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SUBJECT: 	 Audit of the Family Life Association of Swaziland 
Cooperative Agreement No. 645-0228-A-00-8021-00 
Audit Report No. 3-645-92 28-N 

Attached are five copies of an Agency-contracted financial audit report of the Family
Life Association of Swaziland Cooperative Agreement No. 645-0228-A-00-8021-00. 
The accounting firm of Ernst & Young, Swaziland performed the audit. 

A.I.D. authorized the Family Life Association of Swaziland (FLAS) Cooperative 
Agreement No. 645-0228-A-00-8021-00 on July 27, 1988. The goal of the grant was 
to provide financial assistance to FLAS to reduce high rates of fertility and improve
maternal and child health in Swaziland. 

The purpose of the project was to increase the prevalence of modern contraception 
and practice of child-spacing. The project was to contribute toward increasing 
contraceptive prevalence from 4 percent to 15 percent in 1993. It was also to 
contribute toward increasing the numbers of couples practicing child-spacing and 
increasing the length of birth intervals. 

The audit covered pruqject expenditures totalling $290,331 for the period July 27, 1988 
through August 31, 1992. 

The objectives of the audit were to: 

0 	 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 cooperative agreement; 

P.O. 80%30161.NAIROBI. KENIA4 PHO%.; iZ41..113110. EXT.im01 1 S41..lIJ$SI. 



* 	 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 cooperative agreement, as 
part of obtaining reasonable assurance as to whether the Fund Accountability 
Statement is free of material misstatement, and report on any identified 
material instances of noncompliance. 

Ernst & Young reported that the Fund Accountability Statement fairly presented the 
revenues and expenditures for the period July 27, 1988 through August 31, 1992 under the 
FLAS Cooperative Agreement No. 645-0228-A-00-8021-00, except for ineligible costs of 
$4,449 and unsupported costs of $315. The report on internal control structure identified 
four reportable non-material weaknesses. Further, the report on compliance noted one non
material instance of noncompliance concerning initial commingling of grant funds for the 
period prior to June 1992. 

The draft report was submitted to the auditee and USAID/Swaziland for comment and their 
comments (Appendix I and Appendix II, respectively) were taken into consideration in the 
preparation of the final report by Ernst & Young. 

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

Recommendation No. 1: We recommend that USAID/Swziland determine the 
allowability and recover, as appropriate, the following questioned costs from the 
Family Life Association of Swaziland: 

1.1 	 Ineligible costs of $4,449; and 

1.2 	 Unsupported costs of $315. 

Recommendation No. 2: We recommend that USAID/Swaziland obtain from the 
Family Life Association of Swaziland a plan of action for correction of internal 
control structure weaknesses to ensure that: 

2.1 	 bank reconciliations are reviewed by a senior official; 
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2.2 documents are properly filed; and 

2.3 all fixed assets are recorded in the fixed assets register. 

Thank you for the cooperation extended to Ernst & Young and Regional Inspector General
 
for Audit representatives during the audit.
 

Attachments: a/s.
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1.~INTRODUCTION
 

1.1 Background
 

On July 27, 1988 USAID/Swaziland signed a Cooperative
 
Agreement No.645-0228-A-00-8021-00 with the Family
 
Life Association of Swaziland (FLAS) totalling $343,
 
545 under the Family Health Services (FHS) Project.
 

The purpose of the USAID/Swaziland grant was to
 
provide financial assistance to FLAS for community
 
work in accordance with the FHS project. The goals of
 
the project are to reduce unwanted fertility and
 
improve maternal and child health. The purpose of the
 
project is to increase the prevalence of modern
 
contraception and the practice of child spacing.
 

Work plans to meet the goals and objectives of the
 
project, are prepared by FLAS with assistance from The
 
Pathfinder Fund (Pathfinder), provided under a
 
separate agreement with USAID. Work plans are to be
 
approved by USAID's Project Officer prior to
 
implementation.
 

1.2 AUDIT OBJECTIVES AND SCOPE
 

Ernst & Young was contracted under Indefinite Quantity
 
Contract, 645-0000-I-00-1051-00 to perform an Agency-

Contracted financial audit of FLAS under FHS project
 
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 the costs claimed
 
by the auditee are adequately supported in accordance
 
with the Grant Agreement and are allowable, allocable,
 
and reasonable.
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The objectives of this engagement were to:
 

- audit the auditee's Fund Accountability Statement and 
express an opinion as to whethear 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 cooperative 
agreement; 

- consider the auditee's internal control structure in order 
to determine the auditing procedures for the purposes 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 
cooperative agreement, as part of obtaining reasonable 
assurance about whether the Fund Accountability Statement 
is free of material misstatement, and report on any
 
identified material instances of noncompliance.
 

- audit the auditee's actual indirect cost rates of fringe 
benefits and overheads 

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

The period covered by the audit was from July 27, 1988 to
 
August 31, 1992.
 

Our sample profile was 87,5% of the total costs claimed.
 
Due to mission concerns, Ernst & Young was asked to review
 
the following :
 

- FLAS's filing system
 

- Possible reimbursement of single expenses claimed from 
more than one donor 

- Actual fringe benefit and overhead rates and the 
appropriateness of the direct salary base used in 
calculating these rates. 
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1.3 	 AUDIT METHODOLOGY
 

Ernst & Young conducted an initial survey of the
 
accounting records and internal control systems and
 
found the system had changed from reimbursement to
 
advance in June 1992. In addition the volume of
 
transactions was low and it was decided to adopt a
 
substantive approach, covering at least 80% of
 
expenditures, to perform the most effective and
 
efficient audit.
 

The principal audit steps performed included:
 

* 	 An examination of the terms and conditions of the 
Cooperative Agreement with FLAS, 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 complete financial reviews.
 

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

* 	 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 documentation to determine whether the
 
amount was ineligible or unsupported.
 

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

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

Audit procedures to evaluate the auditee's
 
compliance with the cooperative agreement and
 
applicable laws and regulations.
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Audit and determine the actual indirect cost rate
 

calculation and the distribution of .ndirect
 
costs to the contracts as applicable.
 

Audit the indirect cost pool (fringe benefits and
 
overhead) to ensure that the costs are
 
reasonable, allowable and allocable.
 

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

We have not complied with the Government
 
Auditing Standards, General Standard, 3.46,
 
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 by the appropriate
 
professional bodies. These include general
 
statements on quality control.
 
Representatives of other practice areas
 
participate in inter-office reviews.
 

We have not complied with Goverment Auditing
 
Standards, General Standard 3.6 requiring
 
continuing education and training in
 
government audits. The managing partner has
 
completed 32 hours of the required 80 hours.
 
The junior audit staff that performed the
 
fieldwork have not had any formal training.
 

1.4 BRIEF SUMMARY OF AUDIT RESULTS
 

1.4.1 	 FUND ACCOUNTABILITY STATEMENT
 

Our audit tests revealed that of the
 
$290,331, in total costs claimed by FLAS,
 
$4,449 were ineligible costs and $315 were
 
unsupported costs. A summary of questioned
 
costs are noted in exhibit I and exhibit II.
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1.4.2 	 INTERNAL CONTROL STRUCTURE
 

Our evaluation of 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 bank reconciliations 

* Maintenance of a fixed asset register 

1.4.3 	 COMPLIANCE WITH COOPERATIVE AGREEMENT AND RELATED
 
PROVISIONS
 

Our evaluation of FLAS compliance with the
 
Cooperative Agreement and related provision
 
identified certain instances of non-compliance
 
which are summarised below :
 

* Transferring of funds from USAID bank 
account to general bank account in order tc
 
relieve overdraft of general bank account.
 

1.4.4 	 OVERHEAD RATE
 

Our audit procedures established an overhead rate
 
of 78.45%. (See section 6.2).
 

1.4.5 	 FRINGE BENEFIT
 

Our audit procedures established a fringe benefit
 
rate of 17.94%. (See section 6.1).
 

1.4.6 	 FINANCIAL MANAGEMENT CAPABILITIES
 

Our review of the financial management
 
capabilities of project personnel indicated that
 
they are capable and competent to manage USAID
 
funds (See Section 5).
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1.4.7 MISSION CONCERNS
 

Mission concerns raised in our delivery order
 
have been addressed. (See Section 6)
 

1.4.8 FLAS MANAGEMENT COMMENTS
 

After scrutinizing the Agency contracted Audit of
 
our association report, we have decided to accept
 
most findings and recommendations by the
 
auditors. We have only a few suggestions and
 
contributions here and there for future such
 
engagements. We would of course like to respond
 
to some recommendations by the auditors.
 

Firstly, we respond to some
 
findings/recommendations by the auditors.
 
Auditors have apparently come up with new
 
benefits and overhead rates. Their findings
 
point out that there have been over/under charges
 
by FLAS throughout the period under review. As
 
a result the auditors are recommending claim!=
 
by/from USAID from/by FLAS. FLAS feels this
 
should not be the case because the rates
 
previously used were also set by a competent
 
consultant after an agreement between
 
USAID/Pathfinder International and FLAS. What
 
FLAS feels should be agreed on is the application
 
of the new rates i.e. deciding on commencement
 
dates and the like. 1Urcwever after our meeting
 
with USAID we would iike to withdraw our the
 
latter sentence in this very paragraph. Reason
 
being that this is the mission's regulation
 
throughout and can therefore not be changed.
 

There is also an issue of double claim from USAID
 
by FLAS. FLAS is prepared to pay back the second
 
claim as a sign of a genuine oversight on FLAS'
 
side. This is an incident that both FLAS and
 
USAID must make sure that it does not happen
 
again because to an independent observer it is
 
almost impossible to accept this as a bona fide
 
act or mistake. This apparently distorts the
 
good relations between FLAS and USAID.
 

VP 
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We would also like to clarify to everyone
 
concerned that the present accounting package is
 
able to report per activity and FHS expenditures
 
are reported separately. Thus content 3.4.5 
should have this clarification under "FLAS 
COMMENTS"' instead. 

Furthermore, Exhibit 2 of the QUESTIONED -

UNSUPPORTED COSTS has a E207.93 to Jumbo
 
Discounters based on supplier's statement, and as
 
FLAS we are assuring everyone concerned about
 
this issue that such an oversight will not happen
 
again. This might have been caused by lack of
 
knowledge of identifying the difference between
 
an invoice and a statement on our side but
 
definitely not with bad intention. Again there
 
is a payment where FLAS supplied a memo as
 
supporting documentation and this is one of the
 
day-to-day problems faced by the accounting
 
personnel where if you happen to forget to remind
 
programmes personnel to ask for proper cash
 
invoices from vendors you will definitely have no
 
supporting documents. However this does not mean
 
we condone this act but we are pointing out that
 
it is one of the possible oversights even with
 
perfect systems. Lastly, there is an incident
 
where USAID had to rely on a copy invoice. Here
 
if the originals are not with FLAS, we would like
 
the parties concerned to accept it as a possible
 
exception especially where the original has been
 
misplaced one can go back to the vendor for a
 
copy.
 

Secondly, we have suggestions/contributions for
 
future engagements. We ara happy this report has
 
finally come out acceptable to us. We are all
 
aware of course that this report is now the
 
opposite of what the first draft was as far as
 
the auditors' report to the donors is concerned.
 
Our suggestion/contribution is that we be
 
consulted and notified before hand so that we can
 
organise and have our documents and explanations
 
ready. This will avert formation of wrong
 
opinions by competent auditors.
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On the overall we are happy aith this report and
 
grateful for the recommendations put forward to
 
us. We will definitely take advantage and apply
 
them where possible.
 

1.4.9 USAID SWAZILAND MANAGEMENT COMMENTS
 

We have received your draft audit report and were
 
pleased to note that the comments from our last
 
meeting have been incorporated into this version.
 

In general, the Mission accepts the findings and
 
recommendations contained in the audit report.
 
However, we would like to comment on the finding
 
stating that there were no explanations for
 
budgeted versus actual expenditures attached to
 

a budget forecast every
vouchers. FLAS submits 

month for the 
next two months. At the end of
 
every month the budget is revised to reflect
 
actual expenditures and more realistic forecasts
 
for the next month. As these numbers are used
 
only for determining advance levels it would seem
 
that a written explanation every month is not
 
necessary. Rather, this should be done when
 
there are differences in what is budgeted in the
 

annual basis versus what is
workplan on an 

actually expended.
 

The finding relating to the commingling of funds
 
that discovered this
should note USAID 


transaction and immediately reported the problem
 
to the Executive Director. Several meetings were
 
held between FLAS and USAID on this matter which
 
resulted in the termination of the financial
 

contract and the Executive
controller's 

would never be
Director's assurance that this 


repeated.
 

The Mission has discussed the recommendations
 
contained in the audit report with FLAS and will
 

the relevant staff in devising and
work with 

implementing plans to close the recommendations.
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2. FUND ACCOUNTABILITY STATEMENT
 

2.1 INDEPENDENT AUDITOR'S REPORT
 

We have audited the Fund Accountability Statement of
 
Family Life Association of Swaziland Cooperative

Agreement No. 645-0228-A-00-8021-00 for the period

July 27, 1988 through August 31, 1992. The Fund
 
Accountability Statement is the responsibility of
 
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 3.46, 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 by the appropriate professional bodies.
 
These include general statements on quality control.
 
Representatives of other practice areas participate in
 
inter-office reviews.
 

We have not complied with Government Auditing
 
Standards, General Standard 3.6 requiring continuing

education and training in Government audits. The
 
managing partner has completed 32 hours of the
 
required 80 hours. The junior audit staff that
 
performed the fieldwork have not had any formal
 
training.
 

With the exception of the above, 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. An audit also includes examining, on a
 
test basis, evidence supporting the amounts and
 
disclosures in the fund accountability statement. An
 
audit also includes assessing the accounting

principles used and significant estimates made by

management, as well as evaluating the overall
 
financial statement presentation. We believe that our
 
audit provides a reasonable basis for our opinion.
 

Resident Partner M Gibbs Partner inChargel
* Reiidenl in South Africa: JA Burness MS Coetzee IC Farrant CL Herbst PA Hourquebie JA Howard, 

BA King EH Last MV Lindhorst CH MacKenzie M Ming C8 0Fiaherty 
DGI Stewart IP Thompson WF Urmson TA Wixtey MI Wonds 
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As discussed in the notes to the Fund Accountability
 
Statement, the statement was not prepared on the basis
 
of generally accepted accounting principles but on the
 
cash basis.
 

With respect to incurred expenditures, the results of
 
our audit includes $4,449 in ineligible costs and in
 
$315 unsupported costs.
 

In our opinion, the Fund Accountability Statement
 
fairly presents, in conformity with the basis of
 
accounting described in Section 2.3, the revenues and
 
costs incurred for the period July 27, 1988 to August
 
31, 1992.
 

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 Family Life Association of Swaziland
 
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.
 

Chartered Ac ountants (Swaziland)
 

August 18, 1993
 

Reiden: Partner: 
2Resident in South Africa: 

M Gibbs (Partner inCharge) 
)ABurness MS Coetzee ICFarrant CL terbst.PA Hourquebie JAHoward 

0 

BA king EH Last MW Lindhnrst CH MacKenzie M Ming CB O'Faherty 

DGH Siewait JP Thompson WF Urmson TA Wi.ley MI Woods 
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2.2 	FUND ACCOUNTABILITY STATEMENT
 
FAMILY LIFE ASSOCIATION OF SWAZILAND
 
FOR THE PERIOD JULY 27, 1988 THROUGH AUGUST 31, 1992
 

BUDGETED COSTS CLAIMED COSTS INELIGIBLE UNSUPPORTED 
COSTS ACTUAL ACTUAL ACCEPTED COSTS COSTS 

$ E $* $ $ $ 

TOTAL REVENUE -390,310 -763,075 -281,431 -281,431 
EXPENDITURES 
PERSONNEL 100,810 151,882 56,016 56,016
FRINGE BENEFITS 15,311 18,053 6,658 6,165 493 See exhibit III
EQUIPMENT 	 45,994 143,455 52,909 48,953 3,956 	 See exhibit I 
TRAINING 	 37,519 115,257 42,508 42,508 
LUMPSUM IN LIEU OF OVERHEA 14,101 40,470 14,926 14,926
RESEARCH 53,748 102,510 37,807 37,774 	 33 See exhibit II
MATERIALS PRODUCTION 39,691 92,628 34,163 34,163
OTHER DIRECT COSTS 21,784 54,195 19,988 19,706 282 	See exhibit II 
OVERHEAD 	 61,352 68,752 25,356 25,356 A 
TOTAL EXPENDITURES 390,310 787,202 290,331 285,567 4,449 315 

BALANCE 24,127 8,900 # 

* See section 2.3 for exchange rates used to convert E to $. 

# At August 31, 1992 FLAS had overspent the June 1992
 
advance from USAID by this amount.
 

A An amount of -$1,398has been under claimed by FLAS.
 
See section 6.2 and exhibit IV for details.
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2.3 NOTES TO THE FUND ACCOUNTABILITY STATEMENT
 

Basis of Accounting
 

The statement was not prepared from the general ledger
 
maintained by FLAS. The general ledger of FLAS did
 
not separately identify FHS project expenditure but
 
combined all expenditure incurred by FLAS. The
 
statement was prepared from claims submitted to and
 
reimbursed by USAID.
 

The fund accountability statement was not prepared in
 
accordance with GAAP but on the cash basis. The cash
 
basis is a comprehensive basis of accounting. The
 
cash basis only accounts for expenditure and receipts
 
as paid or received. GAAP accounts for expenditure as
 
actually incurred or due.
 

All amounts are shown in United States of America
 
Dollars ($). Revenue comprises the receipts from the
 
claims submitted to USAID from August 1988 to June
 
1992 and an advance of $37,540.77 on June 16, 1992.
 

"Actual" expenditure in US$ was arrived at by
 
converting the Swaziland Emalangeni (E) reflected on
 
the remittance advices at the actual exchange rate of
 
each claim for the period February 1990 to June 1992.
 
Expenditure for the period June 1992 to August 1992
 
was converted to $ at $1 = E2.87, the exchange rate at
 
June 16, 1992 when USAID advanced $37,540.77 to FLAS.
 

2.4 SAMPLE SELECTION AND AUDIT COVERAGE
 

As mentioned in our report on compliance, FLAS has
 
commingled USAID funds with other project funds and
 
pays certain costs from a general FLAS bank account
 
which are allocated to the various activities
 
undertaken. Consequently, our audit approach could
 
not be restricted to selecting payments greater that
 
a pre-determined amount to obtain sufficient audit
 
coverage because certain costs are the result of
 
payment from the non-FHS project designated bank
 
account.
 

Our approach for transactions prior to June 1992
 
therefore encompassed selecting 10 remittances
 
submitted to USAID and vouching costs to original
 
documentation to identify costs as allowable,
 
ineligible or unsupported.
 

http:37,540.77
http:37,540.77
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For the period June 1992 

separate bank account was 

activities, payments were 

documentation to identify 

unsupported.
 

The sample profile was as follows
 

to August 

maintained 

vouched 


costs as 


Costs claimed Sample Selected Coverage 

E 787,202 E686,790 87.5% 

$ 290,331 $253,298 87.5% 

2.5 SUMMARY AUDIT RESULTS 

1992 when a
 
for the FHS
 
to original
 

ineligible or
 

Not Reviewed
 

E100,412
 

$37,033
 

Our audit results are summarised as follows:
 

Costs claimed Accepted Ineligible 


E787,202 E774,206 E12,142 


$290,331 $285,567 $4,449 

The ineligible costs are as follows: 

- Over claim of fringe benefit 
- Expenditure for the purchase of 

equipment reimbursed twice by
 
USAID 


The unsupported costs are as follows:
 

- Unsupported research expenditure 


- Unsupported direct costs 


Unsupported
 

E 854
 

$ 315
 

$ 493
 

$3,956
 

$4,449
 

$33
 

$282
 

$315
 

For a detailed explanation of ineligible
 
and unsupported costs see Exhibit I and
 
Exhibit II
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Recommendation No.1
 

The ineligible costs of $4,449 and unsupported costs
 
of $315 should be reviewed and refunded to
 
USAID/Swaziland as appropriate.
 

FLAS Comments
 

FLAS will refund the above amounts as USAID requires.
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3. 	 INTERNAL CONTROL STRUCTURE
 

3.1 	 INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL
 
STRUCTURE
 

We have audited the Fund Accountability Statement of
 
Family Life Association of Swaziland Cooperative
 
Agreement No. 645-0228-A-8021-00 for the period July
 
27, 1988 through August 31, 1992 and have issued our
 
report thereon dated August 18, 1993.
 

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 Family Life
 
Association of Swaziland, 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 Family Life Association of Swaziland
 
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
 
safeguard 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 Section 2.3 of the Fund
 
Accountability Statement. Because of inherent
 
limitations in any internal control structure, errors
 
or irregularities may nevertheless occur and not be
 
detected.
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Also, projection of any evaluation of the structure to
 

future periods is subject to the risk that procedures
 

may become inadequate because of changes in conditions
 

or that the effectiveness of the design and operation
 

of policies and procedures may deteriorate.
 

For the purpose of this report, we have classified the
 
control structure policies and
significant internal 


Family Life
procedures as they relate to the 


Association of Swaziland in the following categories:
 

Control Environment
 

- Management Philosophy and Operating Style
 

- Organisational Structure
 

Methods of Assigning Authority and Responsibility
-


- Management Control Methods
 

- Personnel Policies and Practices
 

- Accounting Systems and Control Procedures
 

Cash Disbursements and Bank Reconciliations
-


For all of the internal control structure categories
 

listed above, we obtained an understanding of the
 

design of relevant policies and procedures and whether
 

they have been placed in operation, and we assessed
 

control risk.
 

We noted certain matters involving the internal
 
consider
control structure and its operation that we 


to be reportable conditions under standards
 
the American Institute of Certified
established by 


Public Accountants. Reportable conditions involve
 
to attention relating to
matters coming our 


significant deficiencies in the design or operation of
 

the internal control structure that, in our judgment,
 

could adversely effect the organisations'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
 

- Bank reconciliations were not reviewed by senior
 

person
 

- Documents were not filed in an orderly manner
 

- Fixed assets purchases could not be traced to the
 
fixed asset register
 

- Cheques returned by the bank were not filed in
 
numeric sequence until beginning of June 1992
 

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. However, we believe none
 
of the reportable conditions described above is a
 
material weakness.
 

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 sulely for the use of
 
Family Life Association of Swaziland and the Agency

for International Development but this is not intended
 
to limit thz distribution of the report if it is a
 
matter of public record.
 

Chartered Accountants (Swaziland)
 

August 18, 1993
 

egadenl Parlner M Gibbs (Partner inCharge)
* Residen, in South Africa: )A Burness MS Coeizee 1C Farrant CL Herbst. PA Hcnurquebie ]A Howard 

BA King EH Last M% Lindhorst CH MacKenzie M Ming CB OFlahety
 
DCH Stewart (P Thompson WF tJrmson TA Wider MI Woods
 

i 



18 

AGENCY-CONTRACTED AUDIT OF FAMILY
 

LIFE ASSOCIATION OF SWAZILAND
 

COOPERATIVE AGREEMENT NUMBER 645-0228-A-00-8021-00
 

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 section 3.3 and 3.4 below, we have
 
classified our findings and recommendations.
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FINDINGS AND RECOMMENDATIONS
 

3.3 CONTROL ENVIRONMENT
 

3.3.1 MANAGEMENT PHILOSOPHY AND OPERATING STYLE
 

Findings
 

Family Life Association of Swaziland 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.
 

3.3.2 	 ORGANISATIONAL STRUCTURE
 

Findings
 

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

3.3.3 	 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 association.
 
Job descriptions form a part of each
 
employees' contract of employment and are
 
renewed annually. At least twice a year
 
employees performances are assessed and
 
staff grades reviewed.
 

(4
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3.3.4 MANAGEMENT CONTROL METHODS
 

Findings
 

Management control of staff activities
 
appear to be adequate. However financial
 
management appeared to be lacking. USAID
 
and Pathfinder were constantly monitoring
 
expenditure and providing expertise in
 
preparation of budgets and prioritising of
 
expenditure.
 

Claims submitted to USAID did not have any
 
accompanying written explanations detailing
 
budgeted expenditure versus actual
 
expenditure and reason for any deviations.
 

Claims were not submitted to USAID at
 
regular intervals. The shortest interval
 
was 1 month and the longest was 6 months.
 

Since June 1992, the system has changed.
 
FLAS submits a budget forecast every month
 
for the next two months. At the end of
 
every month the budget is revised to reflect
 
actual expenditures and more realistic
 
forecasts for the next month. As these
 
numbers are used only for determining
 
advance levels it would seem that a written
 
explanation every month is not necessary.
 
Rather, this should be done when there are
 
differences in what is budgeted in the
 
workplan on an annual basis versus what is
 
actually expended.
 

A new Financial Controller was employed in
 
January 1993 who appears to be suitably
 
qualified to perform the financial
 
management function.
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3.3.5 PERSONNEL POLICIES AND PRACTICES
 

Findings
 

FLAS 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 Executive Director 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.
 

3.4 ACCOUNTING SYSTEMS AND CONTROL PROCEDURES
 

3.4.1 GENERAL
 

Findinas
 

The accounting systems and control
 
procedures were reviewed to obtain an
 
understanding of principal types of
 
transactions that impact the USAID
 
Cooperative Agreement.
 

We reviewed the systems and procedures for:
 

- Cash Disbursements and Bank
 
Reconciliations
 

- Missing Documentation
 

- Control over Fixed Assets
 

- Recording of FLAS Transactions
 

- Filing of cheques presented by the bank.
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3.4.2 CASH DISBURSEMENTS AND BANK RECONCILIATIONS
 

Findinas
 

Our review of the accounting systems and
 
control procedures over cash noted that
 
prior to June 1992, FLAS operated from 2
 
bank accounts viz 1 current account, 1 call
 
deposit. The current account was reconciled
 
monthly. However, there was no review of
 
the bank reconciliation or cash book. On a
 
few occasions, cheque payments were not
 
recorded in sequence and cheque numbers were
 
not easily identifiable.
 

Disbursements are made after examining
 
supporting documentation fcr agreement with
 
cheque details and allowability in terms of
 
the Cooperative Agreement. Two signatures
 
are required, one from (a) and one from (b)
 

(a) KHETSIWE DLAMINI - EXECUTIVE DIRECTOR 

NOMCEBO MANZINI - PROGRAMS DIRECTOR 

AND
 

(b) 	ALMON MKHWANAZI - CHAIRMAN OF EXECUTIVE 
COMMITTEE
 

DR GUGU GULE - TREASURER
 
MILLICENT OBASO - PATHEFINDER ADVISER
 

All cheques are accompanied by a cheque
 
requisition which states where the payment
 
is to be allocated. The cheque signatories
 
review the requisition to ensure payment is
 
correctly allocated. Posting to the general
 
ledger is performed from the cash book and
 
cheque requisition.
 

It should be noted that prior to June 1992,
 
FLAS commingled USAID funds with non-USAID
 
funds in contravention of the standard
 
provisions applicable to the Cooperative
 
Agreement. This is fully disclosed in
 
Section 4.2.1 regarding compliance with
 
agreement terms and applicable laws and
 
regulations.
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Subsequent to June 1992 a separate cash book
 
and bank account has been maintained. USAID
 
has been reviewing the cash book and bank
 
reconciliation on a periodic basis to ensure
 
USAID funds are correctly accounted for.
 

Recommendation No 2
 

Bank reconciliations and cash books should
 
be reviewed monthly by senior personnel i.e.
 
to ensure the recording of transactions are
 
performed properly.
 

FLAS Commen~ts
 

A Financial Controller has been employed to
 
perform this function.
 

3.4.3 MISSING DOCUMENTATION
 

Findings
 

During our payments test it was discovered
 
that supporting documentation was not
 
available for certain payments. These costs
 
totalling $315 have been shown as
 
unsupported on exhibit II. In order to
 
maintain the accounting systems and control
 
procedures, supporting documentation should
 
be available for all payments.
 

Since June 1992 all FHS documentation has
 
been filed separately and orderly. A
 
Financial Controller has been employed since
 
January 1993 who should monitor this.
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3.4.4 CONTROL OF FIXED ASSETS
 

Findings
 

During the course of the FHS project an
 
amount of approximately $52 909 was spent on
 
furniture and office equipment. However the
 
purchase could not be traced to the fixed
 
asset register. The stores manager, who
 
maintains the register, informed us that it
 
is possible that items were purchased
 
without him being informed. The system has
 
changed and now all purchases are initiated
 
through the stores manager to ensure he is
 
notified of all purchases.
 

Each room has its own asset record for the
 
room and is checked once a year. However,
 
the physical existence is not agreed to the
 
fixed asset register.
 

Assets do not have any serial or
 
identification numbers. This makes it
 
extremely difficult to agree details of the
 
physical existence to the fixed asset
 
register.
 

Recommendation No 3
 

(a) 	A physical check should be performed to
 
ensure all fixed assets purchased for
 
the FHS project are still on hand.
 

(b) 	All fixed assets should be given serial
 
numbers to facilitate their easy
 
identification.
 

(c) 	A physical inventory should be taken
 
annually thereafter and reconciled to
 
the fixed asset register.
 

FLAS 	comments
 

Problem has been noted and recommendation
 
will be followed.
 



25 

AGENCY-CONTRACTED AUDIT OF FAMILY
 

LIFE ASSOCIATION OF SWAZILAND
 

COOPERATIVE AGREEMENT NUMBER 645-0228-A-00-8021-00
 

3.4.5 RECORDING OF FLAS TRANSACTIONS
 

Findings
 

The primary source of entry for the
 
recording of transactions is the cash book.
 
The cash book is analysed by activity and
 
not expense. It was not possible to obtain
 
from the general ledger an analysis of
 
expenditure per activity. The General
 
ledger package appears to have the ability
 
to perform detailed analysis of accounts.
 

Recommendations No 4
 

FLAS should review the general ledger
 
package and ensure a chart of accounts is
 
available which can create expenditure
 
reports per activity and especially the FHS
 
activity. This will facilitate the
 
production of meaningful and useful
 
management reports from the general ledger
 
system.
 

FLAS Comments
 

The package is able to report per activity
 
and FHS expenditure is now reported
 
separately.
 

3.4.6 FILING OF CHEQUES PRESENTED BY THE BANK
 

Findings
 

Prior to June 1992 cheques presented by the
 
bank were not filed in numeric sequence
 
but"dumped" into a box. It was impossible to
 
find a specific cheque. A bank returned
 
cheque is the only proof of payment
 
maintained by FLAS.
 

FLAS, however, has began filing in numeric
 
sequence the FHS bank account cheques
 
returned since June 1992.
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4. COMPLIANCE WITH AGREEMENT TERMS AND APPLICABLE LAWS AND
 
REGULATIONS
 

4.1 INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE
 

We have audited the Fund Accountability Statement of
 
Family Life Association of Swaziland Cooperative
 
Agreement No. 645-0228-A-00-8021-00 for the period

July 27, 1988 through to August 31, 1992 and have
 
issued our report thereon dated August 18, 1993.
 

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 Family Life Association of
 
Swaziland is the responsibility of management. As
 
part of obtaining reasonable assurance about whether
 
the Fund Accountability Statement is free of material
 
misstatement, we performed tests of Family Life
 
Association of Swaziland compliance with certain
 
provisions, Cooperative 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 failures or violations is material to the Fund
 
Accountability Statement.
 

The result of our tests indicate that, with respect to
 
the items tested, Family Life Association of Swaziland
 
complied, in all material respects, 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 Family Life
 
Association of Swaziland had not complied, in all
 
material respects, with these provisions.
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Other minor matters of non compliance were noted and
 
are included in the subsequent pages.
 

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
 
Family Life Association of Swaziland 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.
 

Chartered Accountants (Swaziland)
 

August 18, 1993
 

Resident Parlner M Gibbs (Partner in Charge) 
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4.2 Findings and Recommendations
 

4.2.1 FLAS 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".
 

Prior to June 1992, FLAS commingled 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 as USAID reimbursed
 
FLAS for all expenditure incurred for the
 
FHS project. 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.
 

During June 1992, a separate bank account
 
was opened for USAID funds to be used for
 
the FHS project.
 

On June 17, 1992 an amount of $20,905 was
 
withdrawn from the FHS current account and
 
deposited into the FLAS current account in
 
order to reduce the FLAS overdraft. The
 
amount was refunded to FHS on July 20, 1992.
 

The net effect of the above transactions
 
does not effect the Fund Accountability
 
Statement. The transaction is, however, a
 
contravention of the cooperative agreement
 
and USAID policy.
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Recommendation No 5
 

FLAS accounting personne'l and cheque
 
signatories should review the cooperative
 
agreement and applicable standard provisions
 
to ensure that they comply with all USAID
 
requirements.
 

FLAS Comments
 

Financial Controller was dismissed and this
 
will not happen again.
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5. FINANCIAL MANAGEMENT CAPABILITY
 

5.1 Introduction
 

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

5.2 Findings
 

Job descriptions were adequate in detailing financial
 
personnel responsibilities. Experience of financial
 
personnel are considered adequate for the recording
 
and maintenance of expenditure documentation.
 
However, staff do not appear to be capable of
 
preparing budgets and monitoring expenditure to
 
ensure maintenance within budgets. USAID and
 
Pathfinder presently perform this function which
 
overcomes this weakness.
 

In January 1993 a Financial Controller was employed

who appears to have the qualification and experience
 
to perform the financial management function.
 

5.3 Conclusion
 

The financial personnel of FLAS are capable and
 
competent to manage USAID funds.
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6. INDIRECT COST RATES OF FRINGE BENEFIT AND OVERHEADS
 

The delivery order requested that Ernst & Young audit and
 
determined the actual indirect cost rate calculation and
 
the distribution of indirect costs to the contracts as
 
applicable.
 

6.1 Fringe Benefit
 

Findings
 

A provisional direct cost rate of 19.9% of gross
 
salaries had been established by Joseph Zani in May
 
1991 applicable from August 1, 1991.
 

The following employee benefits were paid by FLAS on
 
behalf of employees
 

- Housing allowance equal to 10% of gross salary
 

- Pension fund contributions equal to 9.25% of 
gross salary. 0.75% was paid by employee. 

- 5% service fee on the pension contribution paid 
to Royal Swaziland Insurance Corporation. 

- An amount of E120 ($39) per year or El0 ($3) per 
month was paid to the Swaziland National 
Provident Fund. The employee contribute an equal 
amount. 

Our audit procedures established a fringe benefit rate
 
of 17.94%. For detailed working see Exhibit III. Our
 
results for the period August 1, 1991 to August 31,
 
1992 are summarised as follows:
 

Total gross salaries paid by
 
FLAS per salary register E 657,868
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Total housing allowance paid
 
by FLAS per salary register E 60,652
 

Total pension contribution
 
paid by FLAS E 49,127
 

5% service fee on pension
 
contribution E 2,655
 

Total provident fund contributions
 
paid by FLAS E 5,565
 

Employee benefits paid by FLAS E 117,999
 

Fringe benefit rate = E117,999 = 17.94%
 
E657,868
 

Fringe benefit claimed by FLAS
 
at 19.9% E 18,053
 

Fringe benefit calculated by ourselves E 16,637
 

Over claim by FLAS E 1,416
 

Over claim by FLAS $ 493 

An analytical fringe benefit amount is 19.25%
 
(10%+9.25%). The reason for our calculated amount
 
being less is that not all employees receive a housing
 
allowance. Employees do not also automatically become
 
members of the pension fund but only after being
 
employed for at least 2 months.
 

http:10%+9.25
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Recommendations No.6
 

FLAS should reimburse USAID the over claim of fringe
 
benefit.
 

USAID should consider abolishing the fringe benefit
 
percentage as actual employee benefits paid by FLAS
 
can be allocated directly to the FHS activity for the
 
employees employed under the FHS activity.
 

FLAS Comments
 

FLAS is prepared to reimburse the amount.
 

6.2 Overhead
 

Findings
 

A provisional direct cost rate of 81.72% of gross
 
salaries had been established by Joseph Zani in May

1991 applicable from August 1, 1991.
 

The following assumptions were made in determining the
 
overhead percentage.
 

- Circular A - 122 "Cost Principles for Non Profit 
Organisations" was used as a basis in our 
calculations. 

- The based period was from August 1, 1991 until 
August 31 1992 as this was the period to which 
the provisional rate applied. 

- FLAS accounting system was unable to provide 
reliable and detailed breakdown of expenditure 
per activity for the period August 1, 1991 
through August 31, 1992. We used the audited 
annual financial statements at December 31, 1991 
and the provisional financial statements at
 
December 31, 1992. The expenditure was pro-rated

for 5 months in 1991 and 8 months in 1992. The
 
pro-rated expenditure was added to provide us
 
with the total for the 13 month period.
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- FLAS is essentially a service type organisation. 
In order for FLAS to meet its objectives or 
mission it is dependent upon its employees. We 
therefore agree with Joseph Zani that gross 
salaries be used on the distribution base. The 
indirect costs will be allocated in proportion to
 
the gross salaries under each activity.
 

- FLAS detailed salary register groups employees 
per activity. We therefore presumed that the 
identified employees spend most of their time on 
the specific allocated activity. 

Our audit procedures established an overhead rate of
 
78.45%. For detailed workings see Exhibit IV. Our
 
results are summarised as follows :
 

Total allowable indirect expenditure E 419,114
 

Total gross salaries allocated to
 
activities of FLAS E 534 244
 

Overhead rate = 	E 419J114 = 78.45%
 
E 534,244
 

Overhead claimed by FLAS 	 E 68,752
 

Overhead calculated by ourselves E 72.765
 

Under claim by FLAS 	 E 4,013
 

Under claim by FLAS 	 $ 1,398
 

The overhead rate decreased from 81.72% to 78.45%.
 
FLAS failed to claim the overhead in August 1991 and
 
September 1991 hence a net under claim of overhead of
 
E4,013 ($1,398).
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Recommendation No.7
 

USAID and FLAS should change the original overhead
 
rate and FLAS should claim from USAID the under claim
 
of expenditure.
 

FLAS Comments
 

FLAS will implement the overhead and fringe benefit
 
rate as USAID requires.
 

/1 
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7. 	 MISSION CONCERNS
 

7.1 	 INTRODUCTION
 

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

- FLAS filing system
 

-	 Reimbursement of expenses claimed from more than 
one donor 

7.2 	 Findings and Recommendations
 

7.2.1 FLAS Filing System
 

Findings
 

USAID brought to our attention that FLAS
 
staff had difficulty in preparing the
 
remittance advise and consequently requested
 
us to review FLAS filing of supporting
 
documentation.
 

For the period up to June 1992 we selected
 
25 payments from the cash book and traced
 
the transactions to supporting documents and
 
bank returned cheques.
 

Two payments could not be traced to
 
supporting cheque reguisition and
 
documentation.
 

Date 	 Description Amount
 

July 1990 Impala Arms Hotel E2,120.50
 
- Research
 

July 1990 Swaziland Post E2,239.70
 
and Telephones
 

One payment could not be traced to
 

supporting documentation.
 

August 1990 Cash Research E5,863.00
 

http:E5,863.00
http:E2,239.70
http:E2,120.50
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All original documents were with USAID
 
Swaziland.
 
Expenses could not be traced to bank
 
returned cheques as cheques were "dumped"
 
into a box.
 

Beginning June 1992, when a separate bank
 
account was opened for FHS project,
 
documentation and bank returned cheques were
 
filed separately and orderly.
 

7.2.2 REIMBURSEMENTS OF EXPENSES CLAIMED FROM
 

MORE THAN ONE DONOR
 

Findings
 

USAID is the only donor that operated on a
 
reimbursement scheme. Therefore it was
 
unlikely that the same expenses will be
 
claimed from more than one donor. Our audit
 
work did not discover any expenses claimed
 
from more than one donor. However, USAID
 
did reimburse FLAS for the following
 
expenditure in February 1989 and again in
 
December 1989.
 

Marmond Electrical - Fans 168
 
Lesco Engineering - Furniture 515
 
Cory's Limited - Typewriter 1,778
 
Cory's Limited - Printer 1,494
 

$3,955
 

Recommendation No 8
 

USAID should re claim reimbursement from
 
FLAS.
 

FLAS Comments
 

FLAS is prepared to repay the second claim
 
as a sign of a genuine oversight on their
 
part.
 

7.3 Conclusion
 

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



EXHIBIT 1 

QUESTIONED INELIGIBLE COSTS 

DETAILS 

1 Marmond Electrical 

Lesco Engineering 

Lesco Engineering 

Cory's Ltd 

Cory's Ltd 


2 Fringe benefit 

DATE AMOUNT 

E 

Dec-89 462.00 
554.00 
863.65 

4,108.50 
4,890.05 

Aug91 -Aug92 1,415.80 

12,294.00 

AMOUNT REASON WHY COST QUESTIONED INELIGIBLE 
$ 

168.00 ) 
201.45 ) Expenses reimbursed by USAID in Febuary 1989 
314.05 ) and again in December 1989
 

1,494.00)
 
1,778.20 )
 

493.31 Over claim of fringe benefit by FLAS 

4,449.01 

http:4,449.01
http:1,778.20
http:1,494.00


EXHIBIT II 

QUESTIONED - UNSUPPORTED COSTS 

DETAILS 

1 Jumbo Discounters 

DATE 

Apr-92 

AMOUNT 

E 

207.93 

2 Khanya Mabuza May-92 90.00 

3 Hartland Development Aug-92 567.00 

864.93 

AMOUNT REASON WHY COST UNSUPPORTED 
$ 

75.61 	 No supporting invoices to vouch expenditure. 
Had to rely on suppliers statement. 

32.73 	No original supporting documentation to 
support refreshments expenditure. Had to rely 
on memo from FLAS. 

206.18 	No original invoice available. Had to rely on 
photocopy. 

314.52 



EXHIBfT III 
FRINGE BENEFIT RATE WORKINGS 

TOTAL SALARIES FOR FLAS ADMIN 
PER ACTIVITY 
AUG91-AUG92 GROSS 123,624.64 

HOUSING 11,567.01 
PROVIDENT 92S.00 
PENSION 736.65 

SUPPORT 

164,313.01 
15,338.75 

1,130.00 
1,149.76 

CLINIC 

245,364.07 
22,848.S4 
2,507.50 
1,483.53 

FLE 

19,851.44 
1,025.57 

147.50 
138.67 

SCHOLARSHIP 

13,153.36 
1,245.21 

137.50 
26.30 

FHS 

91,561.76 
8,627.41 

717.50 
448.32 

PAGE 1 OF 

TOTAL 

657,868. 
60,652. 

5,565. 
3,983. 

FHS GROSS SALARIES 

GROSS PER SALARY REGISTER 
ADJUSTMENTS 
AUG 91 MUSA MOLULI 
OCT 91 CMGOGA 
NOV 91 CMGOGA 
BACK DATED SALARY 
APRIL 1992 PGAMA 
DECEMBER BONUS NOT CLAIMED BY FLAS 

91561.76 

936.04 
549.17 
549.17 

2066.20 
2379.21 

-5287.66 

TOTAL E 92753.89 

EMPLOYEE BENEFITS PAID BY FLAS 
PENSION 
SERVICE FEE ON PENSION 
PROVIDENT FUND 
HOUSING ALLOWANCE 

TOTAL E 

49,126.50 
2,655.49 
SS6S.00 

60,652.49 

117,999.48 

FRINGE BENEFIT RATE CALCULATED BY ERNST & YOUNG 

117,999.48 17.94 % 
657,868.28 

FRINGE BENEFIT CLAIMED BY FLAS @19.9% 

FRINGE BENEFIT CALCULATED BY ERNST AND YOUNG 
17.94 92,753.89 
100 

OVER CLAIM BY FLAS 

OVER CLAIM BY FLAS 

E 

E 

E 

s 

18052.73 

16636.93 

1415.80 

493.31 
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OVERHEAD RATE WORKINGS
 

ADMIN AND GENERAL EXPENCES Dec-91 Dec-92 13 MONTH
 
PER FINANCIAL STATEMENTS AFS AFS PROPORTION
 

TOTAL EXPENDITURE FOR 12 MONTHS 335,903.00 418,731.00 419,113.58 

PROPORTION OF EXPENDITURE FOR 5MONTHS 139,959.58
 
PROPORTION OF EXPENDITURE FOR 8 MONTHS 279,154.00
 

PROPORTION OFF ALLOWABLE COSTS FOR
 
PERIOD 1AUG 1991 TO 31 AUG 1992 139,959.58 279,154.00 419,113.58
 

GROSS SALARIES FOR THE PERIOD 1AUG 1991 TO 31 AUG 1992
 
PER SALARY REGISTER
 

ADMIN SUPPORT CLINIC FLE SCHOLARSHIP FHS TOTAL 
TOTAL 
AUG91-AUG92 GROSS 123,624.64 164,313.01 245,364.07 19,851.44 13,153.36 91,561.76 657,868.28

HOUSING 11,567.01 15,338.75 22,848.54 1,025.57 1,245.21 8,627.41 60,652.49
PROVIDENT 925.00 1,130.00 2,507.50 147.50 137.50 717.50 5,565.00
PENSION 736.65 1,149.76 1,483.53 138.67 26.30 448.32 3,983.23 

TOTAL SALARIES FOR ACYIVITIES AND PROJECT SUPPORT (i.e. EXCLUDING ADMIN SALARIES) 
GROSS 534,243.64 
HOUSING 49,085.48
 
PROVIDENT 4,640.00
 
PENSION 3,246.58
 

OVERHEAD RATE (%)
 

ADMIN AND GENERAL 419,113.58
 
GROSS SALARIES 534,243.64 78.45 %
 

OVERHEAD CLAIMED BY FLAS @81.72% E 68,751.66 

OVERHEAD CALCULATED BY OURSELVES 
78.45 92753.89 E 72,765.33 

100
 

UNDER CLAIM BY FLAS E -4,013.67 

UNDER CLAIM BY FLAS $ -1,398.49 

http:1,398.49
http:4,013.67
http:72,765.33
http:92753.89
http:68,751.66
http:534,243.64
http:419,113.58
http:3,246.58
http:4,640.00
http:49,085.48
http:534,243.64
http:3,983.23
http:1,483.53
http:1,149.76
http:5,565.00
http:2,507.50
http:1,130.00
http:60,652.49
http:8,627.41
http:1,245.21
http:1,025.57
http:22,848.54
http:15,338.75
http:11,567.01
http:657,868.28
http:91,561.76
http:13,153.36
http:19,851.44
http:245,364.07
http:164,313.01
http:123,624.64
http:419,113.58
http:279,154.00
http:139,959.58
http:279,154.00
http:139,959.58
http:419,113.58
http:418,731.00
http:335,903.00
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The Family Life Association of Swaziland 
P.O. Box 1051 'Temndeni' 
Tel: 53586/53082/53088
 
MANZINI
 
Telex: 2388 WD F.L.A.S.
 
Fax: 53191
 

5th August 1993 

Mr Bill Capel 
Ernst & Young 
Chartered Accountants (SD) 
Embassy House 
P 0 Box 210 
MBABANE 

F ..COMMENTS .ONERNS'T ;AND ,YOUNG REPOkT 

. ................ 
 .. . . 

After scrutinizing the Agency contracted Audit of our association report, we have 
decided to accept most findings andrecommendations by the auditors. We have only 
a few suggestions and contributions here and there for future such engagements. We 
would of course like to respond to some recommendations by the auditors. 

Firstly, we respond to some findings/recommendations by the auditors. Auditors have 
apparently come up with new benefits and overhead rates. Their findings point out 
that there have been over/under charges by FLA S throughout the period under review. 
As a result the auditors are recommending claims by/from USAID from/by FLAS. 
FLAS feels this should not be the case because the rates previously used were also 
set by a competent consultant after an agreement between USAID/Pathfinder
InternationalandFLAS.What FLAS feels should be agreed on is the application of the 
new rates i.e. deciding on commencement dates and the like. However after our 
meeting with USAID we would like to withdraw our the latter sentence in this very
paragraph. Reason being that this is the mission's regulation throughout and can 
therefore not be changed. 

There is also an issue of double claim from USAID by FLAS. FLAS is prepared to pay
back the second claim as a sign of a genuine oversight on FLAS' side. This is an 
incident that both FLAS and USAID must make sure that it does not happen again
because to an independent observer it is almost impossible to accept this as a bona 
fide act or mistake. This apparently distorts the good relations between FLAS and 
USA ID. 

All correspondence should be directed to Executive Director 
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We would also like to clarify to everyone concerned that the present package is ableto report per activity and even FHS expenditure is reported separately. Thus content3.4.5 should have this clarification under 'FLAS COMMENTS' instead.
 
Furthermore, Exhibit 11 of the QUESTIONED 
- UNSUPPORTED COSTS has a E207.93to Jumbo Discounters based on supplier's statement, and as FLAS we are assuringeveryone concerned about this issue that such an oversights will not happen again.This might have been caused by lack of knowledge of identifying the differencebetween an invoice and a statement on our side but definitely not with bad intention.Again there is a payment where FLAS supplied a memo as supporting documentationand this is one of the day-to-day problems faced by the accounting personnel whereif you happen to forget to remind programmes personnel to ask for proper cashinvoices from vendors you will definitely have no supporting documents. Howeverthis does not mean we condone this act but we are pointing out that it is one of thepossible oversights even with perfect systems. Lastly, there is an incident whereUSAID had to rely on a copy invoice. Here if the originalis not with FLAS, we wouldlike the parties concerned to accept it as a possible exception especially where theoriginal has been misplaced one can go back to the vendor for a copy. 

Secondly, we have suggestions/contributions for future engagements. We are happythis report has finally come out acceptable to us. We are all aware of course that thisreport is now the opposite of what the first draft was as far as the auditors'report tothe donors is concerned. Our suggestion/contribution is that we be consulted andnotified before hand so that we can organize
explanations ready. 

and have our documents andThis will avert formation of wrong opinions by competent
auditors. 

On the overall we are happy with this report and grateful for the recommendations putforward to us. We will definitely take advantage and apply them where possible. 

Thank you. 

Yours faithfully 

r Njabulo Simelane 

ASSISTANT DIRECTOR FINANCE 

FOR EXECUTIVE DIRECTOR 
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_UNITED 	 STATES 
AGENCY FOR INTERNATIONAL DEVELOPMENT 

US.1ID MISSION TO SWAZILAND 
INT0I|111,3 OI 1*I 

"I'llP.O. 	 BOX 750, MBABANE. SWAZILAND 
TEL. 46430, TELEX 2016 WD 

July 27, 1993
 

Ernst & Young
 
Embassy House
 
P.O. Box 210
 
Mbabane, Swaziland
 

Dear Mr. Caple,
 

We have received your draft audit report and were pleased to note
that the comments from our last meeting have been incorporated

into this version.
 

In general, the Mission accepts the findings and recommendations

contained in the audit report. However, we would like to comment
 on the finding stating that were no
there explanations

budgeted versus actual expenditures attached to vouchers. 

for
 
FLAS
submits a budget forecast every month for the next two months.
At the end of every month the budget is revised to reflect actual
expenditures and more realistic forecasts for the next month. As


these numbers are used only for determining advance levels it
would seem that a written explanation every month is not
 
necessary. Rather, this should 
be done when there are
differences in what 
is budgeted in the workplan on an annual
 
basis versus what is actually expended.
 

The finding relating to the commingling of funds should note that
USAID discovered this transaction and immediately reported the

problem to the Executive Director. Several meetings were held
between FLAS and USAID on this 
matter which resulted in the

termination 
of the financial controller's contract and 
the
Executive Director's assurance that this would never be repeated.
 

The Mission has discussed the recommendations contained in the
audit report with FLAS and will work with the relevant staff in
devising and implementing plans to close the recommendations.
 

Sincerely,
 

Elizabeth E. Plamer
 
Acting Controller
 

cc: Mrs. Khetsiwe Dlamini, FLAS
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01 ERNST& YOUNG aCha tered Accountants (SD) wTelephone (09268) 42015/6 
Embassy House 44481 

MG/BC/my/6708 Allister Miller Street Fax: (09268) 45012 
P.O. Box 210 
Mbabane 
Swaziland 

12 August 1993
 

Mrs K Dlamini
 
Family Life Association of Swaziland
 
P 0 Box 1051
 
MANZINI
 

Dear 	Mrs Dlamini
 

COOPERATIVE AGREEMENT NUMBER 645-0228-A-00-8021-00
 

I would like to thank FLAS 
for your comments per your letter

dated August 5, 1993 and I respond as follows:
 

Regarding 
the benefit and overhead rates, in terms 
of USAID
requirements FLAS must comply to the rates calculated by us.
 

The double claim occurred at the beginning of the agreement and
did not occur again. This isolated occurrence should not affect
the good relationship between FLAS and 
USAID. The amount

however, should still be refunded.
 

The reporting capabilities of the general ledger should enhance
the control of not only the FHS project but all the projects of
 
FLAS.
 

USAID requires all expenditures to have 
original supporting
documentation and therefore FLAS should strive to achieve this
 
requirement.
 

I would like to thank the employees of FLAS for their assistance
 
and co-operation during this assignment.
 

Yours sincerely
 

MARK 	GIBBS
 

CC. 	Mrs E Palmer
 
USAID Swaziland
 
P 0 Box 750
 
MBABANE
 

Partner 
N Reedent in South Africa: IA Burnes$ MS Coetzee 

a iecdent M Gibbs (Partner InCharge) 
JC Farrant CL Herbst.PA Hourquebie JAHoward 

BA King EH Last MW Lindhorit CH MacKenzie M Ming CB OFlaherly
DCH Stewart IP Thompsn WF Urmsan TA Wimley M) Woods 

i 

http:Herbst.PA
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0U ERNST& YOUNG aChattered Accountants (SD) &Telephone (09268) 42015/6/ 
Embassy House 44481 

MG/BC/my/6708 P.O.lister
Box

Miller 
210 

Street Fax: (09268) 45012 

Mbabane 
Swaziland 

12 August 1993
 

Mrs E Palmer
 
USAID Swaziland
 
P 0 Box 750
 
Mbabane
 

Dear 	Mr Palmer
 

COOPERATIVE AGREEMENT NUMBER 645-0228-A-00-8021-00
 

I would like to thank USAID Swaziland for your comments per your

letter dated July 27, 
1993 	and I respond as follows:
 

I accept USAID Swaziland explanation for controlling project

expenditure.
 

Regarding the finding relating to the commingling of funds, the
 
management of FLAS could have prevented the transep-tion as they
are the cheque signatories. However, the action taken by FLAS

is enough to convince me that FLAS viewed the matter in a serious
 
light and in my opinion no further comment is required.
 

I would like to thank USAID for their assistance and co-operation

during this assignment.
 

Yours sincerely
 

MARK 	GIBBS
 

CC. 	Mrs K Dlamini
 
Family Life Association of Swaziland
 
P 0 Box 1051
 
MANZINI
 

SRedident Partner M Gibbs (Partner inCharge)
N Resident in South Aftrca: )ABurnes% MS Coeizee (C Farrant CL Hefbsit.PA Hourquebie )AHoward 

BA King EH LastMW Lindhor$t CH MacKenzie M Ming CB O'laherty
DGH Stewart )P Thompson WF Urmion TA Wixley M) Woods 

http:Hefbsit.PA


ATTACHMENT II 

REPORT DISTRIBUTION 

U.S. Ambassador to Swaziland 
Administrator (A/AID) 
Director, USAID/Swaziland 
RCO, USAID/Swaziland 
AA/AFR 
AA/FA 
AA/OPS 
AFR/SA/ZSM 
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 
AIG/I&S 
IG/I/NFO 
IG/A/PSA 
IG/A/FA 
RIG/A/EUR/W 
RIG/A/Bonn 
RIG/A/Cairo 
RIG/A/Dakar 
RIG/A/Singapore 
RIG/A/SJ 
IG/RM/GS (Unbound) 

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


