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MEMORANDUM 

To: 	 Michae~lab USAID Direc cco 

From: 	 Walter Shepherd, ActrRI /AlDakar 

Subject: 	 Audit of the Dollar Separate Account under the Moroccan Privatization 
Sector Assistance Program (No. 608-0215), from July 12,1992 to June 30, 
1994 (Report No. 7-608-95-005-N) 

The attached report, prepared by the non-Federal audit firm, Price Waterhouse of Casablanca, 
presents the results of a financial audit of the Dollar Separate Account under the Moroccan 
Privatization Sector Assistance Program (No. 608-0215), from July 12. 1992 to June 30, 
1994. 

On July 1990, the United States Agency for International Development (USAID), through 
its Mission in Morocco. approved the Privatization Sector Program (No. 608-0215) which 
was to provide an estimated $25 million in non-project cash transfer and project assistance 
to the Government of Morocco in support of the Government's privatization program. To 
implement this program. USAID and Morocco's Ministry of Commerce, Industry and 
Privatization (MOCIP) signed an agreement on July 12, 1992 with the goal to expand the 
role of the private sector in Morocco by supporting and accelerating the implementation of 
the privatizafion progran in the following activities: a) incentive dollar cash disbursements 
($20 million) to the Government of Morocco to be released once certain conditions were 
met: b) local currency generation from the cash disbursements to finance selected local 
currency costs: and c) technical assistance ($5 million). 

The $20 million in cash incentive was to be disbursed in three tranches of $4 million, $6 
million and $10 million, respectively. These disbursements were conditioned on the 
:! ' .,%t,,c ,. f -. - ,! progress in implementing the program, the progress of which was to 
be measured by the completion of specified numbers of actions related to the preparation of 
firms for privatization and actual transfers. 



The dollars from each tranche disbursement were to be deposited into a separate account in 
Morocco's Central Bank and used to reimburse the Central Bank for the foreign exchange 
provided to settle letters of credit opened by Moroccan private and certain public sector firms 
for import of Lnited States source and origin merchandise. 

Concun'ent with the release of the dollars from the Separate Account, the Central Bank was 
to deposit the equivalent amount in dirhams in a special local currency account in the 
Ministry of Finance. This account was to be used for off-budget privatization expenditures. 
During the period July 12, 1992 through June 30, 1994, MOCIP's records show a total of $10 
million disbursements made from the Dollar Separate Account. 

Price Waterhouse of Casablanca performed the financial audit of the $10 million 
disbursements made from the MOCIP Dollar Separate Account in accordance with U.S. 
Government Auditing Standards to determine whether the Fund Accountability Statement 
for the period July 12, 1992 to June 30, 1994 was fairly presented and whether MOCIP 
complied with applicable laws, regulations, and agreements that may have had a material 
effect on the Fund Accountability Statement. In carrying out this financial audit, the non-
Federal auditor obtained an understanding of MOCIP's internal accounting controls over the 
USAID funds to plan the audit and to determine the nature, timing and extent of tests to be 
performed. 

Price Wa:erhouse found that the Fund Accountability Statement was fairly presented. In 
obtaining an understanding of the internal control structure, the auditor reported no internal 
control weaknesses. Finally, in testing for compliance with applicable laws, regulations and 
agreements, the auditor stated that the MOCIP complied in all material respects. 

In its response to the draft audit report, USAID/Morocco stated that it had no comments on 
it. 

The non-Federal audit report contains no findings or recommendations, therefore, no action 
is required on the part of MOCIP or USAID/Morocco. 
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November 7, 1994 

The Regional Inspector 
General for Audit / Dakar 

United States Agency for 
International Development 

C/o American Embassy 
Dakar, Senegal 

Dear Sir, 

MOROCCAN MINISTRY OF COMMERCE, INDUSTRY AND 
PRIVATIZATION - DOLLAR SEPARATE ACCOUNT 

We certify that this draft audit report has been independently referenced by an audit 
manager different from the manager in charge of the audit. The referencer ensured 
that the content of the report is supported by evidence in the working papers; the 
report's conclusions are logical and flow from the finding statements; and the 
recommendations are actionable and directed at the cause of the deficiency. The 
referencer also evaluated the report's content for conformance to generally accepted 
auditing standards and the U.S. Comptroller General's "Government Auditing 
Standards"; determined that each audit objective has been answered and audit findings 
relate to the audit objectives; and verified all factual statements, numbers, and dollar 
amounts to the supporting working papers. The referencer's review is filed with the 
indexed draft report in the working papers and is available for review by 
RIG/A/Dakar. 

Sincerely yours, 

For Price Waterhouse 

A. Belkasmi 
Partner 

ABEIRUwa 
Societe a Responsabilit Limilie 

au Captal de 2 000 000 de Dirhams 
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TRANSMITTAL LETTER AND SUMMARY 

Mr. Thomas B. Anklewich
 
Regional Inspector
 
General for Audit
 

USAID/Dakar
 
Senegal
 

Dear Sir, 

This report presents the results of our assignment in respect of the Audit of the Dollar 
Separate Account, under the Privatisation Sector Assistance Program (N0 . 608-0215) 
from July 12, 1992 through June 30, 1994. 

A. 	 BACKGROUND
 

On July 1990, the U.S. Agency for International Development (USAID), through the 
Mission in Morocco, approved the Privatisation Sector Assistance Program (N0 . 608
0215), which was to provide an estimated $25 million in non project cash transfer and 
project assistance to the Government of Morocco in support of the Government's 
privatisation program. Per the July 12, 1992 agreement between USAID and the 
Government of Morocco's Ministry of Commerce, Industry and Privatisation 
(MOCIP) the program goal is to expand the role of the private sector in Morocco by 
supporting and accelerating implementation of Morocco's privatisation program 
through the following activities: 

I1. 	 Incentive dollar cash disbursements ($20 million) to the Government of Morocco to 
be released once certain defimed actions have been achieved. 

2. 	 Local currency generations from the cash disbursements to finance selected local 

currency costs implementing the Privatisation Program. 

!. 	 Technical assistance ($5 million). 

The $20 million in cash incentives is to be disbursed in three tranches: a first of $4 
million, a second tranche of $6 million and a third tranche of $10 million. These 
disbursements are conditioned on the achievement of actual progress in implementing 
privatization, the progress for which was to be measured by completion of specified 
numbers of actions related to preparation of firms for privatization and actual 
transfers. 

Societe a Responsabiliti Limilie 

au Capital de 2 000 000 de Dirhams 
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The cash transfer dollars from each tranche disbursement was to be deposited into a 
Separate Account in Morocco's Central Bank and used to reimburse the Central Bank 
for foreign exchange provided to settle letters of credit opened by Moroccan private 
sector and certain public sector firms for import of U.S. source and origin 
merchandise. 

Concurrently with the release of dollars from the Separate Account, the Central Bank 
was to deposit the equivalent amount in Dirhams in a Special Local Currency Account 
in the Ministry of Finance. This counterpart was to be used for off-budget 
privatization expenditures. Utilization for each tranche was to be jointly programmed 
by USAID and the Government of Morocco. 

The financial audit performed under this scope of work covers receipts and 
disbursements from the dollar separate account during the period July 12, 1992 
through June 30, 1994. It also covers deposits into the local currency account but not 
the uses of this local currency. 

B. AUDIT OBJECTIVES AND SCOPE 

I. Audit Objectives 

The objective of this work is to conduct a financial audit of the transactions of the 
dollar separate account and resulting generation of local currency from USAID's 
Grant to the MOCIP under the Privatization Sector Assistance Program in Morocco 
from July 12, 1992 to June 30, 1994. 

The Fund Accountability Statement is the basic financial statement to be audited that 
presents the receipts, disbursements, and the cash balance of funds in the dollar 
separate account managed by MOCIP. 
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The audit was performed in accordance with U.S. Government Auditing Standards 
and accordingly include such tests of the accounting records as deemed necessary 
under the circumstances. The specific objectives of this financial-related audit are : 

(a) 	 Express an opinion on whether the MOCIP's Fund Accountability Statement for 
USAID grant presents fairly, in all material respects, program revenues received and 
disbursements made for the audit period in conformity with generally accepted 
accounting principles or other comprehensive basis of accounting (including the cash 
receipts and disbursements basis and modifications of the cash basis). 

(b) 	 Evaluate and obtain a sufficient understanding of MOCIP's internal control structure 
related to the USAID funded program, assess control risk, and identify reportable 
conditions, including material internal control structure weaknesses. This evaluation 
includes the internal controls related to required local currency counterpart 
contributions made by MOCIP. 

(c) 	 perform tests of MOCIP's compliance with applicable laws, regulations, binding 
policies and procedures, and applicable agreements as part of obtaining reasonable 
assurance about whether the Fund Accountability Statement was free of material 
misstatement and then report on the results of the compliance testing. These tests 
were also performed to determine whether MOCIP complied - inall material respects 
- with agreement terms, laws, binding policies, and regulations and express positive 
assurance on those items tested and negative assurance on those items not tested. 

In testing for compliance, specific steps and procedures were designed to provide 
reasonable assurance of detecting errors, irregularities, and illegal acts that could have 
a direct and material effect on the Fund Accountability Statement. 
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2. 	 Audit Scope 

In addition to the Pre-audit Steps set out in our scope of work document our work 
included but was not limited to the following procedures: 

Fund Accountability Statement (FAS) 

1. 	 Review of disbursements made from the Fund, identifying and quantifying any
 
questioned costs. Any costs not supported with adequate documentation or not in
 
accordance with applicable agreement terms were questioned and included as findings
 
in the reports on internal control and compliance.
 

2. 	 Review of the general ledger and project ledger to determine whether costs incurred 
were properly recorded. 

3. 	 Review of the procedures used to control the funds, including their channelling to 
contracted financial institutions or other implementing units. Review of the bank 
accounts and the controls on those bank accounts. 

4. 	 Ensuring that all project funding received by MOCIP from USAID was appropriately 
recorded in MOCIP's accounting records. 

5. 	 Determining whether project income and/or reimbursements, if any, representing 
recoveries of direct costs, were recorded as income or as credits to project cost 
accounts. 

Internal Control Structure 

1. 	 Obtaining asufficient understanding of the internal control structure and determining 

whether related policies and procedures were in operation. 

2. 	 Do 'umenting the understanding of the internal control structure. 

3. 	 Assessing control risk related to the internal control structure. 

4. 	 Documenting (c basis for the assessed maximum level of control risk. 

5. 	 Considering performing tests of controls. 

6. 	 Assessing control risk related to tests of controls. 

A 
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7. 	 Documenting the basis for the assessed level of control risk at less than maximum 
level. 

8. 	 Designing substantive tests based on assessed level of control risk. 

Compliance Testing 

I. 	 Identifying the agreement terms and pertinent laws and regulations and determining 
which of those if not observed could have a direct and material effect on the Fund 
Accountability Statement. 

2. 	 Assessing, for each material requirement, the risks that material noncompliance could 
occur. 

3. 	 Designing audit steps and procedures to test for errors, irregularities, and illegal acts 
that provide reasonable assurance of detecting both unintentional and intentional 
instances of noncompliance with agreement terms and applicable laws and regulations 
that could have a material effect on the fund accountability statement. 

4. 	 Determining if funds have been disbursed from the accounts in accordance with 
agreement terms and applicable laws and regulations. 

5. 	 Determining if the amount of any required counterpart funds were calculated 
according to the agreement or applicable costs principles. 

6. 	 Determining that those who received services and benefits were eligible to receive 
them and that bank officials are not illegally participating or benefiting from the 
project. 

7. 	 Determining that financial reports contain information that is supported by the books 
and records from which the Fund Accountability Statement is prepared. 
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Except as discussed inthe next paragraph, we conducted our audit inaccordance with 
generally accepted auditing standards, the financial audit requirements of Government 
Auditing Standards, issued by the Comptroller General of the United States, the 
Standards for Internal Controls in the Federal Government, issued by the Comptroller 
General of the United States, and the Guide for Financial Audits Contracted by the 
Agency for International Development issued by the USAID Office of the Inspector 
General. Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the statements are free of material misstatement. 

We did not have an external quality control review by an unaffiliated audit 
organization since no such quality control review program is offered by professional 
organizations in Morocco. 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 Morocco office to be subjected, every 
two years, to an extensive quality control review by partners and managers from 
other Price Waterhouse offices. 

C. SUMMARY OF AUDIT RESULTS 

1. Fund Accountability Statement 

Our audit opinion on the Fund Accountability Statement was unqualified. 

2. Internal Control 

No material control weaknesses were noted. 

3. Compliance Testing 

Our examination did not disclose any area of non-compliance. 
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D. 	 SYNOPSIS OF MANAGEMENT COMMENTS 

The mission has no comments in respect of the audit report. 
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If-	 FINANCIAL SECTION 

A. 	 hNDEPENDENT AUDITOR'S REPORT ON THE FUND ACCOUNTABILITY 
STATEMENT. 

We have audited the accompanying Fund Accountability Statement of the MOCIP 
Dollar Separate Account for the period from July 12, 1992 to June 30, 1994. 

This financial statement is the responsibility of the MOCIP. Our responsibility is to 
express an opinion on this financial statement based on our audit. 

Except as discussed in the next paragraph we conducted our audit in accordance with 
generally accepted auditing standards and the financial audit requirements of 
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 staterients are free of material misstatement. 
An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the statements. 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. 

We did not have an external quality control review by an unaffiliated audit 
organization since no such quality control review program isoffered by professional 
organizations in Morocco. 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 Morocco Office to be subjected, every 
two years, to an extensiv, 4uality control review by partners and managers from 
other Price Waterhouse offices. 

As described in note 2, the accompanying Fund Accountability Statement was 
prepared ,n a cash basis which is a comprehensive basis of accounting other than 
generally accepted accounting principles. Accordingly, the accompanying Fund 
Accountability Statement is not intended to present results in accordance with 
generally accepted accounting principles. 
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In our opinion, the statement referred to above presents fairly, in all material 
respects, the financial position of the Dollar Separate Account for the period from 
July 12, 1992 to June 30, 1994 in conformity with the basis of accounting described 
in Note 2. 

Casablanca, October 21, 1994. 
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MOCIP - Dollar Separate Account 

B - FUND ACCOUNTABILITY STATEMENT 

August July 12. 1992 to June 30. 1994 

Questioned Costs 
US$ Ineligible Unsupported Notes 

Receipts10000000 

10000 000 

Net 
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FUND ACCOUNTABILITY STATEMENT FOR THE PERIOD FROM JULY 
12, 1992 TO JUNE 30, 1994 

NOTES TO THE FINANCIAL STATEMENTS 

NOTE 1 - BASIS OF PRESENTATION AND SOURCE OF DATA 

The Fund Accountability Statement which is the responsibility of the MOCIP Dollar 

Separate Account management represents all receipts and disbursements in respect of 

USAID Dollar disbursement amount of $ 10 million. 

NOTE 2 - BASIS OF ACCOUNTING 

The Fund Accountability Statement has been prepared on a cash basis. Consequently, 
receipts are recorded when the cash is received rather than when the amount becomes 

due and expenditures are recognized when paid rather than when the obligation is 
incurred. 

NOTE 3 - QUESTIONED COSTS 

Questioned costs are presented in two separate categories - ineligible and unsupported 

costs - and consist of audit findings proposed on the basis of the terms of the contract 

and subcontracts, the cost principles set forth in USAID Handbook 14 and Federal 

Acquisition Regulation 31.2 which prescribe the nature and treatment of reimbursable 

costs not specifically defined in the contracts and subcontracts. Costs in the column 
labelled "Ineligible" are supported by vouchers or other documentation but are 

ineligible for reimbursement because they are not program related, are unreasonable, 
or prohibited by the contract/subcontracts or applicable laws and regulations. Costs 

in the column labelled "Unsupported* are also formally included in the classification 
adequateof "questioned costs" and relate to costs that are not supported with 

documentation or did not have the required prior approvals or authorizations. 
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!I1- INTERNAL CONTROL STRUCTURE 

A. INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROLS. 

We h 've audited the Fund Accountability Statement of the Dollar Separate Account 
for the period from July 12, 1992 to June 30, 1994 and have issued our report there 
on dated October 21, 1994. 

Except as discussed in the next paragraph, we conducted our audit in accordance with 
generally accepted auditing standards, the financial audit requirements of Government 
Auditing Standards, issued by the Comptroller General of the United States, the 
Standards for Internal Controls in the Federal Government, issued by the comptroller 
General of the United States, Guide for Financial Audits Contracted by the Agency 
for International Development issued by the USAID Office of the inspector General. 
Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the statements are free of material misstatement. 

We did not have an external quality control review by an unaffiliated audit 
organization since no such quality control review program is offered by professional 
organizations in Morocco. 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 Morocco Office to be subjected, every 
two years, to an extensive quality control review by partners and managers from 
other Price Waterhouse offices. 

In planning and performing our audit, we considered the MOCIP's 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 MOCIP is responsible for establishing and maintaining an internal control 
structure. In fulfilling this responsibility, estimates and judgments 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 saf -,uarded against loss from unauthorized use or disposition, and that 
triansactioas are executed in accordance with management's authorization and recorded 
properly to permit the preparation of reliable financial reports and to maintain 
accountability over the entity's assets. Because of inherent limitations in any internal 
control structure, errors or irregularities may nevertheless occur and not be detected. 
Also, projection of any evaluation of the structure to future periods is subject to the 
risk that procedures may become inadequate because of changes in conditions or that 
the effectiveness of the design and operation of policies procedures may deteriorate. 
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For the purpose of this report, we determined the significant internal control structure 
policies and procedures to be in the categories of cash management, recording of 
transactions, and filing and retrieval operations. For these internal control structure 
categories, 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 matters involving the internal control structure and its operation that we 
consider to be reportable conditions under standards established by the American 
Institute of Certificated Public Accountants. Reportable conditions involve matters 
coining 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 
organization's ability to record, process, summarize and report financial data 
consistent with the assertions of management in the fund accountability statement. 

A material weakness is a condition in which the design or operation of the specific 
internal control structure elements does not reduce to a relatively low level, the risk 
that errors or irregularities in amounts that would be material in relation to the 
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 control 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 below. However, we believe that 
the reportable condition described above is not a material weakness. 

This report is intended for the information of the MOCIP management and the United 
States Agency for International Development. The restriction is not intended to limit 
the distribution of this report if it is a matter of public record. 

Casablanca, October 21, 1994 
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IV- COMPLIANCE WITH AGREEMENT TERMS, LAWS AND REGULATIONS 

A. INDEPENDENT AUDITOR'S REPORT 

We have audited the fund accountability statement of the Moroccan Ministry of 
Commerce, Industry and Privatization (MOCIP) for the period from July 12, 1992 
to June 30, 1994 and have issued our report there on dated October 21, 1994. 

Except as discussed in the next paragraph, we conducted our audit in accordance with 
generally accepted auditing standards and the financial audit requirements of 
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 statements are free of material misstatement. 

We did 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 Morocco. 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 Casablanca office to be subjected, 
every two years, to an extensive quality control review by partners and managers 
from other Price Waterhouse offices. 

Compliance with laws, regulations and procedures applicable to the Moroccan 
Ministry of Commerce, Industry and Privatization (MOCIP) is the responsibility of 
MOCIP's management. As part of obtaining reasonable assurance about whether the 
Fund Accountability Statement is free of material misstatement, we performed tests 
of MOCIP's compliance with laws, regulations, contracts, subcontracts and binding 
policies and procedures. However, our objective was not to provide an opinion on 
overall compliance with such provisions. Accordingly, we do not express such an 
opinion. 
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the items tested the MOCIPThe result of our tests indicate that with respect to 

complied, in all material respects, with the provisions referred to in the preceding 

paragraph. With respect to items not tested, nothing came to our attention that caused 

us to believe that the MOCIP had not complied, in all material respects, with those 

provisions. 

This report is intended for the information of MOCIP's management and the United 

States Agency for International Development. The restriction is not intended to limit 

the distribution of this report if it is a matter of public record. 

Casablanca, October 21, 1994 
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Appendix I - Management comments
 

The mission has no comments in respect of the audit report - See attached.
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