). According to the Lesotho
Ministry of Agriculture, Cooperatives and Marketing the unused funds in
the local currency accounts have been placed in interest bearing
accounts and the interest earned will eventually be used to fund ongoing
project activities.

75
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Recommendation No. 8

We suggest that USAID/Lesotho confirm the Lesotho Ministry of
Agriculture, Cooperatives and Marketing policy with regard to interest
earned on {ocal currency special accounts.

Failure to maintain a Cash Book for the Special Local Currency Account
Finding

Since the project inception and deposit in the special local currency
account of local currency equivalent to the first tranche of dollars
disbursed by USAID/Lesotho in December 1989, the Lesotho Ministry of
Agriculture, Cooperatives and Marketing has not maintained a cash book
for the special local currency account kept at the Central Bank of
Lesotho. The grant agreement in paragraph 5.3(c) states "The Grantee
shall maintain and cause recipients of funds from the Special Local
Currency Account to maintain in accordance with generally accepted
accounting principles and practices correctly applied, books and records
relating to the Special Local Currency Accounts”.

Recommendation No. 9

The Lesotho Ministry of Agriculture, Cooperatives and Marketing should
record all financial transactions relating to the special local currency
account kept at the Central Bank of Lesotho in a cash book. This cash
book should then be reconciled on a monthly basis to the bank
statements.



LIST OF REPORT RECOMMENDATIONS

No.

Description

The Lesotho Ministry of Agriculture, Cooperatives and
Marketing should obtain tax exemption from the Lesotho
Ministry of Finance of interest earned on local currency
accounts. In addition the Ministry should also obtain a
reimbursement of taxes already paid.

The Lesotho Ministry of Agriculture, Cooperatives and
Marketing should consider reimbursing the Rangeland
Adjudication Project for the entertainment expenses of M937
($358) incurred on behalf of the Ministry.

The Lesotho Ministry of Agricuiture, Ccoperatives &nd
Marketing should provide adequate supporting documentation
to substantiate the unsupported payments.

The Lesotho Ministry of Agriculture, Cooperatives and
Marketing should implement an integrated accounting system
which can account for, record, process and report financial
transactions by budget category for each activity. This
system can be done manually or by a commercial software
package.

O

EXHIBIT 1
Page 1 of 2

Section No.

2.3.5

2.3.6

2.3.7

3.3.1

U{D



LIST OF REPORT RECOMMENDATIONS (continued)

Description

The LAPSP accountant should:

- ensure that bank reconciliations are prepared on a
monthly basis for all project bank accounts

- periodically review the accuracy of bank
reconciliations and sign these as evidence of such
a review.

The LAPSP Accountant should ensure that all items of a
capital nature are recorded in a fixed asset register.

Differences between the quarterly status report and the cash
book should be reconciled by the LAPSP Accountant. For all
future quarterly status reports submitted to USAID/Lesotho,
the LAPSP Accountant should ensure that they accurately
report the summary of financial transactions recorded in the
accounting records of each activity.

USAID/Lesotho should confirm the Lesotho Ministry of
Agriculture, Cooperatives and Marketing policy with regard to
interest earned on local currency special accounts.

The Lesotho Ministry of Agriculture, Cooperatives and
Marketing should record all financial transactions relating to
the special local currency account kept at the Central Bank of
Lesotho in a cash book. This cash book should then be
reconciled on a monthly basis to the bank statements.

O

EXHIBIT 1
Page 2 of 2

Section No

3.3.2

3.3.3

4.3.1

4.3.2

4.3.3

U\
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UNITED STATES A.LD. MISSION TO LESOTHO

Telephone 313354
o | "E"MBASSY Telex 4506 USAID LO
P.0. BOX 333 O N 1028
MASERU 100 ax No. 3
LESOTHO

January 8, 1993.

Mr. Doug Frankie

{QC Audit Partner

Price Waterhouse Meyernel
P.O. Box 8550

Johannesburg, Republic of South Africa

Dear Mr. Frankie:

USAID/Lesotho has reviewed the draft audit report submitted by your
organization as a result of the audit periormed on the Lesotho Ministry of
Agriculture, Cooperatives and Marketing local currency expenditures. The local
currency is deposited by the Lesotho Government for purposes agreed upon by the
Government of Lesotho and the United Staies Government under the Lesotho
Agricultural Policy Support Program, Project Agreement No. 632-0224.

The audit report noted under reportabis conditions in Section 3.1, that the
project accounting system was not capable of properly accounting for and
reporting transactions. In the Mission’s opinion this is a significant finding of the
audit that has implications relative to the accuracy of LAPSP financial reports. This

may partially explain why LAPSP financial reports have been incomplete and
frequently late.

USAID/Lesotho agrees with findings and recommendations stated in t'he
draft report. Furthermore, as previously discussed in telephone conversation
between my staff and you, we are requesting additional work to reconcile the four
different bank accounts that receive funding from iocal currency deposited under
the terms of the above-mentioned agreement. The Office of the Inspector General,
Nairobi, has agreed to extend the audit activity to include the bank accounts
reconciliation and your organization will issus an addendum to the audit report.

USAID/Lesotho wishes to express its appreciation for the expeditious and
efficient execution of the audit.

Sincerely,

r/J-/l(/
‘: Gary Véwery 7
Mission Director

\J
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Should you require any further inizc-m
either myself on (0027 11 7802022

Yours faithfully
PR RAY
™ Doug Franke

USAID/IQC Audit Partner

O

-ion then please do not hesitate to contact

.“c.' Stephen Killick on (0027 12 3485502).



LESOTHO AGRICULTURAL POLICY SUPPORT PROGRAM

FINDING :

STATUS OF ACCOUNTING RECORDS AT 31 DECEMBER 1992

APPENDIX A

o : CurremAccount Call Account| o~ ... Call Account - o.General
Program activity ank: Réconclljation . Cash Book| Bank Heconcilialio -~ Ledqer

General Support Fund

Agricultural Inputs Component

Livestock Component

NAFC Revolving Fund

Completed up to December 1992
(but performed unsatisfactorily)

Completed up to November 1992

(but performed inaccurately)

Last completed up to May 1001

Completed up to December 1692

Completed up to December 1992
(but performed unsatisfactorily)

Completed up to November 1992

(but performed inaccurately)

Last completed up to May 1991

Completed up to December 1992

Not performed at all

Not performed at all

Not petformod at all

Not performed at all

Not performed at all

Not performed at all

Not porformiod at all

Not performed at all

Not performed at all

Not performed at all

Mot potforod al al

Hot performed at allJ




LESOTHO AGRICULTURAL POLICY Suss2ST PROGRAM Appendix B

LIVESTOCK COMPONENT

FINDINGS

L] On 7 Mcvember 18231, W 27,000 w23 cransfarrad from tha Livestoctk call
ascount and deposited in the acsownt of WAL Swanaooe! 01 500-+8353

] On 22 May 1992, M 1C,000 was woosndrawn from ine Livasiock cal

account bus this was not depcsitas ™ e corresponcing current ascount.

) On 30 May 1882, M 10 0CO was ~=casited in the Livesiock cali account
from an unknown source.

. On 11 September 1931, M 80,847 was naid our of the Livestock current
account to Rainbow Construction 1n r2spect af the FIViU Project a non-
LAPSP related project. This loan was later repaid on 13 November 1921.

. On 3 September 1921, M 65,7C2 v.2s paid out of th2 Livestock current
account in respect of Mphaki Projezt. a nor-LAPSP related project. This
loan was later repaid on 18 November 1997,

. The following cheques were recercss as peing canceila¢ cheques in the
cash pook but they were later presanted for payment: checx number
27877, 27878 and 27860.

. Cheques are not written up in numarical sequence in the cash bonk making
it difficult to control the sequence and ensure that ali cheque paymenis are
recorded.

. On numerous occasions the Livestosk current acccunt was overdrawn, this
being so despite the arrangement with the banx to renlenish the current
account from the call account. Fcr example the bank account was
overdrawn by up to M 13,683 for & seriod of 10 days during October 19391,

4 On 30 March 1992, M 10,000 weas -ransferred from the Livestecs call
account to the Agricultural Incut Surrent account.

g On 2 April 1892, M 10,000 was -rznsferrzd from tna Civestock call account
to the Agricuitural 'nput current azzsount

] On 25 Novembar 1982, M £,200 w23 sransiarred frem the Livaes:ock call
acccun: 1o tha Agricultural ingot current zooount.

i Cn 9 October 1990, M 2,350 wwzs t2posingd into 02 LiRstoch Surrent
acsount from an unkneows STUTZE

. \3(\



LESOTHO AGRICULTURAL POLICY S 2P0RT PROGRAM Appendix B
AGRICULTURAL INPUTS

FINDINGS

L4 On 12 February 1291, M 1,022 w.as ransferred irom the Agrnicultural Inputs
call account =0 the Nationai ~2z772tr and Feedic: Complax current aclount.

° On 30 March 1292, M 10.C23 woas depasited i the Agricuitural Input
current account from the Livassi2 s component ::—:‘I account.
sizad in tha Agncultural Inputs current

] On2 Apnl'x.“,MlOOO" w23 2280
anant call acceunt.

account from the Livestocx comc

° On 27 April 1992, M 76,0171 baing monetised fcod aid funds were
deposited in the Agriculturai Inguss current account. This was later
withdrawn.

® On 25 November 1892, M 6,00C was deposited in the Agricultural Inputs
current account from the Livestock component call account.

L] On 11 November 1922, M 78,071 was transferred from the Agriculzural
Inputs call account to the Agricwizural Inputs current account anc then
transferred out of the curren: azcount. These ransactions were not
recarded in the cash book.

. Cheque no. 102038 of M 744,23 which was issued on 22 May 1921 and
recorded in the May 1991 cash took only went through the bank on
23 July 1991. This cheque was however Not recorded in the May 1991
and June 1991 bank reconciliazicns as an outstanding item.

® Cheque no. 162050 of M 73 wv.as raecorded in the cash bnok as M 48, This
error has been carried forward in 2!l the subsequent bank reconciliations.-

° On 15 August 1992, M 40.00C was transferrec {rom the Agricul:ural Inputs
current account to the Agncul u'a! tnpuzs call account implying that surplus
funds were maintained in the current account.

L] Cn 28 January 1992, M 7,533 weas transferred from the Agricultural Inpuets
call account to the General S - o3l accoun: to raimburse expenditures
incurred by the Geaneral Supp Sond en behalf of th2 Agricultural Inputs
ccmponent.

'
-

~o=
[OREN

] The following LAPS? capitat 2
fixed asset register:

citure were not recordad in the LAPSP

¢

ba
Q)
|[l

A
° : . 572
computer equipment 6.7:2
° office equipment 13,72+
° camera 2,2%«
ash book had teen

L] There was no avidence that ins
raviewed ty the LAPSP acsow:

P
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.
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LESOTHO AGRICULTURAL POLICY SUPPORT PROGRAM Appendix B

GENERAL SUPPORT FUND

FINDINGS

L On 30 November 1991, M 3,002 was transferred from the General Support
call account to the National Abz<zoir and Feedlot Complex current account.

° On 25 May 1992 a cheque was m3ade out to "cash" for M 150. No
evidence of receipt of these cash funds was available for our inspection.

° On 22 June 1992 the LAPSP accountant was a co-signatory to a cheque for
M 465 which was made out to himself.

. On 30 September 1992 General Support Fund money was loaned to the
following individuals:

o M Mpobale M 506,00
o T Lesembo M 1811,56

These loans were subsequently repaid on 20 October 1992,



LESOTHO AGRICULTURAL POLICY SUPPORT PROGRAM Appendix C

RECOMMENDED ACTION PLAN

STAGE 1 - RECONSTRUCTION OF 4 YEARS OF ACCOUNTING RECORDS
(Estimated 4 weeks work]
o Centralise all the activity accounting records.
o Write up the cash book for the current accounis.
° Write up the cash book for the call accounts.
° Establish a chart of accounts for a general ledger.
° Post the current account cash books to the general ledgers.
o Post the call account cash books to the general ledgers.

° Prepare financial statements for each activity.

STAGE 2 - RECONCILIATION OF 4 YEARS OF ACCOUNTING RECORDS
{Estimated 1 weeks work)

° Reconcile the current account cash book to the bank statements.
N Reconcile the call account cash book to the bank statements.

° Reconcile all inter-account transfers.

STAGE 3 - AUDIT OF THE ACCOUNTING RECORDS (Estimated 2 weeks work)

° Perform a USAID type audit of the reconstructed accounts and other project
activities under US generally accepted auditing standards and US
Government auditing standards.



LESOTHO MINISTRY OF AGRICULTURE,

COOPERATIVES AND MARKETING COMMENTS

O

APPENDIX 2

ANAN



m.-.g=ry of Agsiculture,

C---e-atives & Marketing
°.2. Box 24
Mzze-u - 100
AG/PRQ/8% 14 Decamber, 1992

Messrs Price Watsrhouse
P.0, Box 35296

Menloc Peark

PRETORIA

0102

Dear Sirs,

RE: LESOTHD AGRICLLTURAL POLICY SUPPORT PROGRAM - AUDIY REPORT

--w- Plesse find enclosed herewith the Mi-istry of Agriculture, Cocperstives
and Merketing responses to the LAPSP Auc:< Zeport as prepared and presentec
by your organization for the peried from -une 14, 1988 through March 31, 1951,

Sincersly,

DIAECAOR OF ECQONOMICS AND MARKETING

CC: Controller USAID/L
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MINISTRY OF AGRICULTURE, CCCPERATIVES AND MARKETING
RESPONSES 1O THE LAPSP AUDIT REPORTY

1. TAX EXEMPTION

Authority wss requested from the Sesertment of Income Tax %O
wgive tax on intsrest earned by e.. LAPSP Accounts a8t the Lesotho

Bank. Exemption was subasequantly zranted and fo:rmally commgnicatud
to Lesotho Bank. A claim for refu~< of tax already deducted wsé
also mades to the Department witn ail the supporting docuyments. fhe

refund has not yet been effectec snd the matter 1s bsing attended
to. :

Pleasa find enclosed herewith ccp:es of the caorrespondence related
to this issue.

2. REINBURSEMENT - RANGELAND ADJUDICATION

The matter has been brought to the ettention of the Director of
Livestock Services, who is alsa -he Chairman of the LAPSP Liveetock
Component.

3. SUPPORTING DOCUMENTS

The sttention of the Activity ManaceZ=s has been drawn to this
problem and every effort is being taken to ensure that payments
are fully supported.

4. INTEGRATED ACCOUNTING SYSTEM

The LAPSP Accountant is undertaking =g implement the guggested
integrated accounting system, which can account for, record,
process and report financial transactions by budget category
for esach activity.

5., BANK RECONCILIATIONS

The LAPSP Accountant has been ins~ructed to ensure that.iﬁ?g&
ceconciliations ere prepared end of avery month by all approved
and operating activities. He has s.so been charged wigh the
responsibility of periodically reviewing the accuracy of those
bank reconciliations.

6. ASSET REGISTER

All efforts are being made to ensuc~e that the LAPSP Accocuntant
capturss and records all items c¢f a capital nature in s fixed
ssaet register.
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7. DIFFERENCES IN QUARTERLY STATUS REPORT

5 imvestigate the
reflects the sccursace
d in the accounting

The LAPSP Accountant has been imnsiZw
differences and to ensute that the =
summary of financial transactions -e
records of sach activity.

-
-

m T

8. SPECIAL ACCOUNT - CASH BOOK

A cash book for the local currency sccount kept at the Central
Bank has since been opened and the LAPSP Accountant will ensure
that it is reconciled every mont
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SAVINGRAM

FROM: INCOME TAX RECEIVED DATE STAMP
TO: LAPS? (ATTENTION:MR NTAZI. Ln TETE Y b
//’ .- --—--—-—~—:.._ ‘\\\..

REF. NO, .. COM/CE 5LVOL: 2 £ TN
\ ' '
N . L

SIGNED: %—m& ........... ~.\\\ e

(Full Signature) . IR

NAME: C.M. THAANE FILE NO.: il

(Typed) (Receiving Min./Dept.)

DATE! 2&ATH. . MARCH..1948.

orL

re: TAX ON INTBREST Z2ARNED BY LAPSEP

£ ig hereby confirmed =zhat the abovementioned
project 18 Governmental ané as such exemp< from
taxation. :

You may show this letter to youl bankers A8 an
Y

. ; R O 2 :
authority not to tax any fuzzaer i.m:e:r:est':’1 frnig project.

Tax already deducted will Dbe refunded by zhis
department.

U
g
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SAVINGRAM

FROM: INCOME 7TAaX RECEIVED DATE STAMP

TO: SZNAGRIC (LAPS?)

REF, NO, ....COM/CE 51 VQL.. 2.

NAME: GCaMi. THAANE FILE NO.:

(Typed) (Raceiving Min./Dept.)
DATE: 23RD APRIL 1991

ar.

RE: KATIONAL ABATTOIR AND FREDLOT COMPLEX A/C NO 1900-0611-8

This is to confirm that the abecvementioned prqject
is governmental and therefore nct subject tTo taxatlon.

Please show this letter +to your bankers as an
authority not to deduct any “ax on future interest earned
by the project.

Any tax already deducted will be refunded in due
course.



REPORT DISTRIBUTION

American Ambassador to Lesotho
Mission Director, USAID/Lesotho
RCO, USAID/Swaziland
AA/AFR

AA/FA

AA/OPS
AFR/SA/SALAN
AFR/CONT

XA/PR

LEG

GC

FA/FM
POL/CDIE/DI
FA/MCS
REDSO/ESA
REDSO/RFMC
REDSO/Library

IG

AIG/A

IG/A/PPO

IG/LC

IG/RM/C&R
AlIG/1&S

IG/I/NFO

IG/A/PSA

IG/A/FA
RIG/A/JEUR/W
RIG/A/Bonn
RIG/A/Cairo
RIG/A/Dakar
RIG/A/Singapore
RIG/A/Tegucigalpa
IG/RM/GS (Unbound)
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